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LETTERS 


Common perceptions 


Your COVER STORY on Rajiv Gandhi's assas- | 


sination [30 May] was excellent coverage 
of the events that immediately followed the 
assassination and was very well written. 
However, Hamish McDonald has used a 
lot of assumptions and it shows a clear 
bias towards common foreign perceptions 
about the vast nation that is India. He 
speculates about the wholesale slaughter in 
the event of the blame being traced to any 
particular group. Reality has proved him 
wrong. It was evident by ihe o fourth day 
that the most probable group involved 


| were the Liberation Tigers of Tamil Eelam. 


Even then, public backlash or violence 
against Tamils was minimal. 

The suggestion that the Indian Research 
and Analysis Wing armed and trained 
Tamil rebels during Rajiv Gandhi's 1984-89 
rule is a gross misrepresentation of the 
facts. It was Indira Gandhi who had helped 
strengthen the Tigers.. When Rajiv took 
over as prime minister after her assassina- 
tion in 1984, he did not pursue any policy 
on the Tigers. In 1987, he signed an agree- 
ment with the Sri Lankan Government and 


sent in the Indian peace-keeping force to 


help their armed forces control the Tigers. 

Another bias is the suggestion that the 
Congress party's existence is in question. 
The 105-year-old party has been in power 
for 40 years out of 44 since India’s indepen- 
dence, and is still the largest Indian political 
party in the country. Recent developments 
show that the reverse might happen — 
Congress might become bigger if former 
Congressmen, who left to join or form 
other parties because of personal differ- 
ences with Rajiv, come back into the Con- 
gress fold. 


Calcutta AMIT BAGARIA 
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No case of detention 


In reference to "Indonesian labour leader 


held on eve of rally" [BRIEFING, 13 June], 
you said that the Indonesian labour leader, 
Saut Aritonang, was detained for over two 





that this was completely 

wrong. BAIS intelligence agency has never . 
detained Saut Aritonang. 

N. PURWOSAPUTRO 

Chief of Indonesian Armed 

Forces Information Centre 
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Improved telecommunications 

Your article Down to earth [6 June] is is so lib- 
erally peppered with error, conjecture and | 
vague innuendo that we would like to re- 


spond by presenting an accurate account of © 


the major issues. 
P. T. Citra Sari Makmur (CSM) was 
awarded, after competitive bidding, a 10- 
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icession to offer VSAT-based tele- 






munications services for the Indone- 
n private sector. CSM selected Scientific 
“Atlanta (SA) as our primary equipment 
‘supplier because of sa’s excellent product 
_and support reputation, and their ability to 
-handle the multi-user environment of our 
planned shared-hub facility. CsM offers all 
-services for and on behalf of Perumtel, the 
Indonesian state telecommunications au- 
thority. 
Contrary to your reporter S description 
.of the Indonesian public telephone network 
as being “woeful” and “ramshackle,” it is 
more appropriate to note that since the 
„early 1970s Perumtel has been a regional 
„pioneer in advanced satellite-based tele- 
communications and has implemented a 
well-planned and aggressive development 
of the national telephone network. A long 
distance direct-dial and DD service is now 
available at more than 150 Indonesian 
aties; 
SM, SA and Perumtel form a close 
working team with the common goal of 
rolling out our network as quickly as possi- 
.ble while maintaining optimum service 
quality and network availability. The 
_ Fourth Asean Region Vsat Operators Meet- 
_ ing was conducted by us specifically to ad- 
-dress these goals, with SA operators from 
Thailand, the Philippines and Malaysia at- 
‘tending: Your reporter failed to note this 
fact or make any mention of the meeting 
even though he attended the meeting's 
‘press conference. Despite the many un- 
founded remarks and insinuations in your 
article, CSM and SA do indeed have a very 
close working relationship. 
,  CSM/Perumtel offer shared-hub VSAT ser- 
“vices and we recognise that, for a very large 
customer, it may appear more economical 
_for him to operate his own network rather 
_than to lease from CSM. These are not ty- 
- pical cases and usually involve many other 
| customer-specific considerations. We do 
, not consider these a threat to CSM’s busi- 
"ness nor.a drying-up of CSM's market as 
your article would suggest. On the con- 
, trary, CSM is planning a major expansion of 
_ their network in 1992 to meet the rapidly 
peeing, customer demand. DEDY WIDARSO 
| General Manager, Marketing 
P. T, Citra Sari Makmur 
JOHN MENZEL 
Business Development Manager 
| Scientific Atlanta 















Cambodia clean-up needed 
el ga “Peace plan for Cambodia” by 
(Julio A. Jeldres [6 June] states that the 
ti ine purpose of the comprehensive settle- 
proposed by the UN is to achieve 
ons in which the Cambodian people 
rmine their own future. Without 
uidation of the top leadership of the 
r Ronge no solution in which the 
ja um can determine their future 












freely seems possible. If morality and the 
well-being of the country and its people is 
central to the UN, there can't be any discus- 
sion that this clean-up is necessary. 

The fact that this exile is not included in 
the UN proposals is curious. During the 
1980s, China proposed this to the Vietnam- 
ese at several stages, discussed it with the 
Thais and asked former Sihanouk minister 
Chak Saroeun to take over the leadership of 
the Khmer Rouge. The Cambodian de- 
mand to exile the Khmer Rouge leadership 
therefore may create difficulties, but is cer- 
tainly not extraordinary. 

The danger that, in case of a hung par- 
liament, the three rebel groups may form 
the new government and bring Pol Pot 
back to power can't be excluded. Therefore 
it is essential that Sihanouk and the KPNLF 
finish with every form of cooperation with 
the Khmer Rouge. Countries in the world 
should stop aiding Sihanouk and the KPNLF 
as long as they are friends with Pol Pot. In 
the present situation every dollar going to 
Son Sann indirectly benefits Pol Pot. People 
like US representative Steven Solarz should 
start realising this. The key to a political sol- 
ution for Cambodia therefore should be the 
end of the bond between the Khmer Rouge 
and the other two factions. At the same 
time dose cooperation should start be- 
tween the KPNLF, Sihanouk and Hun Sen's 
government. 

Dendermonde-Grembergen, 


Belgium WILLY VAN DAMME 





Development on Palau's horizon 

Your Letter from Palau in the 2 May issue 
needs some balancing. Koror is certainly 
seedy, and in fact eight out of 10 Palauans 
have some problems as a result of alcohol. 

Jonathan Friedland is too glib about the 
colonial presence; all the effects were not 
bad. The Germans did have a considerable 
impact and in fact ushered the Palauans 
into the 20th century. They were followed 
by the Japanese whose impact was indeed 
far greater. 

The Americans, however, have never 
had a mülitary presence in Palau. The 
negotiated Compact of Free Association 
with the US calls for the US to be responsi- 
ble for defence; a commitment which is im- 
possible given the current nuclear-free 
constitution. In defence matters, the US 
doesn't separate “nuclear” from "non-nu- 
clear.” 

The recent stand-offs in Palau which 
have prevented passage of the Compact are 
more a result of political in-fighting rather 
than a Palauan collective wish to be free of 


any military presence. Palau is not a fall- 


back position connected to any of the pre- 
sent negotiations in the Philippines with re- 
gard to US base agreements, and it never 
has been. 

The Soviets approved the termination of 
the Trusteeship Agreement in the case of 


FAR EASTERN ECONOMIC REVIEW 





- for his widow being elected — for his va- 


the Federated States of 


cember 1990, and are agreeable to seein 
some workable solution in Palau. * 
Since the strategic situation has changed © 
in the Pacific as a result of the end of the. 
Cold War and the improvement of US-So- 
viet relations, even the peau Compact - 
is now under some review. by both sides. . 
Recently, the US has d 
nervousness of many P 
pendence might be an 
Certainly the Japanese are 
as are many others as v 
the US is eager to be out. 
The future looks like a diff 
ment altogether for Palau wil th 1 B ros- : 
pects of tremendous economic develop- 
ment. We appreciate Friedland's comments . 
because they provide an important regional 
readership with information on Palau. Tt 
should also be made clear that US aims are - 
not pernicious; they are developmental and . 
sincere, albeit sluggish and late. Ses 
Mangilao, Guam DIRK ANTHONY BALLENDORF = 
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Dictatorships to democracy p 
I, and so many of my fellow Bangladeshis, 2 
totally disagree with the assumption of 
your writer that “Bangladesh's political —— 
outlook is hardly encouraging" [30 May]. ^. 
A country which has been ruled b by. 
dictators, either civilian ór milita A since | D 
its birth in 1971, Bangladesh has finally — 
broken the chain to embrace a democratic. = 
system. Your correspondent's remark can 
hardly be seen as a positive gesture of sup- = 
port for the people of Bangladesh and their D 
verdict. E 
The case of Bangladesh arid its people is 
so tragic that the nation which fought. one | 
of the bloodiest liberation wars in history. 
to free itself from the military dictators of | 
Pakistan, only found herself under the rule 
of her own military within five years of in- 
dependence. President Ziaur Rahman is. 
still remembered: — possibly a driving force - 

























rious reforms including re-introducing . 
multi-party democracy. His use of the mili- 
tary created a dangerous precedent which | 
was subsequently used by Ershad to topple. 
the elected government of Justice Sattar fol- - 
lowing the assassination of Zia. 
The iunii of a military takeover ri 


comments from you, í or - anyone else 
that matter. 

Whether Mrs Zia is poorly educated o 
totally inexperienced — let history. ju 
her performance in due course — one th 
she is not is incompetent. | 
Sydney KHANDAKER RAFIQ UZ ZAMA! 
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`. India : Cabinet 
Prime Minister Rao's new cabinet is full of 
old party holdovers and Gandhi 
loyalists 10 | 


Philippines : Volcanic Misery 

With the death toll at almost 300, 
thousands rendered homeless and about 
600,000 having lost their livelihoods, there 
is yet more misery in store for those who 
live in the dark shadow of the volatile 
volcano, Mt Pinatubo 11 


South Korea : Polls Fiasco 
_ A landslide victory for the ruling party in 
_ local elections dismays the fragmented 
- 00 Opposition and reopens scrutiny on the 
- 5: role of long-time opposition leader Kim 
Dae Jung 12 


= Cambodia : Peace Talks 

.;.; Cambodia's warring factions agree to a 
. permanent ceasefire to be monitored by 
-international observers 13 


Hongkong : Christian Politics 
Hongkong’s Christian community is 
becoming polarised over the question 
of whether or not to take a stand on 
political issues, including China's - 
handling of its pro-democracy ` 
movement 16 | 


Hongkong : Bill of Rights 
Some legislation concerned with 
maintaining law and order has been 
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^ Horns of a Dilemma 
Japan's four-ship minesweeper flotilla 
may well find itself the last non-regional 
 navalunit engaged in mine clearing in the 
~~ Gulf. Belgium has withdrawn a 

| minesweeping unit and at ipis one 







“that as ; Japan w eae the last a si m 













— the Gulf, their ships must continue to - 
scour their designated zone until it can be 
cleared. Their concern rests on the - | 


country engaged in minesweeping, the 
decision to cease operations could be seen 
às a declaration the area had been made 


the international effort to dear mines in _ 


m implication that were Japan to be the last- 


Commission on Human Rights in Geneva 













exempted from challenge under little 
Hongkong’s newly enacted Bill of Rights. | um wealth 
Despite this, China says it regrets the 
enactment of the bill 16 


Malaysia : Muslims 

After a period of intense activity 
and growth in the 1980s, the dakwah 
movement seems to have levelled 
out and also won more acceptance 











tech Eais to to gain foll 
-raise funds, through « ects 
that emphasise simplicity and ^ 
self-sufficiency to more. oliücaly | 
oriented. groups that concentrate 

on social issues: Chief correspondent. 







S E Rodney Tasker and Bangkok ^. 
min: m P alpana correspondent Paul Handley report - 
on the present state of Buddhism 
Japan : Opposition Setback in the country, and examine some 
The resignation of Takako Doi as of the issues that will drive the 
chairman of the Social Democratic Party debate on the church's role in Thai 


of Japan could lead to a split between the 
party’s Marxist left and a rightwing 
reformist group 18 


Foreign Relations : islands Claim 

Island groups in the South China Sea 
claimed by various littoral states will be 
the focus of informal 
discussions to be 

hosted by Indonesia 19 


Thailand : Religion | 
The status of Buddhism in 
Thailand is being eroded by a 
combination of religious and 
secular factors. The 
established church, while 
long divided by two : 
competing schools of p N 
Buddhism, is now being d ef eee 
challenged by a growing Ee SOS SS 
number of sects that owe it. More misery to come (11). 


society well into the next. un 21 


Philippines : Bureaucracy 
A government investigation agency’ S 
closure follows a a campaign e 
aimed at runing the civil — 









safe — and if any vessels were then to 
strike a mine, Japan would be blamed. US 
and European ships have already removed 
about 1,000 of the 1,200 mines Iraq is 
believed to have laid in the Gulf, and 
experts believe there are 50-100 remaining 
in the zone assigned to Japan's flotilla. 


another Japanese academic. Ogata was 
given an extremely cool reception by 
Burma's military rulers when she visited 
the country in December 1990, and | 
Rangoon was reportedly displeased with 
the appointment of a second oo 


Lost i in the I F orest . 


Lack of Rapport 
The Rangoon government has asked that — dissi 
a Filipina lawyer, Purificancion 
Quisumbing, be appointed as the next 
UN special rapporteur on human rights in 
Burma. Quisumbing headed the 46th 
session on human rights in Geneva in 
February 1990, and visited Burma a few 
months later at the invitation of the _ 
Foreign Ministry in Rangoon. Burma had 
earlier rejected a Japanese legal expert, - 
Yozo Yokota, for the post. Yokota was 
appointed at the 47th session of the UN 


last February to succeed Sadako Ogata, 
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2 concerning nuclear power, an issue that 





s polarised the country like no other. 


Correspondent Carl Goldstein examines 


ds | .. -the confrontation between an increasingly 
X radicalised opposition and a government 


| E development plans. Also looked at is the 
tarnished image of nuclear power 39 


jually determined to push through its 





si | s a a fundamental arae in in the 
colony’ $ financial foundations 34 


| Malaysia : Companies 

-IGB Corp.'s new managing director faces 
an uphill battle in cutting the company's 
- debt and Winning. bak he confidence of 
investors 35 pum 
Overseas interests ae grey 





Japan's s nee ver 2 Phi in n the first quarter 


despite a slowdown in Piin 





: domestic demand 38 


Taiwan : Energy 

In May, riot police had to defend the site 
of Taiwan’s Fourth Nuclear Power Station 
project from thousands. of demonstrators 
and a wrecking crew led by the mayor of 
Taipei County. The incident was one of 
many in Taiwan in the past decade 


Karen leaders are reported not to want 
broadcasts transmitted from their area. 


Crossed Wires 
Some We 
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The government has reached a 


compromise with Charoen Pokphand on 


the privatisation of the nation’s 
telecommunications network 42 


Hongkong : Communications 

A tie-up between Hutchison 
Telecommunications and AT&T prompts 
speculation about an early end to 
Hongkong Telecommunications’ 
monopoly on international links 43 


Malaysia : Commodities 

Businessmen allege that breaches of 
forestry and revenue laws are rampant in 
the states of Sabah and Sarawak 43 


indonesia : Mining 

Freeport Indonesia’s operations in Irian 
Jaya will remain the show-piece foreign- 
investment project in Indonesia well into 
the next century 47 


Philippines : Companies 

A share transaction between two 
property magnates in Manila frees them 
to compete against each other, but in a 


slumping market 48 


.French Connection 


Former national broadcasting corporation 
(NHK) managing director Hisanori 
Isomura, 61, has been tipped as Japan's 
next ambassador to France, a post usually 
reserved for career diplomats. Sources say 
the ruling Liberal Democratic Party 
promised Isomura the job in exchange for 
running in the Tokyo gubernatorial 
election in April. Isomura, who lost the 
race, is a fluent French speaker and a 
well-known Francophile — both 
important attributes given the current 


i . uneasy state of relations between Tokyo 


i STATE victor 
s PA Gulf War, be called in to neutralise 









f the hei editors when some 
gency reports of Sihanouk's flight 
were: taken seriously. 





and Paris. 


No Offence 

Japan's Ministry of Foreign Affairs asked 
Fang Lizhi, China's best-known exiled 
dissident, to keep his activities within 
"non-political bounds during his recent 
brief visit to Japan in order not to offend 
Peking at a time when Sino-Japanese 


FAR EASTERN ECONOMIC REVIEW 








A Nepalese: sojourn 32. 


relations : may inhibit the expansion of 


Airways, which is due to begin operations. 
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india : Borrowings 
India is rice 
public and private gold: 
foreign exchange to help e 
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relations were improving. In the event, 
Fang's visit was relatively quiet, not only 
because of his restrained comments but 
also due to the limited coverage he 
received from the Japanese media — 
apparently the result of the ministry diced 
asking the press not to overplay the visit- 
for fear of upsetting SIR 


Branching Out ET | 
Evergreen | Marine Corp. chairman: 
Rung-fa plans tralia and : 
Panama at the end of. July tc to. discuss ^. 
osals that he set up à second | : 
international: airline. Chang is said to a : 
concerned that Taiwan's lack of diplomatic 


























landing rights for Evergreen's Eva 


on 1 July. However, company sources say v 
any additional air travel related É 
investments would not affect Evergreen's | . 
long-term commitment to Eva. 2 





iao's new cabinet is stacked with Rajw loyalists 








By Hamish McDonald in New Delhi 


——— s ———————————————————H 


he Congress party returned to 

power as a minority government 

on 21 June with veteran Gandhi- 

2 family loyalist P. V. Narasimha 

Rao heading a cabinet packed with other 
- family acolytes. 

The choice of Rao keeps Congress in the 

holding pattern it has followed since Rajiv 

_ Gandhi's assassination on 21 May and the 

_ party's patchy performance in general elec- 

tions held during May and June. Rao, 70, 

selected to head the party after a failed bid 

->to recruit Gandhi's widow Sonia, has been 

- retained for mostly negative reasons by 


. Congress incumbents who want time to. 


— sort themselves out and find a new focus. 
57. For his own part, Rao displayed political 
.. deftness in overcoming the only direct chal- 
.. lenge for the prime ministership. This came 
: from Sharad Pawar, 51, chief minister of 
|». Maharashtra state. On 19 June, the struggle 
_- intensified as newly elected MPs arrived in 
- the capital for their first meeting of the par- 
-. liamentary caucus — albeit encoded in the 
= niceties of a debate between the merits of 
_ choosing the new leader by consensus or 
= secret ballot. 
—.. Pawars backers argued that the secret 
ballot was the most democratic way, while 
^55. Rao proponents countered it was divisive 
|." and against Congress tradition. As the day 
- progressed the Pawar camp found them- 
¿selves isolated, as MPs from the southern 
`. states firmed their support for Rao along re- 
gional lines. 
.. The coterie of Gandhi loyalists, mean- 
while, suggested to arriving MPs that their 
first duty was to call on Sonia to offer their 
condolences. As they left her house, a 
terie member was on hand to whisper 
rat “the family” supported Rao. 

















row in the towel that afternoon. But his 
] pporters informed Sonia what was being 
done in her name, and elicited a statement 
eclaring her neutrality in the contest. Con- 
ressmen were notified, and newspapers 
nea to es that. Pawar v was s still 








summoned the MPs individually and 
und a majority supported the consensus 





Pawar was sufficiently discouraged to 


| ting ar 
ipid 8 MPs be koine on their prefer- p 
nce. Starting at 4 a.m., two party elders 


rethod. Later on 20 June, Pawar formally 





declared his support for Rao's nomination. 


On 21 June, Rao presented himself and- 


his ministers for swearing in. The list of 57 


ministers, had many surprises. The 14- 
cabinet members included five members of- 


the Gandhi coterie — M. L. Fotedar, 
Sitaram Kesari, Balram Jakhar, Sheila Kaul 
and Ghulam Nabi Azad — while another 
six were identified among ministers of 
state. 


The appointment of V. C. Shukla as a 


cabinet minister also drew audible sniggers 
and wisecracks from former prime ‘minis- 
ters V. P. Singh and Chandra Shekhar, 
among the crowd at the swearing-in cere- 
mony. Shukla was a minister in the past 
three governments, having jumped from 
Congress to Janata Dal to Chandra 
Shekhar's breakaway group. After being 
disqualified from parliament in January 
under the Anti-Defection Law, he re-en- 
tered the legislature on a Congress ticket. 
Rao himself is also somewhat suspect. A 
polyglot who commands 10 Indian, Middle 
Eastern and European languages and trans- 
lates novels in his spare time, Rao has 
never put down deep political roots. As a 
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AUTHORITARIANISM ! 


southern Brahmin, he has scant grassroots 
. .power in the south, but is acceptable as a 
tame southerner for the northern elite. 


Entering politics in the Andhra Pradesh 
state assembly in 1957, Rao became the 
state's chief minister in the early 1970s until 
rising regional dissent caused New Delhi to 
impose direct rule. Rao latched on to Indira 


Gandhi in the last days of her emergency 


rule. and subsequent p poli 
lecturing at London Univ ersity 
given a Congress berth in Ma arashtra and 


$ 
f H 
PONAM PME IR PS BASE TAA au RR VO FAM TOR BRA OEEALSVBEE EE MT Sy Po IIIa FI et Ha TAMPA PPM EHE PETI M ALE COLISAS TELE SPENT pf ay PRAEDA SEPA PA AI PED zs vienes 
"2 
quem t 
cal 
d 4 


bu ous Aes 
tv, he was 









vand Rajiv Gandhi in several 


: portfolios ps the 1980s. Subservience 


and pliability have been his hallmarks. 

Still, Rao. gave glimpses of an unex- 
pected independence when he allocated 
portfolios among the ministers. The Rajiv 
coterie found themselves sidelined in un- 
important ministries, with Shukla given the 
worthy but dull water-resources portfolio. 

The key slot of finance minister went to 
Manmohan. Singh, an economist outside 
parliament who has sat in most of the 
government's top economic positions, in- 
duding as governor of the central bank. 
Without. waiting for his formal appoint- 
ment, Singh called in officials for weekend 
meetings on a new deficit-cutting budget 
needed to unlock emergency credits from 
the IMF, Singh has also pledged to launch a 
sweeping two-to three-year structural re- 
form to give India a "modern, dynamic and 
vibrant economy." 

The external affairs portfolio was as- 
signed to Madhavsinh Solanki, 64, a former 
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dia the civil aviation and tourism post. 
. Rao also offered the defeated Pawar a 
senior position, and after some wavering 
Pawar decided to take the risk of leaving his 
political base in Maharashtra. He was ex- 
pected to take either the defence or indus- 
try portfolios, which Rao had retained. 
What is emerging is that Rao may possi- 
bly have the toughness of a man who has 
nothing to lose. In a televised address to 
the nation, he gave the economic crisis top 
priority, promised a new budget within a 
month, a more open door for foreign in- 
vestment, and an urgent consultation with 
the IMF and other multilateral institutions. 
However, he has not so far addressed 
potential conflicts between budget needs 
and the Congress: election. platform, which 
includes calls for the prices of diesel, 
kerosene, edible oils and six other con- 
sumer items to be rolled back within three 
months to pre-Gulf crisis levels. This 
would require huge amounts of extra sub- 
sidies and forgone taxes and duties. But 
new Finance Minister Singh said “election 
manifestos do not anticipate the difficulties 
the finance minister has. We cannot hold 
that [the promise on prices] as valid in the 
changed situation.” 
<A new approach to the vexed problems 
of Kashmir and Punjab was also pledged, 
though the handling of Punjab seemed to 
continue the opportunism of previous ad- 
ministrations. Chandra Shekhar’s govern- 
ment had called elections in Punjab for 22 
June, after more than three years of direct 
rule from New Delhi. However, with a 
mounting toll of candidates assassinated by 
Sikh militants, the entire state was declared 
a “disturbed area” on 14 June and the army 
was sent in to secure polling stations. On 15 
June, Sikh extremists held up two trains 
and massacred 78 passengers. 
As late as the evening of 20 June, army 
units were still taking up positions in Pun- 
jab. State Governor O. P. Malhotra, a re- 
tired army general, went on local television 
to urge the population to exercise their vot- 
ing rights despite intimidation. Late that 
night, however, Chief Election Commis- 
sioner T. N. Seshan — a former cabinet sec- 
‘retary under Rajiv Gandhi — decided to 
postpone the elections until September. He 
claimed to have acted entirely on his own 
initiative, though the only beneficiary was 
the Congress party, which had boycotted 
the Punjab elections. 
—— Rao will have to face parliament by the 
last week of July, when the budget must be 
presented before expiry of a temporary fis- 
cal authorisation. As well as pressure from 
the IMF, he will face demands from the 
Janata Dal and other opposition parties to 
spell out his thinking on long-term mea- 
-sures to solve India's economic problems. 
“As a minority government, he will have to 
heed these demands — though he can be 
reasonably assured that no party will pre- 
Gipitate yet another snap election. a 



















PHILIPPINES 


Volcano nightmare threatens further misery 


Fury’s legacy 


By John By John McBeth i in in Olongapo and 
Donald Goertzen in Angeles City 


t looks like a snowy winter land- 


scape, stretching as far as white-capped 

mountain peaks. But the "snow" is 
sandy ash, and the collapsed buildings, 
clogged streets and stripped trees serve as a 
graphic reminder that while the ring of de- 
vastated towns around Mt Pinatubo's fiery 
volcanic neck may have survived their 
worst nightmare, they now face a grim and 
uncertain future. 

For the still-billowing volcano has left 
the threat of catastrophic avalanches, un- 
precedented flooding and widespread un- 
employment. With about 300 dead ká offi- 
cial count, tens of thousands 
without proper shelter, and 
about 600,000 losing their 
main sources of income, a 
state of calamity exists over 
an area of 1,600 km2. 

By virtue of their size and 
their close proximity to the 
US bases of Clark and Subic, 
Angeles and Olongapo cities 
(combined population: 
680,000) have been hit har- 
dest in what experts say is 
one of the world's worst vol- 
canic eruptions this century. 
Ash a metre deep covers the 
streets, thousands of build- 
ings have either collapsed or 
been rendered structurally 
unsound, schooling is im- 
possible, health services are 
a major problem and power 
could take weeks to restore. 

It will be months before 
the US can accurately assess 
the extensive damage to 
Clark airbase, but with the volcano a poten- 
tial long-term hazard and officials already 
expressing doubts about the cost-effective- 
ness of repairs in the light of prevailing un- 
certainties, Angeles may have lost its eco- 
nomic lifeblood at a single stroke. Certainly, 
the destruction will have a profound effect 
on the prolonged talks over the future of 
the two military facilities. 

Mayor Richard Gordon estimates it will 
take 25-10 billion (US$180-360 million) and 
two years to bring Olongapo back from the 
horrifying moonscape it has become. In the 
meantime, he will preside over an eco- 
nomic slowdown that will sap the vitality of 
the once-dynamic city. The 200-bed Olon- 
gapo hospital, which served southern Zam- 
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don, who helped i in. ie atic s s alk er tl 
1990 earthquake, feels the P ue S. 
tion is an even bigger dios r. “Weill bai 
survive,” he says. X es 
US navy officers. among the 00 
duty personnel remaining. ouo abi 





set Magalang ~ 
Angeles - 
PAMPANGA | 


S>.. oFlor dablanca 
Dinalupihan, . m" e 





20 40km 


Point air station. may cost as much as 
US$100 million. About 120 buildings were 
badly damaged in a fall of ash that was so. 
heavy it tipped a chartered DC10 jet on to: 
its tail. “Our structures were not meant to. 
sustain a 12-inch snowfall," said one officer. 
The volcano also caused a major ecolog- 
ical disaster by shredding the vast expanse 
of triple-canopy jungle which served as a 
valuable watershed for Subic and Olon- 
gapo. Stretching into the Bataan peninsula, 
it was one of the few stands of virgin forest 
left on Luzon. | 
. E is not just the major centres that. 
have suffered. In Floridablanca (popula- 
tion: 66,000), cyclone-swept ash showers 
and rocks as big as tennis balls rained down. 



















n Pampanga town an aging abou 
ie collapse of 40% of its buildings. The 
ic market, the gymnasium, the Catho- 
Church and the Rural Bank of Floridab- 
lanca lie in ruins. The death toll is well over 
yy compared with 45 in Olongapo. 
It is the same grim story for the ring of 
20 other towns lying in a 20-30-km radius of 
the volcano — from San Marcelino, San 
Felipe, and Botolan along the Zambales 
‘coast in the west, where livestock are al- 
ready facing starvation from a lack of feed, 
= to the bustling communities of Mabalacat 
. and Magalang in the east and Floridab- 
|. lanca's neighbouring town of Porac to the 
|. South. 
|... Although the volcano with its gaping 
= new 2-km-wide crater remains in an erup- 
|J... tive state, major pyroclastic flows are consi- 
_ '.. dered to be the greatest immediate danger 
| < and may remain so for years. Experts recall 
the tragedy in Colombia in mid-1985 when 
^. the Nevado del Ruiz volcano unleashed a 
. . massive avalanche of debris into a town of 
26,000 people more than 50 km away. And 
< that was after a minor eruption. 
| The amount of material thrown out by 
.. . Pinatubo has been estimated at 2 kë. 
. Philippine Institute of Volcanology and 
_ Seismology scientist Kelvin Rodolfo says 
|... ash hundreds of feet deep has transformed 
-the topography of Pinatubo, particularly on 
its western and northwestern flanks. Be- 
cause of this, he believes Angeles and the 









|| SOUTH KOREA 


Local heroes 


South Korea's ruling Democratic Liberal 
|» |. Party (DLP) swept to an overwhelming 
|. victory in the country's first large-scale 
“j local elections in more than three dec- 
| ades. For the first time ever, the party 
|. even managed to secure the tradition- 
REX. ally opposition stronghold of Seoul, rais- 
. ing speculation about the future of pe- 
- rennial opposition leader Kim Dae Jung. 
- - The DLP won 564, or 65%, of the 866 
~ seats at stake and will have a majority in 
. 1i of the 15 regional and municipal 
- councils. Party deputy secretary-general 
— Chang Kyung Woo termed it an "unex- 
~ pected, smashing victory," one which 
he attributed to public confidence in the 
> DLP to solve issues such as inflation and 
.. corruption. Party officials also saw the 
vote as an endorsement of President 
= Roh Tae Woo's efforts to usher in demo- 
-cratic reforms. 

. In fact, the vote primarily appeared 
^ to reflect the fact that voters saw no via- 
. ble alternative to the ruling party. The 



















; towns to the east t and sate are not so 
. much at risk as the 200,000 people who live 


in San Marcelino, San Antonio and Castil- 
lejos. 

Rodolfo says the temperature of the 
thick layer of pyroclastic material tends to 
generate water vapour, which in turn acts 
as a lubricant on the mass of coarse sand 
and silt. This, he explains, could make it 
slide further and faster, eroding the terrain 
and enhancing its bulk as it surges down- 
hill at speeds of more than 30 kph. 


teady rain falling around the moun- 

tain for days has raised fears of a 

new disaster. Induced to some de- 
gree by columns of hot air rising from the 
volcano and sucking in moist surface air, 
the precipitation does not pose the same 
threat as a typhoon, which would bring 
with it the sort of sustained torrential rains 
that could trigger a major slide. 

Rodolfo, a native of San Antonio, says 
his home town and neighbouring San Mar- 
celino and Castillejos are in the greatest 
peril because they lie in the Santo Tomas 
River Valley — a natural conduit for pyro- 
clastic material poised on the slopes above. 
Similar topography on Pinatubo’s north- 
western flanks puts the more northerly 
town of Botolan (population: 40,000) in the 
same high-risk category. 

Although there are lower deposits on 
the eastern and southern slopes, that does 
not mean Tarlac and Pampanga residents 
are safe. Some hot deposits from the vol- 


DLP also capitalised on a backlash 
against the riots and political demonstra- 
tions by radical students which have un- 
settled Seoul for the past two months. 
Voter turnout was low, apparently 
reflecting disillusionment with a cam- 
paign marked by bribery and coercion. 
Only 59% of eligible voters went to the 
polls, far below the 70% turnout that of- 
ficials of the Central Election Manage- 
ment Committee had predicted. Nation- 
wide, the DLP won 40% of the vote and 
Kim Dae Jung's New Democratic Union 
(NDU) — the country's only significant 
opposition party — picked up 22%. _ 
The DLP's strong performance in 
Pusan is likely to enhance Kim Young 
Sam's stature and ambitions in the rul- 
ing party. Kim, a leading opposition fig- 
ure until he joined the ruling party, is 
from Pusan and a setback there might 
have scuttled his chances to be the 
party's presidential candidate. | 
E Mark Clifford 
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id A ingeles -And in Porac, a 
town of 60, 000 people separated from 
Angeles by what is now 10 km of rolling 
white sand dunes, steaming pyroclastic 
materials have been observed in the river 
flowing through the destroyed town centre. 

There is also the affect on agriculture. In 
terms of actual crops destroyed, the cost to 
the country may be marginal. But the towns 
lying at the foot of Pinatubo draw much of 
their sustenance from ricelands, sugar plan- 
tations and mango orchards. Buried under 
more than a metre of ash, most of the fields 
within a 20-km radius of the volcano will re- 
main untillable unless they are cleared or 
receive a new coat of top soil. 

Outside that circle, farmers say if fertility 
tests are satisfactory, ash deposits less than 
15 cm deep can probably be ploughed into 
the soil. But in an area already feeling the 
harmful affects of silting from mining 
and timber-felling operations in northern 
Luzon, there is widespread concern over 
sand-choked riverbeds overflowing their 
banks during the monsoons. 

silt-laden rivers also pose significant 
threats to Olongapo and Angeles. Flooding 
has already taken down a major bridge in 
Angeles, but what most worries local offi- 
cials is the city’s main power generating 
plant, which stands on a precarious stretch 
of riverbank. Although bridges also remain 
down in several areas along the Zambales 
coast in particular, transportation has been 
restored to nearly all the affected towns 
now that main roads have been cleared. 

Immediate relief concerns now focus 
on consolidating evacuation centres. and 
rationalising the assistance programmes of 
different government agencies. But in the 
longer term, skills training will be a major 
task for national and local governments fac- 
ing dramatically increased unemployment. 
Towns within 20 km. of the US bases are 
often 80% dependent on the base eco- 
nomy. 

Most of the evacuees will eventually re- 
turn to an uncertain future in their home 
communities, but for thousands of Aeta 
tribespeople that may be years away. The 
Aeta farms on Pinatubo's slopes were 
always the least productive, and were the 
most seriously damaged by the ash. If they 
have not been destroyed already, their vil- 
lages are also the most vuh 













erable to the 
whims of a volcano that has formed an in- 
tegral part of their culture. — — 

Officials. predict that semi- anent 
shelters will have to be built for the 10,000 
homeless aboriginal families on the out- - 
skirts of the lowland cities. For a people - 
whose presence on the Philippine archi- 
pelago predates the rest of the population - 
by thousands of years, and who until res 
cently were simple hunter-gatherers, urban 
life may be even more traumatic than the 
out the sun and de- 
stroyed their communities. E] 
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] By Rodney Tasker in Pattaya 


“Wy f ever there has been a ‘time to give 
M peace in Cambodia a chance, it is now. 

M. And the potential breakthrough after 12 
years of war has been engineered by a re- 
markable display of negotiating and public- 
relations acumen by the unfortunate coun- 
try's former head ot state, Prince Norodom 
Sihanouk. 

After two days of historic talks among 
the four warring Cambodian factions, 
meeting for the first time under their own 
steam as a Supreme National Council 
(SNC), in the Thai seaside resort of Pattaya 
an agreement was reached declaring an un- 
limited ceasefire, a cut-off of all foreign mi- 
litary supplies, and a complex arrangement 
allowing the SNC to establish a permanent 
seat as a^ Super a in Phnom 
Penh. | 

At face value, the agreement 
appeared to reflect a cosy com- 
promise between Sihanouk, as 
the nominal head of the tripar- 
tite resistance, and the Viet- 
nam-backed Phnom Penh re- 
gime of Prime Minister Hun 
Sen. Khieu Samphan, chief 
delegate of the  militarily 
strong Khmer Rouge faction, 
gave only a reluctant nod to 
the accord, with the other 
resistance faction led 
former premier Son Sann fol- 
lowing in Sihanouks foot- 
steps. 

~ Loose ends. abounded over how the 
ceasefire could effectively be monitored, 
and whether a blocking of external military 
aid would neutralise the three resistance 
guerilla armies and Hun Sen’s government 
forces which are estimated to control 90% 
.of the country. China is the main supplier 
of arms to the Khmer Rouge and the other 
two resistance factions, while Hun Sen re- 
lies on Soviet supplies and receives at least 
technical, tactical and moral support from 
Vietnam. | 
~The Soviet Union, in its current mode as 
international good citizen, has indicated it 
wants to wash its hands of all military in 
volvement in Indochina, despite its frater- 
nal communist links with the governments 
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Four party conference agrees on unlimited ceasefire 


romise 





mes "BANGKOK 


< SINGAPORE? | J "SINGAPORE? | 
KUALA LUMPUR? WN? MAE 5 
: 


a AM AN a NA 


Cambodian and diplomatic sources at 
the Pattaya conference said there had been 
Chinese pressure on the Khmer Rouge 
to go along with what effectively was a 
Sihanouk roller-coaster to find common 
ground with Hun Sen. 

The Phnom Penh prime minister, a 
former Khmer Rouge military commander 
and thus a pro-Vietnamese traitor in their 
eyes, has held out against implementing a 
peace draft drawn up by the UN Security 
Council's five permanent members mainly 
on the grounds that it would hobble his 
government and allow the Khmer Rouge to 
return to power. The UN proposal calls for 
all four factions to be disarmed and for the 
UN to take over key portfolios in the run- 
up to an election. 

The Khmer Rouge's reservations about 
what amounted to a Sihanouk-Hun sen. ac- 





Jj 


cord were reflected in the conditions they 
insisted be attached to Hun Sen's proposal 
that the SNC be based in Phnom Penh and 
in Khieu Samphan's refusal to take part in 
a wind-up joint press conference on 26 
June. 

Khieu Samphan, according to confer- 
ence sources, would not take a seat with 
Hun Sen to face the press. Cambodian 
sources say that throughout the lengthy 
saga of peace talks, until now sponsored by 
the UN or the French and Indonesian co- 
chairmen of the International Conference 
on Cambodia, Khieu Samphan has treated 
Hun Sen as a non-person, always looking 
through him as if he did not exist. 

Like it or not, the Khmer Rouge are now 
going to have to return to a Hun Sen-con- 
trolled Phnom Penh with their own com- 
pound as part of the deal to base the SNC in 
the Cambodian capital. Perhaps they see an 
advantage in regaining an official represen- 
tation in the capital they stormed in 1975 at 
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mec pee ae with = | 
an arrangement which not only allowshim — . 
to return to the royal palace in PH dem 
as de facto chairman of the SNC but which. — 
has thrust him back into the limelight asa 
neo-president, if not king, of Cambodia. . 
His histrionics as the only real spokesman — 
for the Pattaya SNC meeting secured him 
the international media focus he appears to — 
crave. He also showed skillin — 
exploiting the momentum of ^. 
the meeting. As one West 
em diplomat commented: . 
“Sihanouk drove the train so. 
fast that no one, including the 
Khmer Rouge, dared to get - 
out." Sum 
The next few weeks will lue 
show if the Pattaya peace . 
agreement is workable. Accord- 
ing to Sihanouk, the cease- 
fire will initially be policed. 
by the four factions themselves. - 
A letter will be sent to UN Sec- : 
Ai retary-General Javier Perez de | 
Cuellar asking for a UN survey - 
team to be sent to Cambodia to monitor 
any fighting and continued external arms - 
flows. ! 
The UN Security Council permanent . 
five, whose draft peace plan has been 
sidelined for the moment, are said to be - 
dubious about involving themselves in an ` 
expensive exercise to monitor the ceasefire 
The follow-up conditions laid down by. 
the permanent five to consolidate peace 
through elections have still not been agree 
to by all four Cambodian parties. 5 oe 
But the permanent five cannot afford. to ) 

be seen as an obstacle to a potentiali 
workable peace plan ostensibly agreed ori 
by the Cambodian factions themselves. 
Their draft proposal will come under 
further scrutiny at the SNC's next meetin; 
at the old Cambodian embassy in Bangkok 
before the council moves to Phnom Penh 
Until then, all eyes wil remain on. 
Sihanouk, and perhaps on the Thais who . 
have encouraged him. E 


































"REGIONAL AFFAIRS 


Suicide bomber attacks 

Sri Lanka army headquarters 
> A suicide bomber from the separatist 
Liberation Tigers of Tamil Eelam 

(LTTE) drove an explosive-laden truck 
into the Defence Ministry's operational 
headquarters in Colombo, setting off 

an explosion that killed at least 21 
people, including soldiers on guard 
duty, and seriously wounded many more. 
The roof of the building, located in 

the heart of a residential area, was 
blown off and the barracks across the 
road reduced to a charred shell in 

the 21 June attack. The bomb is believed 
to have been more powerful than the 
one the LTTE used in March to kill 

state minister for defence Ranjan Wijeratne, 
his escort and many passers-by on a city 
street. 


Bush courts US senators 
as MEN battle intensifies 


> An intense battle is raging on Capitol Hill 
over the extension of China's most- 
favoured-nation (MFN) trading status. 
President George Bush invited 20 senators 
to the White House on 25 June as part of 
an effort to secure at least 34 Senate votes 
on his side — enough to prevent Congress 
from overriding his veto if, as is almost 


A “certain, the two houses vote either to 


revoke China's MFN status or to attach 
conditions on its extension that the 
president finds objectionable. On the same 
day, Senate majority leader George 
Mitchell proposed a scaled-back set of 
conditions for the MFN extension in an 
effort to attract the two thirds of the Senate 
votes needed for a veto-proof majority. 
The larger House of Representatives is 
more likely than the Senate to have a 
veto-proof vote against granting MFN status 
to China. 


Hongkong airport tenders 
postponed indefinitely 

> Tendering for Hongkong's controversial 
new airport has been postponed 
indefinitely. Governor Sir David Wilson 
announced the postponement on 25 
June, four days before tendering was 
scheduled to begin, after a meeting 

with British Prime Minister John Major 

in London. Wilson said the postponement 
was necessary because agreement 

over the project had not yet been 

reached with the Chinese Government. 
Peking has insisted on a greater say in 
the planning of the new airport. The 
governor emphasised that the project 
would not be abandoned altogether, 

but it is unlikely that the first runway 
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will be completed by 1997 as originally 
planned. 


Former Japan minister 
leads powerful LDP faction 


»> Hiroshi Mitsuzuka, a former minister of 
international trade and industry, has 
emerged as the new leader of the faction 
formerly headed by the late Shintaro Abe. 
With 89 members of parliament, the 
Mitsuzuka faction is the second largest 
within the ruling Liberal Democratic Party 
(LDP). Shin Kanemaru, head of the 
dominant Takeshita faction, praised the 
faction for avoiding an open split between 
Mitsuzuka's supporters and those of 
Mutsuki Kato, the most powerful of the 
other three contenders to succeed Abe. But 
it remains unclear whether the two largest 
LDP factions will continue their political 
cooperation following the death of Abe, a 
former foreign minister, who died of a liver 
complaint on 15 May. 
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Taipei may try 

assassination bid returnee 

> A man convicted of an attempted 
assassination of Taiwan's former 
president and premier, Chiang Ching-kuo, 
has returned to Taiwan and may be 
prosecuted by the government for 

illegal entry. Although Cheng Tzu-tsai 

is not a wanted criminal in Taiwan, he 
has been barred from returning home 
since the assassination attempt in New 
York in 1970. He was convicted by a US 
court and served part of a five-year 
sentence before being paroled. Cheng has 
refused to say how he managed to arrive 
in Taipei after he was turned back by 
immigration authorities several times while 
attempting to enter under an assumed 
name. 
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Vietnamese communists 
hold key congress 


P» The Vietnamese 
Communist Party 
opened its seventh 
congress on 24 June 
with a strong 
reaffirmation of faith 
in the socialist path 
by party secretary- 
general Nguyen Van 
Linh, who is 
expected to quit his 
post at the end of the four-day congress. 
Premier Do Muoi, 74, a convert to 
economic reform after supervising 

the closure of private businesses in the 
late 1970s, was widely tipped to replace 
Linh. The congress in Hanoi, which 
endorsed continued moves toward a 
market economy but rejected calls for 
more rapid political reform, was also 
expected to oust seven of the 12 members 
on the ruling politburo, including 

Foreign Minister Nguyen Co Thach and 
Interior Minister Mai Chi To, party sources 
said. four overseas communist party 
delegations — those from Laos, Cambodia, 
Cuba and the Soviet Union — attended the 


congress. 


Bangladesh premier 

secures aid from China 

> On her first official visit to 

Khaleda Zia in mid-June secured from 
Peking an interest-free loan of Rmb 

60 million (US$11.2 million), half of 
which is to be used for the purchase of 
commodities and the rest for projects. 
China has also donated 200 small tractors 
to Bangladesh to help in reconstruction 
following a series of cyclones and floods in 
recent months. Meanwhile, the Indian 
Government has announced a grant of 
Taka 60 million (US$ 1.7 million) to Dhaka 


for the purchase of railway equipment and 
accessories. 





S 
Do Muoi. 


Pyongyang’s nuclear checks 
team set for Vienna 

> Pyongyang has told the International 
Atomic Energy Agency that North Korea 
plans to send a delegation to Vienna in July 
to negotiate an inspections agreement, 
with signing expected in 

according to the North Korean deputy 
permanent representative at the UN, Ho 
Jong. Ho, speaking in New York on 25 
June, did not make it clear whether 
Pyongyang would sign the agreement 
even if the US did not withdraw its nuclear 
weapons from South Korea. 
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THE 


5TH COLUMN 


The final dilemma 


ourteen years after the beginning 

of the mass exodus of boat people 

from Vietnam, there is good reason 

to believe that a satisfactory solu- 
tion to the problem is now within reach. 
But this, of course, is of little immediate 
consolation to Hongkong. 

While boat-people arrivals on a regional 
basis have dropped dramatically over the 
| past two years — from 13,359 in May 1989 
to 6,737 in May 1990 and 5,523 in May 1991 
— more than 95% of all boat people today 
are coming to Hongkong. Of the 5,523 who 
arrived in countries of first asylum in May, 
5,116 came to the colony — a trend which 
has prevailed since the beginning of 1991. 

While the concerns of Hongkong, con- 
fronted with this new influx, are fully jus- 
tified, the global picture has, paradoxically, 
never been more positive. 

It will be recalled that, at the first inter- 
national conference on refugees from In- 
dochina that met in Geneva in 1979, it was 
decided that all boat people would au- 
tomatically be granted both refugee status 
and resettlement in Western countries, 
without having to go through processing 
procedures to determine if their claim to 
refugee status was valid. This arrangement, 
which was unique in the history of popula- 
tion movements, lasted 10 years. 

The second conference on refugees from 
Indochina in Geneva in 1989 adopted a 
Comprehensive Plan of Action (CPA) which 
re-drew the rules in line with accepted inter- 
national practice. The CPA provided for the 
preservation of first asylum, expansion of 
legal departures from Vietnam, introduc- 
tion ie a “refugee determination” proce- 
dure for all boat people, resettlement of rec- 
ognised refugees and the ultimate repatria- 
tion of non-refugees, initially voluntarily. 

All Vietnamese who leave their country 
by boat are Coentiy considered to be 

"asylum seekers" — that is, people who 
daim refugee status — and must under- 
go a refugee-determination procedure or 
"screening." This procedure is implement- 
ed by the relevant governments, not the 
UN High Commissioner for Refugees 
(UNHCR) and is based on the current inter- 
nationally accepted definition of a refugee. 
Those who are screened in are refugees; 
those screened out are not. 

Within this procedure refugees are 
not the problem. All boat people who 
are screened in are accepted for resettle- 
ment by Western countries. The problem 
is what to do with those who are screen- 
ed out, who currently represent the 
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overwhelming majority of boat people. 

A solution to the problem of the 
screened-out boat people is crucial because 
it is directly related to the preservation of 
the principle of first asylum — the right of 
every individual to apply for refugee status 
and be given a fair hearing. 

There is a clear understanding that boat 
people are accepted in Southeast Asia and 
Hongkong only on a temporary basis. 
Given the social and political realities in the 
region, there is a real danger that first 
asylum will be suspended if a solution to 
the problem of screened- 
out Vietnamese is not 
found or, pending such a | 
development, if the flow | 
of boat people from Viet- | 
nam is not kept within 
manageable proportions. 

Nowadays, illegal de- 
parture from Vietnam is 
not an imperative for 
most boat people. In 
1990, some 60,000 Viet- 
namese left their country 
legally through the Or- 
derly Departure Pro- 
gramme. Some 100,000 
are due to leave this year. 
They indude not only 
normal immigration or 
family reunion cases, 
but also people leaving 
under the special pro- 
£ramme negotiated be- 
tween the US and Viet- 
nam which applies 
to former re-education 
camp detainees. Thus, 
legal and safe departure 
from Vietnam is now a 
realistic proposition for 
those who qualify, in- 
cluding some, but not 
necessarily all, individu- 
als with a valid claim to refugee status. 
It is to preserve the rights of that group that 
the principle of first asylum must be pre- 
served. 

There is a consensus within the interna- 
tional community that repatriation, with 
guarantees regarding the safety of retur- 
nees under international monitoring, is ulti- 
mately the only solution to the problem 
of the screened-outs. Already, more than 
9,000 boat people have returned voluntarily 
under UNHCR auspices on the basis of an 
agreement between the UNHCR and the 
Vietnamese Government which provides 
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There ts a 


real danger 
that first 


asylum will 
be suspended 


that returnees will not be punished for il- 
legal departure. 

While voluntary repatriation is one com- 
ponent of a solution, the problem confront- 
ing governments is how and when to ex- 
tend the scheme with appropriate safe- 
guards to those boat people not recognised 
as refugees, who do not qualify for resettle- 
ment in Western countries but who do not 
wish to avail themselves of the UNHCR re- 
patriation programme. 

The widespread dissemination of infor- 
mation within Vietnam to advertise ave- 
nues for legal departure, 
and to draw people's at- 
tention to the dangers of 
illegal departure and the 
need to be recognised as 
a refugee as a prerequi- 
site for resettlement, has 
proved to be successful. 
The aim of the informa- 
tion campaign is not to 
deter refugees from seek- 
ing asylum, but rather to 
ensure that people make 
an informed decision be- 
fore choosing to quit the 
country by sea. 

While seasonal pat- 
terns indicate that the 
influx into Hongkong 
should subside towards 
the end of July, the un- 
derlying issue of what to 
do with the screened- 
outs — and when — will 
ultimately have to be ad- 
dressed. This can only be 
done by the govern- 
ments concerned — al- 
beit with UNHCR assist- 
ance if requested and 
subject to the high com- 
missioner's decision. It is 
in this context that Lon- 
don has raised the possibility of discussing 
with Hanoi the establishment in Vietnam of 
a transit centre for returnees — those de- 
nied refugee status and resettlement. Poli- 
tical realities, national sensitivities and 
humanitarian considerations will be part of 
the equation. It will not be easy, but an 
honourable solution should not be pre- 
cluded. E 


Alexander Casella is UNHCR special adviser for 
East and Southeast Asia. The views expressed 
above are his own and do not necessarily repre- 
sent those of the UNHCR. 
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REGIONAL AFFAIRS 


HONGKONG 1 


Churches split over political action 


Christian s 





By Stacy Mosher in Hongkong 
T: second anniversary of China's 








crackdown against pro-democracy 

demonstrators in Tiananmen Square 
on 4 June 1989 highlighted the deep differ- 
ences within Hongkong's Christian com- 
munity over participation in politics. 

Local Christians identified themselves 
under banners in a procession and protest 
rally on 2 June organised by the Hongkong 
Alliance in Support of Democracy in China, 
a group set up during the 1989 distur- 
bances, which has since been labelled as 
subversive by China. 

Speakers at a ceremony organised by 
the Alliance on 4 June included Lau Chin- 
shek, leader of the Christian Industrial 
Committee, a labour-rights organisation; 
and Fr Louis Ha, director of the Hongkong 
Catholic Social Communications Office and 
long an outspoken advocate of human 
rights. A prayer was offered by Rev. Chu 
Yiu-ming, a key member of the Alliance, 
and also a member of the executive com- 
mittee of the Christian Democratic Patriotic 
Movement, an organisation set up in re- 
sponse to the political upheavals of 1989. 

But in contrast to the rare unity shown 
two years ago by local Christian groups, 
there were many churches where the sec- 
ond anniversary passed without a mention. 


HONGKONG 2 
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Hongkong’s long-awaited Bill of Rights 
has got off to a shaky start, marked by 
scuffles between protesters and police, 
threats of future repeal by China, and am- 
bivalence about the effectiveness of its ap- 
plication. 

The bill, enacted on 8 June, is based on 
the UN International Covenant on Civil 
and Political Rights. But it contains some 
key exclusions, such as the right to self- 
determination, the right to have an elected 
Executive Council and Legislative Coun- 
cil, and the right of aliens to fight deporta- 
tion. 

It also allows for a renewable one-year 
freeze on court challenges to six ordi- 
nances related to the maintenance of law 
and order. The local Bar Association has 
described the bill as “limping and cas- 


chisms 


The most recent political activity of estab- 
lished religious groups has been the un- 
controversial "We Love Hongkong Cam- 
paign," launched this year to encourage 
confidence in the territory's future. 

More conservative Christians fear that 
political activism during the period before 
the reversion of Hongkong to Chinese 
sovereignty in 1997 will provide Peking 
with extra ammunition against religious in- 
stitutions that it has always regarded as a 
threat. Late last year Chinese Premier Li 
Peng pledged to uphold freedom of reli- 
gion in China, but at the same time warn- 
ed against religious groups interfering in 
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Some marched, most stayed away. 





Uncertain rights 


trated," while a human-rights expert has 
referred to it as the legislative equivalent 
of a fake Rolex watch. 

The government has argued that the 
freeze is necessary to prevent operational 
vacuums if key legislation is struck down 
in court as contradicting the bill. The 
freeze period is supposed to be used by 
the government to resolve possible con- 
flicts between the relevant legislation and 
the bill. But some critics doubt the govern- 
ment's sincerity, as it has been reviewing 
this problem since 1988. 

To the surprise of many, the controver- 
sial Public Order Ordinance, controlling 
public meetings and demonstrations, was 
withdrawn from the list of protected 
legislation less than a month before the 
Bill of Rights was enacted. A few days 
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China's internal affairs by fermenting dis- 
content. 

All along there has been disagreement 
over the issue of relations with the so-called 
"underground" churches on the mainland, 
as opposed to the government-approved 
“patriotic” churches. Activities such as bible 
smuggling and radio broadcasts, regarded 
by some churches as vital assistance to fel- 
low-believers across the border, are consi- 
dered unfriendly by Chinese authorities. 

For Catholics relations are especially 
sensitive. Belonging to the patriotic church 
requires renunciation of the leadership of 
the pope. Priests who remain loyal to Rome 
have been imprisoned, and some remain 
underground. Hongkong Catholics avoid 
exposure of these rebel priests through di- 
rect contact. But even open contact with of- 
ficially sanctioned Catholics requires great 
delicacy. 

The shock of 4 June has also intensified 
debate over the question of what role Chris- 
tians should play in secular society. 

Local Christians have always held influ- 
ence out of proportion to their numbers — 
there are some half a million Christians in 
Hongkong, of whom just over half are 
Roman Catholics. Christian organisations 
were the main driving force behind expan- 
sion of the colony's education system after 
World War II. Along with the Buddhists, 
they still administer one third of Hong- 
kong's schools, though government sub- 
ventions have taken over much of the 
funding. They also handle a large propor- 
tion of the territory's social services. 

Because of the Christian influence in 
schools, local Christians are more likely to 
be well-educated members of the middle 
class, with more exposure to Western influ- 


before the bill was tabled at the Legislative 
Coundl (Legco) tens of thousands of 
people gathered for mass rallies com- 
memorating the second anniversary of the 
violent crackdown on pro-democracy pro- 
testers in Peking on 4 June 1989. 

On the day of the Legco debate 
human-rights activists staged a sit-in to 
press for amendments. When the protes- 
ters tried to hand petitions to arriving 
legislators they were stopped by police 
and a minor scuffle ensued. The protes- 
ters then set off on a march to police head- 
quarters. 

During a weekly briefing in Peking the 
next day, Foreign Ministry spokesman 
Duan Jin expressed the Chinese Govern- 
ment's "regret" at the passage of the bill, 
which he claimed wouid adversely affect 
the Basic Law, which will serve as the 
post-1997 Hongkong constitution. The 
Chinese Government has expressed par- 
ticular concern at the restrictions the bill 
might place on law enforcement. The bill 
has been "indirectly enshrined" under Bri- 
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m Soliticalls active Hongkong Christian Insti- 
E. tute. In his speech Kwok extolled the exam- 
_ ples of the Chinese Christian revolutionary, 
Sun Yatsen, and the German theologian 
- Dietrich Bonhoeffer, who was executed for 
plotting to assassinate Adolf Hitler. 

—  Kwok's stress on politics is countered by 
prominent Lutheran pastor Lee Chi-kong 
who not only abhors what he considers the 
corrupting influence of politics but warns 
that political involvement by the church 
could be illegal. "We're registered with the 
Hongkong Government as a religious or- 

-ganisation with the purpose of preaching 
the gospel and administering the sacre- 
ments. If we carry out any activities beyond 
that purvue, we are liable to prosecution." 

Lee's admits that he is working on the 
assumption that the guarantees of religious 
freedom in the Basic Law and Joint Declara- 

.tion will be maintained but suggests there 

is little alternative. "If we give up on those 
guarantees, we have nothing left!" 

The Lutheran churches are generally 
antipathetic to organised political partici- 
pation. Other denominations, such as 
Methodists and Baptists, are more likely to 
encourage their members to take an active 
role in society. But for the majority of local 








cease to apply to Hongkong after 1997, 
and the bill will then be subject to repeal 
in the same way as other legislation. 

In a surprise development, Professor 
of Comparative Constitutional Law of the 
Beijing University, Gong Xiang Rui, has 
declared that there are no inconsistencies 
-inthe broad declarations of substantive 
pue in the Bill of Rights and the Basic 
ET Law. Allowing for disparity between 

? specific notions of human rights and 

orities, Gong believes they can be re- 
onciled under the formula of “one coun- 
"try, two systems." 
^" Supporting a fully elected legislature 
and the establishment of a Constitutional 
"Commission for the sake of more effective 
‘implementation of the bill, Gong points 
Out the weakness of a Bill of Rights 
cted without essential supporting con- 
tutional principles. 
Gong was originally scheduled to ad- 
3s his remarks to a conference on the 
Uer Reng organised by the Faculty of 


























churches, political participation depends 
largely on the inclinations of individual pas- 
tors and members. 
A number of activist clerics have come 
under subtle discipline from church leaders 
who disapprove of their high profile. Some- 
times conflicts arise within congregations, 
most typically when younger members 
. rebel against a prevailing conservative tra- 
dition. In many cases the more liberally 
inclined feel compelled to leave their 
churches. 

Church. membership has wavered in 
the face of recent social instability. Already 
especially susceptible to Hongkong’s brain- 
drain as members of the middle class, local 
Christians are becoming increasingly wor- 
ried about possible limitiations to religious 
freedom in the future. A recent survey of 
Christians under 30 found that half intend 
to emigrate if given the opportunity. 

Christian publications regularly print ad- 
vertisements calling for church workers 
for burgeoning Chinese congregations in 
places like Sydney and Vancouver. The re- 
sult is not only empty pews, but empty 
pulpits. As a result churches are beginning 
to attempt inroads into the working class 
segment of the population, which is more 
likely to remain behind after 1997. 

Fear of controls over religious activities 
is admitted, paradoxically, as the main im- 
petus behind unprecedented plans by the 
Catholic Church to build six new churches 
before 1997, Says one priest: "The Chinese 
Governments antipathy towards Roman 
Catholicism is well known, but we've seen 
in China that a church always remains a 
church, even if it’s shut down or used as a 
billiard hall for a time. So we're building 
more churches." n 


tain's Letters Patent, but the Letters will Law of the University of Hong Kong in | 


mid-June. But at the last minute he with- | 
drew without giving any reasons. | 

Other participants in the conference 
included a three-man delegation from 
Geneva's International Commission of | 
Jurists, which spent a week in Hongkong 
gathering information for a report on | 
human rights in the colony. Discussions 
included how implementation of similar | 
legislation had effected the legal systems | 
of other countries, such as Canada. | 

No case has been raised in Hongkong | 
since the enactment of the Bill of Rights on 
8 June, but an official from the Attorney | 
Generals chambers said he expected | 
some cases to arise in the near future. 

One leading criminal barrister said local | 
lawyers needed time to build up a com- | 
prehensive library of international human- 
rights references and legislation. Another | 
suggested that potential petitioners are 
more concerned with building up adequate 
funding to cover the costs of bringing their 

| 
i 


cases to court. m Stacy Mosher 
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_ the mid-1970s and provided a constant flor 


MALAYSIA 








Pas and us followers 
adopt a lou -hi oy line 

















By Suhaini Aznam in Kual i Lum 


i raana mna dad 


fter taking the nation by storm 
A iw and spreading rapidly in th 

early 1980s, the dakwah, or Muslim. 
proselytising movement, seems to have 
levelled out in Malaysia. The most obvious 
sign of this is in female dress, albeit a sup- 
erficial measure of Islamic fervour. The use 
of the "mini-telekung," a head covering. 
akin to a nun's habit, has plateaued off. 
More significantly, fewer women wear the 
full black, anonymous franian-style pur 
dah. 

This trend is even reflected in the oppo- 
sition Parti Islam (Pas). At its annual assem 
bly from 30 May-2 June, the party dis- 
played a dissarming openness. A few Pas 
women were suddenly opting for the trad 
itional Malay baju kurung again, in pastel. 
shades with flowered scarves, instead of 
the drab browns and greys of the past few 
JEANS: 

Pas has evolved into a very different GE 
party from the one which entered the 1980s 
still steeped in the Malay nationalism of the. __ 
late 1950s. Then, in 1982, it ousted its secu- 
lar-nationalist president Datuk Mohamed 
Asri Muda in favour of young firebrand 
leaders educated in the Middle East and. 
withdrew into rigid fundamentalism, with: 
Iran as a model. | 

Pas survived the metamorphosis and 
matured. Having regained its confidence in. 
the 1990 elections, it readily reached out 
to middle-of-the-road parties which were 
once its rivals for the traditional Malay vote. . 
Pas now hopes to raise its membershi 
from the present 300,000 to 500,000 befor 
the next general elections in 1995, -> 

Whether it succeeds in its goal depends: 
very much on how politicised young dak 
wahs become as adults, and how they in 
terpret their political duties. In as much à 
the party benefited from the dakwah mov: 
ment, which was spawned in campuse 








of party members in the 1980s, Pas is th 
most obvious measure of the larger 
wah movement nationwide. Althoug 
definite figures are available, it seem: 
the dakwah movement today. gain: e 
recruits than in its heyday, ^ ^ oo os 

"Those who would have joined hian 
already done so," noted the personru 
manager of a bank. The rest, so-called se 





ists who were unlikely candidates for 
ie dakwah movement, resisted from the 
tart. The difference now is that the middle- 
-the-road types, who initially bowed to 
pef pressure, have in the past few years 
turned to more secular ways. 
. This is not to say that peninsular 
lalaysia’s 56% or so Muslims have aban- 
oned their Islamic convictions. The gov- 
ent television network carries more Is- 
lamic programmes than a decade ago, re- 
flecting some viewer demand. And mos- 
ques in Kuala Lumpur, well-filled on most 
days, overflow onto the sidewalks on Fri- 


o But generally, Muslims seem to have re- 
=- verted to what used to be a more familiar 
^ expression of the religion — a comfortable, 
Malay village-style approach to Islam, 
rather than a zealous, fist-waving Middle- 
Eastern display. Islam here was never, in 
any case, militant. 
: The trappings of a modern, “decadent 
_. West" is no longer considered vulgar and 
_. -unlslamic. Not since the early 1980s has 
.. anyone been heard to have tossed out his 
' TV set, living room furniture and fine china 
v. . in favour of sitting on the floor and eating 
in groups of five or more from a large dish 
heaped with food, Arab-style. 
|... The government itself has discouraged a 
swing too far towards organised Islam. 
. While the government, dominated by the 
_ United Malays National Organisation, pro- 
^. tects the status of Islam as the official reli- 
gion and espouses adherence to the teach- 
ings and practice of Islam, its appeal is to 
«the individual conscience rather than as a 
< mass movement. 
A few years ago a directive was issued 
-forbidding Malay women civil servants — 
< particularly those who have to deal with 
the public — from wearing the purdah, to 
help members of the public to recognise 
them and improve rapport. Some univer- 
< sities also banned the full purdah in lecture 
halls and at exams. 
Not everyone took to the purdah for re- 
ligious reasons alone. Some young women, 
Jiving on their own for the first time, wore 
‘it to discourage male attention. Others gave 
in to peer pressure. And subconsciously, 
any recent migrants to the city joined 
the dakwah movement as a mark of Malay 
solidarity against the unfamiliar, aggressive 
multi-ethnic milieu they found themselves 




































“While not everyone agrees that the dak- 
-wah movement has slowed, the initial re- 
sponses of amazement from fellow-Mus- 
ms and fear from non-Muslims have defi- 
tely abated. Chinese and Indians have 


llow Muslims respect their choice. In Ma- 
ysia's live-and-let-ive atmosphere, the 
akwahs themselves are more relaxed and 
ss likely to preach to their more secular 
fuslim cousins. The dakwahs no longer 
ave to prove anything. s 


wn accustomed to their presence, while 


JAPAN. 


Opposition party could be 


Doi calls it a day 


E —————M———————— MM 


he future of the Social Democratic 
| Party of Japan (SDPj) remains uncer- 
tain following the resignation of 
Takako Doi as party chairman, ostensibly to 
take responsibility for the party’s disastrous 
performance in last April's local elections. 
Dois decision to stand down, an- 
nounced on 21 June, will be formally pre- 
sented to an extraordinary party conven- 
tion on 30-31 July at which all other top 
party officials will also resign en bloc. 
Meanwhile, new leaders are to be chosen 
in a special election carried out at SDP] pre- 
fectural and branch offices on 21-22 July. 
SDP} vice-chairman Makoto Tanabe, 69, 
the leading candidate to take over from 
Doi, heads the party’s Suiyo-kai faction and 
is well known for his pragmatism and ad- 
vocacy of party reform. But despite Doi's 
formal endorsement, 
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the US-Japan Security ‘Treaty’ and: opposi- 
tion to Japan's Self-Defence Forces (SDF). 

Although the LDP lost its majority in the 
Upper House in the 1989 election, SDPJ 
plans to establish a coalition with three- 
other opposition parties never materialised. 

The spPI debacle in the April local elec- 
tions — when the SDP} candidate in the 
Tokyo gubernatorial race came in behind 
the Japan Communist Party candidate, 
with less than 10% of the vote 
strengthened the hand of the right wing of 
the party and made the question of Dots 
resignation merely a matter of time. 

After being named head of a commis- 
sion on party reform in May, Tanabe called 
for the party to acknowledge the legitimacy 
of the SDF and Japan's right of self-defence. 
This would be a drastic change in the 
rigidly pacifist stance the spp} has main- 
tained since 1955. It is opposed by the 





strong opposition from BAZA tU — 
traditional leftist, paci- y yon) BANZAI, por sy 
fist elements could 


lead to a split between 
the party’s Marxist left 
and reformist right 
wings. 

Doi, 62, who suc- 
ceeded Masashi Ishi- 
bashi as party chair- 
man in 1986, was the 
first woman to head 
a major political party 
in Japan. A former con- 
stitutional scholar 
aligned to the pacifist 
left wing of the spp} and intensely popular 
among women's groups and grassroots 
citizens’ organisations, she led the party 
to important gains in both the 1989 Upper 
House and the 1990 Lower House elections, 
at a time when public support for the ruling 
Liberal Democratic Party (LDP) had been 
seriously eroded by the Recruit shares-for- 
favours scandal and its unpopular proposal 
for a 3% consumption tax. 

A wave of "Doi fever" swept the coun- 
try as both Japanese and international 
media speculated for a time that the SDP/'s 
electoral gains under her leadership could 
lead to the establishment of a true two- 
party system in Japan. 


But Doi's socialists failed to take advan- 


tage of the LDP’s troubles. Rather than 
reshaping or adopting new policies more 


consistent with a potential national leader- 


ship role, the sDP/'s policies remained 
largely locked into its traditional rejection of 
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party's =e Marxist left wing, 
led by Shigeru Ito. | 

The Tanabe commission's draft report, 
adopted by the party's central executive 
committee on 20 June, explicitly recognises 
the "existence" of the US-Japan Security 
Treaty, acknowledges "the fact that the SDF 
have existed for the past 40 years," and 
states that the party "does not deny the in- 
alienable right of a sovereign state to self- 
defence." 

But it describes the security pact as a 
“temporary treaty that will only remain [in - 
force] until UN peacekeeping functions op- 
erate p ly." The document maintains 
that the SDE’ s “present [force] level” is un- 
constitutional. It proposes feeractunng of- 
fensive capabilities that ^a threat to - 
neighbouring. countries and. reorganising 
the SDF into two forces, à national guard 
and a separate corps to participate in UN- 
sponsored uM Operations; " 
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Meeting focuses on South China Sea claims 


Eye on the islands 
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: By Michael Vatikiotis in Kuala Lumpur 
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^. 4 nother round of talks aimed at sort- 
FM ing out the tangled web of interests 
4 Xin the South China Sea will be held 
dn Indonesia in mid-uly. This, the second 
: workshop to be held since Jakarta launched 
dts South China Sea initiative last year, will 
-bring together officials from China and 
Vietnam, as well as Asean countries with 
competing territorial claims in the area. 

The participation of China, which claims 

'Sovereignty over all the islands in the South 
_ China Sea, is seen as a mark of progress. 
_ Taiwan, which also has territorial claims in 
the South China Sea, is believed to have 
been invited to the second workshop but is 
unlikely to attend because of China's pre- 
sence. 
c China had previously been reluctant to 
_ discuss the issue. But in August last 
_ year, Prime Minister Li Peng signal- 
- led a more flexible attitude when he 
.agreed to joint discussions on the 
exploitation of resources in the area 
so long as the sovereignty issue 
was shelved. A recent tour of two 
Asean countries, Thailand and Indo- 
nesia, by Chinese President Yang 
Shangkun reinforced perceptions 
that China is willing to participate 
more actively in efforts to diffuse re- 
gional conflicts. 

The Chinese have been annoyed 
that Jakarta's initiative proceeded 
without them and, more specifically, 
that. Vietnam's participation was 
‘sought. ahead of China's. "If other 
-countries exclude China from dis- 
cussion of this problem, it will not be 
- useful,” said a Chinese academic at a 
recent discussion on the matter in 
Kuala Lumpur. 

A Vietnamese analyst, Luu Doan 
; Huynh, says that it would be in 
everyone's interest to see these 
- daims resolved peacefully. Vietnam 
has occupied more than 20 islands in 
:the Paracels and the Spratlys, the 
= two main groups of islands on which 
-the territorial claims are centred. But 
_ Vietnam, Huynh says, doubts China's sin- 
 cetity in agreeing to discuss the issue. 

/hat is clear is China's insistence on the 
being no more than “an exchange of 
among scholars,” rather than a meet- 
ificials. For its part, Indonesia says 
rkshop is not designed to reflect of- 
jews, or act as a basis of negotia- 
| owever, Jakarta officials hope that 
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discussions can be "policy oriented." 
Jakarta has no claims to any islands in 


the South China Sea and has approached 


the problem as an honest broker. Soen- 
daroe Rachmad of the Foreign Ministry in 
Jakarta argues that Indonesia, as a littoral 
state, "feels it could not watch idly and i ig- 
nore the ubiquitousness of the problems." 
Privately, Indonesian officials hope that 
Jakarta’s role as a mediator in the Cambodia 
conflict, and its more recent negotiation of a 
treaty with Australia over resource sharing 
in the Timor Sea, will be useful models for 
the resolution of disputes in the South 
China Sea. 

Two problems are likely to plague the 
15-18 July discussions in Bandung. Accord- 
ing to one observer, “China has indicated 
its willingness to be flexible, but over 
what is less clear.” Having set aside the 
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sovereignty issue, China is thought to 
favour an incremental approach starting 
with peripheral issues such as resource 
mapping and navigation rights. Indeed, the 
general consensus is that efforts to find a 
formula for the joint exploration of re- 
sources would be one way of achieving 
progress while avoiding the sticky issue of 
sovereignty. 
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Malaysia | argue af 
Spratly group. is concurrent witl Ee 
map of its continental shelf, and therefore 
in accordance with the Law of the Sea. At | 
least two of the islands Malaysia daimsby ^. 
i ition are occupied by other coun- .— — 
tries: Terumbu Laksamana by the Philip... — 
pines, and Amboina Kecil by Vietnam. 
Malaysia’s interest in these islands dates 
from the end of the Vietnam War and arises 
from fears of Hanoi's expansion into areas . 
as close as 100 nautical miles of the Malay- 
sian coast. «— ^. a 
A former senior government offi- = — 
cial in Kuala Lumpur remarked that — 
Malaysia's assertion of its daims 
without prior consultation with its — 
neighbours — an approach also ^. - 
adopted in. its dispute with ine 
donesia over Sipadan | island inthe — 
Sulawesi Sea — is causing mild. con- = 
cem in other Asean capitals. | 
Thai and Indonesian diplomats — 
have noted. Malaysia' s more asser- |. 
tive stance on a range of sensitive 
bilateral issues. of late. Malaysia's 
stern treatment of Thai and Indone- 
sian fishermen straying into waters. 
claimed as part of Malaysia’s exclu-. 
sive economic zone appears to have: 
exceeded, in their view, the custome. 
ary low-key "give and take" ap- 
proach to these matters in the past. - 
Malaysian officials regard discus- 
sion of overlapping jurisdictional 
claims as a key priority for discus- 
sion at Bandung. They also favou 
more frequent bilateral discussi 
about sea-boundary claims in tan- 
dem with talks on a multilateral i 
level. | 
Furthermore, with regional sec 
urity issues figuring more promi 
nently on the Asean agenda, diplomats sa 
more attention will be paid to the Sout 
China Sea because it is regarded as a poten 
tial crucible of regional conflict. Within- 
Asean, there are hopes that existing. 
mechanisms for resolving disputes can be 
employed, but as one Malaysian expert put. 
it, "China is the biggest player, and China. 
is not exactly enthusiastic." m 
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ore whimsical labels from Japan, 
once again on the possessions- 
| promote-friendship theme. Ken 

- V M. Kawasaki sends the wrapper of 
a pen ("How to use this is pen") or possibly 
a pencil (“Pizza Crazy Technical Pencile") 
which is also evidently edible ("Eat or 
| Write") given away by Shakey's Pizzas. 
However, its ultimate purpose is to pro- 
mote togetherness: 
















you get brain-storming 





as and whish to tell that to 
Dur friend, or when you wish to 
Xpress your feeling to your 
jend to develop your friend 
ip. . . this smile pen will be 
Jur best ally! 


MAKES EVERY BODY 
EL BRAND NEW! 


Is there something akin to Australian 
mate-dom" in all these appeals to amity? 
Perhaps. Janamitra Devan sends in this 
sales pitch from a packet of prawn crack- 
ers: 
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The prawn crackers are 
specially made goods, 
mixing the most fresh 
prawns of the Inland Sea- 
of Seto abundantly into 
| tasty flour crackers. — 
- The taste and r nutritive 





Tightness in the chest? Tense mammaries? 
Stiff nipples? Then try this Japanese coffee, 
"roasted by our all the experience" and 
tasted by Eric Croddy, whose breast re- 
mained brass-bound: 


dtd A APER 


WORE COW EEE HE ANY 


A EUN KONON 


Ai Vb : 
AN : An MONE 1 4 HESE 


When Japanese writers in English are not 
doing their own thing and virtually creating 
a new language, they cleave to the Ameri- 
can version of the language, which can lead 
to amusing effects, particularly when they 
strive for a certain airy-fairyness. Take these 
packets, collected by John Walsh, one con- 
taining an Almond Tart: 


l 


-> 





Enjoy a relaxing Tart break, 
silting by a bright window. 


The other contained a Cheese Tart: 





Enjoy a delightful Tari, 
xlling in vour favorite chair. 


Somewhat reminiscent of the English. x 
Pino? who said his favourite way of pass- E 
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"PP PEDE TET 


ing an evening was curled up on the 
hearthrug with a good Trollope. 


— 


The confusion in Japan between the letters 
"P and ^r" is still alive and well, thank 
goodness. And so, Micheal Dowling disco- 
vered a macabre cup of coffee: 


"NE SE 
FLESH CREAM30 


KENA. 0% 


VARIE POSE E PEDE N ENEE OERE EA rrenean 


—————M—— 








Why not Flesh Cleam, one wonders? 
And a glossy brochure offering a profile of 
the Kyoto-based Daimori securities com- 
pany which describes itself as: 





While Dennis Doolin points out that an 
exhibit at the Transportation and Railway 
Museum at Kanda in Tokyo consisting of a 
very old and rickety biplane is labelled: | 
Henri Forman: First fright in Japan, 1910. | 
And that tradition is proudly kept up 
today, as Japanese air hostesses murmur | 
to departing passengers: "Have a good | 
fright." 


Mettre nter tink ot vette ebore Ires eei EA Per artt tg ES OS IA dA PESACH IPO p t AP A IH 


As a riposte to the. Kyoto girl "wearing a 
sweatshirt with the legend I VISITED AUS- 
TRALIA AND LIKED IT SO MUCH — 1 | 
BOUGHT IT, Alan Lee Goldstein of Hong- 
kong offered this ad he spotted in the Wall 
Street Journal: 
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. whic la therideroits Japanese 
riposte, supplied by Timothy. Martable, in 
the name of a Japanese “pop” group: - 


pe tyrant ose: dee eite uide Pei et 
PM 2 Se 








JULY 1991. i 


REGIONAL AFFAIRS 





THAILAND 1 


Divisions undermine Buddhism s stabilisir ie role 


Sacred and profane 








By Rodney Tasker and Paul Handley 
in Bangkok 





ea AX The time-honoured ritual of 
__\ people placing food into the 
alms bowls of saffron-robed 
monks as they trudge sol- 
— .— |emnly through the early- 
C" ."** | morning streets is a familiar 
sight in Thailand. National leaders are also 
often shown making merit and seeking 
good fortune by prostrating themselves 
with offerings before senior Buddhist 
monks, who chant in an ancient language 
and sprinkle holy water. 

However, during the past two years the 
public has been offered other, less edifying, 
spectacles. These have ranged from errant 
monk and Santi Asoke sect leader Phra 
Bodhirak Bhikku being arrested and strip- 
ped of his robes, to another monk, Phra 
Nikorn Dhammavadi, refusing to disrobe 
after being confronted in court with 
proof he had fathered the child of 
one of his followers. 

Thais, particularly the more 
sophisticated younger generation, 
are increasingly confused by the 
growing contrasts in Buddhism’s 
image. Side-by-side with venerated 
monks performing ancient rites they 
hear of politiGans consulting mem- 
bers of the official clergy, or sangha, 
to have their fortunes told and exor- 
cise political bad luck. Along with 
monks lecturing against greed and 
materialism on television, they see 
wealthy Thai businessmen shoring 
up their commercial good fortune by 
donating large amounts of money to 
equally wealthy temples run like 
businesses. 

Buddhism in Thailand is under- 
going subtle and important changes, 
brought on largely by the fast-paced eco- 
nomic and Western-style social shifts which 
are eroding traditional spiritual and cul- 
tural mores. The changes are primarily an 
urban phenomenon, leaving the strong 
traditional role of mainstream religion in 
the rural areas largely unaffected. How- 
ever, with rapid urbanisation and the 
spread of the mass media into the coun- 
tryside, even the more remote areas are un- 
likely to remain isolated from these trends 
for much longer. 

The significance of these changes is not 
merely an issue of theological interpreta- 
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Traditional Buddhist images are under pressure. 


tion, as the country's stability and resilience 
owes a great deal to the three pillars of its 
society: nation, monarchy and religion. 
While the average Thai's strong nationalism 
and fierce loyalty to the monarchy have 
proved a valuable mainstay in promoting 
social cohesion, the increasingly varied, 
confusing and often negative aspects of 
Buddhism have eroded the unity around 
the third pillar. 

Rather than grasp the increasingly 
obscure and remote message of the tradi- 
tional church canon, many young Thais are 
abandoning it altogether while others look 
to monks for their questionable super- 
natural abilities — often paying huge sums 
to have their fortunes told and buy alleged- 
ly powerful amulets. While the traditional 
sangha is still popular among older genera- 
tions of worshippers, it is having difficulty 
getting across to broad sections of the 
young, the growing middle class and the 


Er 
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better educated, particularly in urban areas. 

Many social and religious commentators 
feel it is time the whole structure and 
philosophy of a religion, propagated in 
Thailand by an estimated 200,000 monks 
and 100,000 novices in 30,000 temples came 
under fresh scrutiny. 

Some new directions are already evi- 
dent. Numerous sects, usually sharply at 
variance with traditional practices, are 
reaching out to those segments of society 
disenchanted with the Buddhist main- 
stream. They range from high-technology 
evangelical temples appealing to the com- 
fort-seeking middle class to reformist 
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monasteries offering simplicity, rigid self- 
denial and meditation to those disen- 
chanted with the growth of commercialism. 
A number of movements have taken a 
sometimes politically controversial ap- 
proach, such as helping the rural poor 
where the government has failed, while 
others appeal to the growing numbers of 
educated and assertive Buddhist women. 

None of these sects has received, or 
sought, much guidance from the conserva- 
tive religious centre. While they build up 
their following at the fringes of the 
mainstream, the sangha administration, led 
by a council of elders — all of whose 15 
members are over 70 years old — has be- 
come more remote from the spiritual 
realities of modernising, capitalist Thailand. 

In an interview with the REVIEW, leading 
social commentator and Buddhist scholar 
Sulak Sivaraksa criticised the council: "They 
live in the past. They devote all their time to 

form and are out of touch with real- 

ity.” At a lower level, complained 
: philosopher Praves Wasi, "monks 
$ are not interested in education, but 
3 in making charms, amulets, reading 
2 horoscopes — [which are] not in line 
with Buddhist teaching." 

Thailand's Theravada Buddhism 
is the near-official religion for more 
than 90% of the country's 56 million 
people. Many follow an amalgam of 
Buddhist, Hindu, Brahminist and 
animist traditions, leading some ob- 
servers to brand popular Thai 
Buddhism syncretic. 

Buddhism traditionally flou- 
rished in rural areas, where monks 
enjoyed great status and temples 
served as centres of education as 
well as worship. Now, as the rural 
young stream into Bangkok and 

other towns, temples have less rele- 
vance to their lives. “On the one hand 
[Thais] think they are Buddhists, yet the 
Buddhism they adhere to is often just an 
outdated form of ritual,” Sulak wrote re- 
cently. 

The replacement of the local temple's so- 
cial role, especially in education, by the 
state at the beginning of this century started 
the erosion of Buddhism's status. The trend 
was further enhanced by the strong cen- 
tralisation of the church brought about by 
the Sangha Act of 1902. This first formalisa- 
tion of the Thai church's administration re- 
moved the naturalist, village-up approach 
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which had previously kept the religion 
more in touch with worshippers' needs. 

The act formalised à requirement for 
unanimous consensus in administration. 
Yet this was almost impossible, given trad- 
itional animosity between the two compet- 
ing sub-schools of Thai Buddhism — the 
small but royal-sponsored Thammayut 
and the more popular, less disciplined 
Mahanikay. Nevertheless, both had to be 
accommodated by the act. In addition, 
Buddhist scholars say, the act made the 
government's Education Ministry largely 
responsible for setting the council's agenda 
and implementing its decisions, thus de- 
legating a greater role to the state. 

This led to two developments. First, im- 
portant issues of doctrine were neglected or 
frozen in inconclusive debate. Second, as 
Australian academic Peter Jackson wrote in 
his book Buddhism, Conflict and Legitimacy, it 
made the sangha more of a political tool. 
"In the 20th century each major shift in the 
Thai political system has been followed by a 
major state-initiated restructuring of the 
system of sangha administration." 

This was clearly reflected in later re- 
writes of the 1902 act, each of which pro- 


- duced inconclusive shifts in the Tham- 


mayut-Mahanikay power balance. The 
1941 rewrite followed the introduction of 
the constitutional monarchy and drive for 
Western-style democracy. The milestone 
1962 Sangha Act was brought in by one of 
the strongest leaders in Thai history, Field 
Marshal Sarit Thanarat. Attempted rewrites 
in 1973-76 and 1984-88 followed new ad- 
vances in political democracy. 

The use of the sangha by successive 
dictators Sarit and Thanom Kittikachorn to 
shore up their power and conduct anti- 
communist campaigns between 1959-73 
was, in a sense, the seed of the current situ- 
ation. By the time Thanom was overthrown 
in 1973, the line between establishment 
rightwing Buddhism — which sometimes 
emphasised wealth and elevated the so- 
called syncretic practices — and a liberal, 
reformist democratic school — which ap- 
pealed to intellectual and anti-materialistic 
classes — had been drawn. 

The most prominent legacy of 1960s 
rightwing dominance is Phra Kittivudho 
Bhikku. Well known for his line that killing 
communists is not a sin, Kittivudho's weal- 
thy temple and school have consciously 
tapped into the conservative, moneyed es- 
tablishment. For them, Kittivudho's attrac- 
tiveness, Jackson points out, is his relating 
socio-economic status with karma, or the 
law of moral retribution. This plays on the 
feeling of the elite that they got where they 
are by making merit — and generous merit- 
making donations will keep them there. 

Kittivudho shrewdly combines this mes- 
sage with an interest in social justice, out 
of which have emerged programmes to 
strengthen village industries, advance land 
reform and resolve rural poverty. 


Partly due to his past politics, Kit- 
tivudho fails to reach the growing 
materialist middle class. This audience is 
being tapped by the Thammakaya move- 
ment from its temple in the north Bang- 
kok suburbs. The highly organised, high- 
technology sect provides its followers with 
a quick escape from everyday life into reli- 
gion without sacrificing comfort, or that 
most valued commodity of the commercial 
class — time. 

Thammakaya's immense organisation is 
heavily criticised by other sects — though it 
does have its defenders on the sangha 
council. It takes in millions of baht each day 
in fees and donations, and has come to 
control nearly all the Buddhist clubs on uni- 
versity campuses. Further, none of these 
sects take a criticial view toward super- 
natural practices so popular among highly 
superstitious Thais. 

Reacting against this trend and against 
materialism, the country's liberal-educated 
elite have been drawn to more doctrinaire, 
reformist sects. In general, these sects 
preach simplicity, spiritual 
self-improvement and 
self-denial, without lucky 
amulets and creature com- 
forts. The most extreme 
example has been the Santi 
Asoke movement, whose 
leader Phra  Bodhirak 
created consternation in 
both the government and 
sangha leadership by re- 
fusing to work within the 
official sangha framework. 
His disrobing on these 
grounds and his present 
legal problems have given 
him something of a martyr 
image. 

But the most important 
figure in doctrinal refor- 
mism is Phra Buddhadasa 
Bhikku, 85, and probably 
Thailand's most revered 
monk, whose opposition to supernatural 
practice has attracted Thai intellectuals and 
Buddhist scholars from around the world. 
The few Thai political leaders who support 
Buddhadasa, like Bangkok's Governor 
Chamlong Srimuang are those with the 
cleanest images. 

Despite this, Buddhadasa has not be- 
come an overt force in the sangha adminis- 
tration. Had he wanted, his seniority could 
have put him on the council as a potential 
supreme patriarch. Instead, he has shun- 
ned all involvement in politics and the 
sangha administration, but without chal- 
lenging them as Bodhirak has done. 

Nevertheless, Buddhadasa has inspired 
a large number of prominent disciples: the 
vocal pro-democracy Phra Panyanantha 
Bhikku; modernist and progressive Phra 
Dhepvethi Bikkhu; many of the monks in- 
volved in the potentially political “develop- 
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Phra Nikorn: challenge. 


ment monk” movement, and the country’s 
most popular monk among the younger 
generation, Phra Payom Kallayano. 

Payom, a student of Buddhadasa for 
seven years, takes his masters ground- 
breaking translation of Pali — Buddhism's 
ritual language — into modern Thai a step 
further. His popular lectures are spiced 
with street-level slang, irreverent political 
broadsides and risque jokes. "The old 
monks do not mix with young people," he 
told the Review. “They need someone to 
listen to. If you speak softly to a big crowd, 
everyone would leave or fall asleep." 

Payom's style allows him more than 
anyone else to reach the people with Bud- 
dhadasa's message, or at least his version 
of it. "The problem is Thai Buddhists do 
not study deeply any more — they just give 
donations. There should be more religion 
on television and less golf." 

As these and other new schools 
strengthen, some movement has been seen 
at the centre of the clergy. Although its 
image was severely damaged by the 

lengthy, some say inept, 
* handling of the Bodhirak 

and Nikorn cases under 

Supreme Patriarch Somdej 

Yanasangvorn, the council 

is attempting to wrestle 

with the problems. 

Since his elevation in 
1989, Yanasangvorn has 
quickly dealt with the 
most scandalous cases, 
such as those of fake 
monks, sexually promis- 
cuous monks and the mis- 
use of funds. In addition, 
the most prominent prac- 
titioners of syncretic prac- 


tices have also been 
warned. 
However, critics say 


only minor problems and 
transgressions are being 
dealt with, while broader 
and more serious issues are ignored. 
The most crucial reform, says Phra 
Medhidharmaporn, rector of the grad- 
uate school at the Mahachulalongkorn 
Buddhist University, is to decentralise 
the sangha administration so as to make it 
more responsive to fundamental issues of 
dogma and practice and worshippers’ 
needs. 

Acknowledging that the Sangha Act has 
never been reformed from within the 
sangha itself, he says the council has stead- 
fastly avoided addressing the issue. This, in 
turn, has frustrated a so-called democracy 
movement of younger mainstream monks 
centred around the university in their de- 
sire to reform from within. 

“The problems do not threaten the over- 
all stability of the faith,” Medhidharmaporn 
says, while adding, “but the younger sitet 
eration is a problem.” 
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THAILAND 2 


Religious, secular efforts to curb renegade monk 


Divine righ 


By Rodney Tasker in Nakhon Pathom 


He resembled Mahatma 
| Gandhi, quietly sitting in 
court with his simple white 
cotton robe, shaven-headed 
and bespectacled, a faint 
smile on his lips as he faced 
his accusers. Contrived or not, Phra 
Bodhirak also had a Gandhian martyr's 
aura in a courtroom packed with his follow- 
ers and 79 co-defendants from the ranks of 
his “monks” and “nuns.” 

There the comparison ended. Gandhi 
was a Hindu leader struggling peacefully 
for India’s independence; Phra Bodhirak, 
57, is a reformist Buddhist activist whose 
conflict with Thailand’s sangha (official 
monkhood), based on his criticism of its re- 
ligious practices and his effective establish- 
ment of his own separate ecclesiastical 
order, have brought him under the pur- 
view of both secular and religious laws. 

Phra Bodhirak’s supporters and critics 
have been equally vociferous. His follow- 
ers, including an estimated 1,000 monks or 
former monks and many thousands more 
lay members of his Santi Asoke religious 
centre, say he is the most ascetic and pure 
Buddhist doctrinaire in Thailand. 

His critics, led by the sangha’s supreme 
council, say he has opted out of the state- 
imposed system of Buddhist worship in 
Thailand; failed to register with them and 
the government's Religious Affairs Depart- 
ment; cast dangerous aspersions on the of- 
fically recognised ecclesiastical order; and 
sown confusion among Thais about whom 
to trust in the administration of their over- 
whelming-majority religion. 

The court case in Nakhon Pathom, just 
west of Bangkok, is part of a lengthy judi- 
cial process to bring Phra Bodhirak and his 
ordained monks and nuns to justice. The 
79 Santi Asoke members are accused of 
masquerading as monks by wearing unau- 
thorised robes and behaving as if they were 
officially ordained members of the monk- 
hood, with Phra Bodhirak accused of in- 
ducing the 79 to commit the offence. The 
maximum penalty for this crime is a one- 
year jail term or a Baht 2,000 (US$77.50) fine. 

Phra Bodhirak himself is also accused of 
refusing to comply with the sangha coun- 
cil's order to make a formal declaration of 
leaving the monkhood — despite agreeing 
to be disrobed as a monk. This is an offence 
under the 1962 Sangha Act, which reg- 
ularises the monkhood's role with the state, 
and carries a maximum penalty of six 
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months’ jail and a Baht 1,000 fine. 

Observers say the two-year-long case, 
which is also being held in several other 
courts to take in witnesses in other regions 
of Thailand, may never end. The idea ap- 
pears to be to keep Phra Bodhirak and his 
Santi Asoke off balance because of his 
movement's evident popularity. In addi- 
tion, the authorities have discouraged any 
publicity, as the case goes to the heart of 
the delicate balance between state and re- 
ligious authority. 

There is also the possibility of political 
repercussions over the prosecution of a 
movement which has gained a great deal of 
middle-class support. Santi Asoke 
followers criticise the conservative 
mainstream sangha as being too 
ritualistic and prone to commer- 
dalism and materialism, the 
former monk tells his followers not 
to seek valuable belongings, to 
work hard and eat one vegetarian 
meal a day. 

It has been a long process pin- 
ning down the renegade Phra 
Bodhirak. He is undoubtedly a 
charismatic orator and insists that 
his followers practice his frugal 
lifestyle, which he claims is more 
faithfully in line with the teachings 
of Buddha. Born as Mongkul Rak- 
pong in the northeastern province 
of Sisaket, he went on to become a 
successful television personality in 
the 1960s, known then by the 
nickname “Rak.” 

In 1970, however, he was or- 
dained as a monk and adopted his 
religious name. As Phra Bodhirak, he 
quickly set himself apart from his fellow 
monks by becoming a strict vegetarian, 
and accused them of being lazy, materia- 
listic and too concerned with magic and 
supernatural rites. He began deliver- 
ing sermons to a wider circle of lay sup- 
porters, and in 1975 established his Santi 
Asoke centre. At the same time, he an- 
nounced he was breaking away from the 
sangha while remaining an ordained 
monk. 

Unlike other Thai reformist monks, Phra 
Bodhirak was more concerned with Bud- 
dhist practice than theory. His teachings 
and practices attracted a growing band of 
followers, mainly traders, small business- 
men and merchants who rejected the cen- 
tral authority of the sangha. 

One of Phra Bodhirak’s key supporters 
has been popular Bangkok Governor 
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Chamlong Srimuang. Chamlong now de- 
nies any direct links with Santi Asoke, but 
his image as a follower has undoubtedly 
helped ensure the low-key attempts by the 
sangha elders and the civilian authorities to 
contain the religious centre. 

The sangha council first began to criti- 
cise Santi Asoke in 1979, but it was not until 
mid-1989 that it ordered Phra Bodhirak to 
disrobe and asked the Religious Affairs De- 
partment to enforce its decision. Phra 
Bodirak at first refused to comply, and was 
briefly arrested — an event television sta- 
tions were told by officials not to cover. But 
then he changed his dark brown monk's 
robe for a white garment. His refusal to 
make an official vow that he was leaving 
the monkhood, however, led to one of the 
current charges against him. 

Officially, the sangha council accuses 
Phra Bodhirak of unlawfully ordaining 
monks — a monk has to have been or- 
dained for at least 10 years before ordaining 
others — publicly leaving the sangha, 





Phra Bodhirak: challenge to the sangha. 


criticising other monks and establishing 
groups and branches outside the sangha's 
authority. Unofficially, senior monks are 
thought to be more concerned that the 
movement shows up flaws in the sangha's 
religious practices. He has accused the 
sangha elders of being too interested in 
competing for monasteries, giving clerical 
titles and spending their lives chanting, eat- 
ing and seeking donations. 

Nevertheless, Phra Bodhirak's critics 
find it difficult to accuse him of doing 
anything seriously wrong from a religious 
point of view, though they are irked by his 
“holier than thou" attitude and his attacks 
on the sangha. Leading Thai social com- 
mentator and Buddhist scholar Sulak 
Sivaraksa accused Santi Asoke of being 
"too attached to goodness, too intolerant 
of others." Phra Bodirak, he said, was 
"stupid, but very charismatic." - 
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Work of rural monks gains official acceptance 


Action before words 


By Paul Handley in Bangkok 


While the urban clergy strug- 
gles with factional politics 
and debates of form, a move- 
ment of rural monks is ad- 
dressing the real needs of 
upcountry believers. Known 
as development monks, they have taken 
matters into their own hands where both 
the sangha (official monkhood) administra- 
tion and government bureaucracy have 
failed. 

The movement is small, involving 250- 
300 monks with a core of about 40, but is 
beginning to have a serious impact on rural 
poverty and conservation. This has led to 
clashes with the government and inevitable 
comparisons with the Catholic Church's 
liberation theology movement. 

The arrest on forest encroachment 
charges of Luang Poh Prajak Kutajitto in 
the northeast’s Buriram province during 
April stirred recognition and support for 
the development monks. Phra Prajak had 
led the villagers of the Pa Kham district to 
fight their eviction by the Royal Forestry 
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Monks come out of the forests. 


Department from an area gazetted as a 
forest preserve. Phra Prajak and the villag- 
ers had sought to preserve the tract as a re- 
newable community forest, but the depart- 
ment alleged they had destroyed the forest 
and ordered them out. 

The case drew intense support from 
environmentalists and numerous rural- 


Unequal struggle 


With its general image and 
role eroding, the Buddhist 
dergy is under pressure to 
respond more to the needs 
of its second-class congre- 
gation, women. The atten- 
tion being given to Thailand's only female 
monk and a nunnery west of Bangkok 
offer proof that many women do not see 
their needs met by the all-male sangha. 

Rooted in the belief that "impure" 
women can only hope to be reborn as 
men, Thai Buddhism forbids them an ac- 
tive role. Women cannot attend Buddhist 
schools or become monks, and, in north- 
ern Thailand, may not even enter the cen- 
tral part of the wat, or temple. This situa- 
tion inspired newspaper columnist Nira- 
mol Phuthathorn to complain that the 
poor in Thailand have two choices: men 
can join the monkhood and women can 
become prostitutes. 

This downgrading of women has far- 
reaching consequences, says Chatsumarn 





Kabilsingh, professor of religion at Bang- 
kok's Thammasat University. Even in sec- 
ular life, she says, rural women regard 
themselves as unimportant compared to 
men, and sacrifice themselves and their 
daughters to the needs of husbands and 
sons. 

Chatsumarn's mother, 83-year-old Vo- 
ramai Kabilsingh, is the only bhikkuni, 
or female monk, in Thailand. Ordained in 
Taiwan, she is tolerated by the sangha 
leadership and the government's Religi- 
ous Affairs Department as a Mahayana 
monk, but must wear robes a different 
colour from Thai monks'. Formal practice 
permits her ordination by willing Thai 
monks, but a sangha council ruling for- 
bids it. 

Yet the need for a higher status of 
women in the clergy is underscored by 
the success of Voramai in gathering a size- 
able congregation, and establishing a 
unique institution in Ratchaburi province 
west of Bangkok. The Dharmajinaree Wit- 
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based non-governmental organisations. 
That, in turn, caught the attention of gov- 
ernment planners, who are only now be- 
ginning to take the concept of community 
forests and development monks seriously. 

Scholar Sulak Sivaraksa, long a promot- 
er of socially aware Buddhism, calls the 
movement sekiathamma, which translates 
roughly to “appropriate doctrine.” Its key 
concept is to teach what befits the needs 
and abilities of the audience, which can 
mean placing greater emphasis on the eco- 
nomic plight of the rural poor rather than 
reciting them scriptures in archaic Pali, 
Buddhism's equivalent of the Christian 
church's Latin. 

According to Buddhism scholar Som- 
boon Suksamran, the development monk 
movement binds together three groups. 
The first are a few individual monks who 
have long worked to assist villagers; second 
are enlightened graduates of the essential- 
ly anti-communist "modernisation monks" 
programme that began in the 1950s and ran 
through the early 1970s; and third, essen- 
tialy the current movement's core, are 
former activist monks who fled to the 
jungle with pro-democracy students fol- 
lowing the bloody restoration of a rightist 
dictatorship in 1976. 

Branded as communists, many of the 
latter group established close links with vil- 
lagers and developed methods of rural self- 
help. When they were rehabilitated in the 
early 1980s by a more democratic govern- 
ment, the movement began to take shape. 


tya nunnery has collected about three 
dozen mae chi (unordained nuns) and two 
dozen female "novices," mostly from bro- 
ken and impoverished homes. It not only 
provides a sanctuary, but offers schooling 
and vocational training for those who will 
eventually re-enter the secular world. 

Not only are women often denied sec- 
ular opportunities, they are denied religi- 
ous ones as well, Chatsumarn says. Un- 
able to join the monkhood for three 
months when young, as men do, women 
are never schooled in the basics of reli- 
gion. Nor can they, in later life, flee to the 
wat for sanctuary for extended periods of 
meditation and security when they are 
troubled, as many men do. 

Women, argues Chatsumarn and a 
growing group of educated Thai women, 
increasingly need more concrete role 
models and, for the poor, the help access 
to the wat can offer. However, Thai 
Theravada Buddhism does not allow ordi- 
nation of women monks. Poor women 
can enter wats by the back door as white- 
robed mae chi, following self-proscribed 
standards of religious practice. 

Yet even in the wat, the mae chi are 
second class. They cannot tap the educa- 
tion offered to male novices, and are re- 
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- Somboon cites examples of their efforts: 
> Monks have set up buffalo “banks” to 
: help villagers acquire their own livestock; 
+ the villagers have to repay the bank with 
-the buffalo's first offspring. 
- P In the poor northeast, rice banks allow 
= villagers to borrow paddy seed at the begin- 
ning of the crop year and repay it in kind 
^. after the harvest. This creates an alternative 
«to borrowing money from the local mer- 
chant, and pledging crop or land against 
_ the loan to buy the seed from the same 
« merchant. 
o In the same region, development monks 
have organised district farm labour collec- 
^ tives, revitalising an informal system of 
- mutually shared labour which broke down 
< with the growth of the cash economy. 
By their actions development monks 
| ( the mainstream sangha life of 
study and meditation within the temple. But 
-their involvement, argues Somboon, is a far 
ery from liberation theologists who have 
_ plunged into the politics of Central America 
. and the Philippines. He says one reason is 
. that Christian priests are well educated and 
; understand their relationship to the secular 
-world. Another is that the less-educated 
. and unworldly Thai monks lack their Christ- 
- jan counterparts’ formal organisations and 
-official sanction from higher up. 

"In the 1960s these monks would 
have been labelled communists," Somboon 
points out, though the movement is now 
. drawing the state's benign attention for 
study and emulation. " 












PHILIPPINES 


duced to serving as maids to the monks, 
often subsisting on leftover food. They 
can solicit alms as monks do, but are far 
less successful because people do not be- 
leve giving offerings to women brings 
much merit. 
~The problem results from a fallacy in 
Thai Buddhist teaching, she says. Women 
were not second dass in the Buddha's 
time, and original Buddhist scriptures 
treat them as no more impure than men. 
Chatsumarn says the issue of women 
is only now becoming re within 
the sangha, and has gathered mild en- 
couragement from a handful of leading 
; monks. More support has come from 
the. so-called development monks, who 
"better attuned to the needs of the 
r. 
^ Nevertheless, two major obstacles 
stand i in the way of a greater acceptance of 
women playing a significant role in religi- 
‘ous life. One is the apparent steadfast re- 
sistance to discussing the issue among 
conservatives in the sangha council. The 
Other is the deep respect Buddhist women 
_ including Chatsumarn — have for the 
‘senior members of the sangha, which 
‘Prevents them from forcing the issue. 
: m Paul Handiey 









State investigation agency threatened with clo: ure 


Office politics 
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By John McBeth in Manila 








etired general Jose Almonte should 

be getting used to job insecurity by 

now. First the Philippine Congress 
cut the budget for his Economic Intelligence 
and Investigation Bureau (ENB) to a sym- 
bolic P1 (3.5 US cents), forcing the bureau 
to survive mainly on handouts from the 
presidential Malacanang Palace's calamity 
fund. Now Senate Armed Services Com- 
mittee chairman Ernesto Maceda has got 
his legislative knife out and wants to kill the 
EIB off for good. 

Maceda, a Liberal Party senator, says 
his motive is to trim fat from the bloated 
1.25 million-strong Philippine bureau- 
cracy as part of measures to reduce the 
country's spiralling deficit. But Almonte's 
association with Defence Secretary and 
presidential hopeful Fidel Ramos is well 
known, and there are suspicions among 
some of his political rivals that the ENB could 
play a significant role during next year's 
elections. 

Formed in 1966 to counter smuggling, 
the bureau's responsibilities over the years 
have widened to include tax evasion, US 
dollar hoarding and illegal logging — 
crimes which are estimated to cost the 
economy as much as P121.8 billion a year. 
Maceda wants the ENB to be absorbed by 
the National Bureau of Investigation (NBI) 
under legislation now before the Senate 
Civil Service and Government Reorganisa- 
tion Committee. 

“It has always been like this,” sighs Al- 
monte, a former mentor of the Reform the 
Armed Forces Movement whose office 
is within the Philippine military's Camp 
Aguinaldo headquarters. “Last year [House 
of Representatives Speaker Ramon] Mitra 
wanted to abolish us. This year it is 
Maceda.” These efforts to dismantle the ENB 
follow opposition leader Juan Ponce En- 
rile’s moves in 1989 to effectively cancel the 
bureau's budget. 

Despite these attacks on his fiefdom, Al- 
monte seems fairly relaxed about the pros- 
pect of "bureaucracide," and perhaps for a 
very good reason. 

Because the House of Representatives is 
still considering a bill to reduce the number 
of government departments from 18 to 12, 
it has decided to delay scores of other bills 
which seek to abolish, create or reorganise 
individual bureaus and agencies. 

Congress wants the executive branch to 
weigh in with its own ideas, and has been 
taking suggestions from lawmakers on how 
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stockpile. 


to reduce the civil sers 
so far include mergi 
ment with kie and 
finance; trans 
welfare with a 
agriculture; and : jv 
technology with cation n. 

What is embarrassing 


it had already me teen — now 2 D 
pending before the Senate — toc ane 
new Department of Energy. 0 T 
Indeed, the amount of legisla bu: ie ia A 
for the creation of additional bureaucratic 
appendages seems to outweigh the mere | : 
six bills filed in the lower house which en- 
deavour to trim the government's s flabby  — 
extremities. In addition, there is legislation 
before the Senate which would create de- 
partments of energy, -fisheries and Muslim : E 
affairs. V 
Political sources do not expect the lower. 
house reorganisation bill to pass before _ 
the end of its four-year term in June 1991, 
which means the whole issue will probably . 
be left to the new congress. Thes same fateis 
also likely to befall two separate Senate - 
bills, which paradoxically seek to “mini 
mise" or "prevent, curb and eliminate T 
bureaucratic red tape. : 
No matter what other motivations there s 
may be, one reason why congressional | 
bean-counters have homed in on the EIBis — 
obvious. While it has cost a total of P225. 
million to keep the bureau administratively — 
alive over the past four years, the revenue 
from penalties and the sale of smuggled 
goods seized by EIB agents over the same 
period amounts to only P126 million, or | 
some 56% of its cost. E 
Almonte has a ready answer for this. He 
says the total value of forfeited goods in- 
1987-90 adds up to P593 million, and tha 
the balance will only be realised when the 
remainder of the seized assets are disposec 
of. He also makes the point that most ofi Y 
confiscated goods are distributed to typ 
hoon and earthquake victims, while smug 
gled computers and vehicle spare parts are 
often turned over to government agencies 
Further, shipments of contraband sugar are 
kept as part of the national Sove 































However, what really justifies the £ ERB 
existence, in Almonte's opinion, is its 1 
in collecting taxes. Over the past four ye: 
EIB regional offices have been credited w 
collecting 24.8 billion from errant - 


payers. 





This 386 was born to sit 
on your lap. 
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IBM is proud to announce the birth of a new , PSI m 
It has full-size features and power, yet it weighs- in at just 
3.5 kilograms. 

If you're on the road a lot, or if you often. ud to. take 
work home, the IBM PS/2 Laptop is for you. It packs the same 
386SX processor and 60 Megabyte hard disk of a ey oe 
system, but fits easily into a briefcase. 

And unlike some laptops, ours is built for comto: For | 
your full-size hands, you'll find a full-size IBM keyboard that- 
slopes at just the right angle for easy typing. The hile : 
VGA display is easy on your eyes in an airport lounge ora 
hotel room. | 

This baby also has amazing energy. Its batir iig 
features keep you running longer on a single charge. An E 
advanced Suspend/Resume feature lets you interrupt your report 
when they call your flight — - and pick up right where you lef : 
off at 30,000 feet. Your data i is ! safe - — even when you change 
the battery. 

If you do serious work away from your desk, you're ing 
to like this baby. Visit your. IBM Authorised Dealer and 


on your own lap. 


To learn more about the new IBM PSi2 Hat L40 sx 3 id | for n 
our free information package. Clip your name card and mail it to: Ee 


| 

| . IBM World Trade Asia Corporation 
 Advertising/Promotion Centre 

| GPO Box 105, Hong Kong 


PS? in trademark of IBM 
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By Bertil Lintner in Shinjuku, ner in Shinjuku, Tokyo — 


hree years ago, amidst the demon- 
strations that rocked Rangoon in 
the late summer of 1988, Myint 
ros Aung — at that time a student ac- 
D tivist — sported a red head-band with a 
yellow peacock, the symbol of Burma's 
pro-democracy movement. These days, 
*. though, he has had to switch to a new 
pU Headgear: a Japanese hachimaki emblazoned 
«with kanji (Chinese characters), standard at- 
v. tire for a dishwasher in the after-midnight 
|. bar, here, where he and other former stu- 
— dents from Burma now work. 

|. Myint Aung entered Japan on a false 
| passport with a spurious visa stamped in it, 
and just stayed on. There are nearly 10,000 
like him — young Burmese working illeg- 
ally — in Tokyo alone, Japanese Foreign 
. — Ministry officials estimate. 

ae Almost all of them have arrived since 
_ -the 1988 clampdown on pro-democracy ac- 
|. tivists by Rangoon's military regime. The 
«Tokyo group is just part — albeit the largest 
.. contingent — of a worldwide emigration 
|. wave unprecedented in Burma's history. 
- Japanese authorities treat the Burmese 
|. wetbacks with surprising leniency: “We 
know they're here. But we just can't send 
(| them back to Burma,” says a Foreign Minis- 
try source. "And besides, their number is 
still small compared to illegal workers 
from Thailand, the Philippines, Pakistan or 
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. Whatever benefits it may have brought 
. Nepal’s 19.5 million human inhabitants, 
~ the country’s fledgeling multi-party demo- 
= cracy seems to have been an unmiti- 
gated disaster for the trees of this land- 
< locked Himalayan kingdom. If deforesta- 
. tion continues unchecked in Nepals 
fragile mountain ecosystem, desertifica- 
= tion is a real threat by the end of the cen- 
tury, ecologists warn. 

During the year-long interim govern- 
. ment of Prime Minister K. P. Bhattarai, 
- trees were felled at a faster rate than dur- 
-ing the entire previous 32 years of party- 


i less ' peu rule, dun to D. R. 





Bangladesh," all crowding into Japan to 
cash in on the country's acute shortage of 
manual labour. 

Burmese crop up not only in Shinjuku 
but also in Osaka, Nagoya and many other 
Japanese cities, working mostly in restau- 
rants and bars. During off hours, they sleep 
in shifts. Up to 10 of them may share a 
miniscule Japanese apartment. 

Emigration has already become so com- 
mon for young Burmese that they have 
even devised an ironic pun to describe 
what they expect to become in Japan: hsay 
kyaung-tha, which sounds like a "medical 
student," but in fact means "a dish-wash- 
ing scholar." Only a fortunate few have 
managed to escape such a lowly fate and 
find work in Japanese companies as com- 
puter consultants, interpreters and experts 
in other fields. 

Not that the hsay kyaung-tha are unqual- 
ified for better jobs. An estimated 90% of 
them are students whose universities were 
closed down in 1988. Nor is Burma's emi- 
grant tide likely to be stemmed with the 
reopening of the universities, which the mi- 
litary regime announced in May now that 
the situation "has returned to normal." 

In fact, academic life is still anything 
but normal. Tens of thousands of students 
have been killed, arrested, fled to the Thai 
border, or gone into exile in third countries. 
Perhaps even more importantly, the same 
has happened to thousands of teachers and 





Trees don't vote 


Regmi, a septugenarian democracy ac- 
tivist and ex-minister who is no friend of 
the panchayat system. Bureaucrats con- 
firm Regmi's alarm with hard figures. 

A. source in the Ministry of Forestry 
and Soil Conservation estimates that 
24,000 ha of forest have been destroyed 
during the past year (versus a total of 
700,000 ha over the entire panchayat 
reign), and timber worth US$312.5 million 
has been smuggled into India or misap- 
propriated by individual Nepali house- 
holds. The deforestation was organised by 
"criminal elements," the source said, who 
took advantage of the country's preoccu- 
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cipe for diaspora: repression at home, liberalised T ratior 





lecturers as well. It will. be a long while. 
before Burmese campuses can regain the 
“critical density" they need to hold the 
country's youth. 

While the campuses were desea stu- 
dents and older intellectuals were left with 
little to do except idle their time away in tea 
shops, under constant threat of arrest or 
forcible recruitment by the army to become 
porters in the numerous campaigns against 
ethnic rebel forces in the country’s border 
areas. | 

At the same time that it increased the 
heat on intellectuals, the government — de- 
liberately or otherwise — soon provided 
them with a way out. Burma's traditionally 
stringent passport rules were relaxed, os- 
tensibly in line with the new "open-door 
policy." 

Since 1988, Burmese sources estimate, 
more than 100,000. people have left the 
country — educated malcontents that the 
regime, in its short-sightedness, will hardly 
miss. The resultant brain-drain, however, 
threatens to cripple the economy. 

"Virtually everyone who's got any qual- 
ifications has left, or is in the process of 
leaving," according to one Burmese ob- 
server. And few seem to have any inten- 
tion of returning as long as the present re- 
pression in their home country shows no 
sign of loosening up. 

Foreign companies opening shop in 
Burma under the new, liberal foreign in- 


pation with the general-election campaign 
just completed on 12 May. | 
The worst-hit zones were in the tropi- 
cal southeast of the country bordering the 
Indian states of Uttar Pradesh and West 
Bengal, according to Indra. Singh Thapa, 
director-general of the forestry depart- 
ment. With the protection of lefti t parties, 
nearly 35,000 landless settlers have illeg- 
ally squatted on forest land there. | 
One of the leftist enclaves borders on 
the West Bengal. district. of Naxalbari, 
home of India's “Naxalite” movement of — 
self-styled Maoist revolutionaries. The en- — 
croachements haveg grown so serious that, 












in two of theb border d districts, a total of 120 
forestry worker: s submitted their resigna- 





tions en masse on grounds of “insecurity - 
and mental tension.” i 

Politicians from the dominant Nepali 
Congress i lay the blame at the door 
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High-noon in Rangoon; after-midnight in Shinjuku. 


vestment law are finding it increasingly dif- 

ficult to hire competent local staff. In order 

to fill even minor posts in the present ad- 

ministration, the military authorities now 

have had to ask UN agencies to conduct 
jal training courses. 

“It's actually a disaster,” says Aye 
Kyaw, a self-exiled Burmese in Tokyo. “I 
personally feel that if there is no drastic 
change in Burma within a year or two, only 
a shell of a country will remain." 


angkok is usually the first stop- 
over for the emigrants. There, tens 
of thousands get stuck, un- 
employed and living a hand-to- 
mouth existence in decrepit guest houses in 
the Thai capital's seedier districts (REVIEW, 
26 Apr. '90). 

For those emigrants with a bit more luck 
and money, an organised racket can pro- 
vide onward tickets, visas for a number of 
third countries, or even new passports 
from countries other than Burma which 








of former minister Jhala Nath Khanal of 
the United Marxist-Leninist Party, who 
held the forestry portfolio in the interim 
coalition government. Khanal, in turn, 
blames panchayat revivalists bent on dis- 
crediting the multi-party system and dis- 
rupting the 12 May elections. 
Indisputably, the political rape of 
Nepal’s forests dates back to panchayat 
times, when aspiring office-holders used 
to barter off lumbering concessions and 
squatters’ rights to fund their campaigns 
and swell their vote banks in the partyless 
elections. The 15-month trade impasse 
with India (through mid-1990) accelerated 
the despoilation. With petroleum supplies 
cut off, people turned to wood for fuel. At 
the height of the crisis, estimated forest 
losses ran as high as 200 ha a day. 
Nepal's tourism boom has also aggra- 
vated the situation, with nearly 60,000 
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may make it easier to gain entry to their 
final destinations. 

Those destinations are becoming in- 
creasingly far-flung. There are an estimated 
1,000 Burmese students in Sydney alone 
and many more in other Australian cities. 
Thousands have made it, legally or illeg- 
ally, to the US or Europe. Many Burmese 
students reportedly work in Taiwanese 
sweat-shops. 

But it is Japan that is rapidly emerging 
as the destination of choice for emigrant 
Burmese. Not that Tokyo exactly rolls out 
the welcome mat. In any Western country, 
a Burmese can apply for political asylum 
immediately on arrival and become a full- 
fledged citizen within a few years’ time. In 
Japan, asylum can take years, and citizen- 
ship is impossible except by marriage. 

So far, only one Burmese couple has 
been granted refugee status in Japan — a 
former employee at Rangoon’s embassy in 
Tokyo who had organised a pro-democracy 
support group among the miniscule pre- 


trekkers a year flocking to such spectacu- 
lar — but remote — peaks as Annapurna 
and Mt Everest. Whole forests are felled to 
build accommodations for the tourists and 
cook their food, environmentalists com- 
plain. Pilot schemes to set up kerosene de- 
pots in the outback and introduce im- 
proved stoves and solar cookers have 
hardly made a dent in the problem. 

In Nepal's delicate mid-mountainous 
and alpine regions, ecologists say, de- 
forestation is so severe that millions of 
cubic feet of alluvium are washed into the 
Bay of Bengal each year. Director-General 
of Soil Conservation and Watershed Man- 
agement Shushil Bhattarai warns that, if 
it goes on at this pace, Nepal could experi- 
ence the sort of desertification that afflicts 
Afghanistan. 

Foreign donors — a force to be re- 
ckoned with in an aid-dependent polity 
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1988 Burmese community in Japan. And 
even this application took 21 months to 
process — a stark contrast, for example, to 
the mere 10 days it took Australia to grant 
asylum to three Burmese Embassy staffers 
in a similar plight in 1988. 

Tokyo's tardiness about refugee cases is 
all the more ironic since Japan is a signatory 
of the 1951 United Nations convention on 
refugees. Nevertheless, another Burmese, 
Kyaw Tint, has been waiting well over a 
year for asylum here. Sent by the govern- 
ment to Nagoya as an exchange student be- 
fore 1988, he was ordered back home "as 
soon as possible" once his pro-democracy 
sentiments became known. 

"| knew what was waiting for me, so I 
decided to stay here," he relates. "But no 
one knows when I'll get refugee status, if 
ever." 

Such quandaries make it all the more at- 
tractive for emigrants to hang on in Japan 
without benefit of any legal status. After all, 
jobs are readily found and the money is 
good. Burmese are convinced that syntacti- 
cal similarities make the Japanese language 
easier for them to learn than it is for other 
wetback workers, putting them at an ad- 
vantage in the unofficial labour mar- 
ket. 

Then, too, Japan is an Asian country 
where a Burmese Buddhist can feel reason- 
ably well at home. Gautama Siddharta, the 
Buddha whom both the Japanese and the 
Burmese revere, was already an octagena- 
rian when he offered his disciple, Ananda, 
some advice on how the devotees of the 
fledgeling Buddhist faith should fend for 
themselves after his death: “Dwell by mak- 
ing yourselves your island; making your- 
selves — not anyone else — your refuge." 

Burma's hsay kyaung-tha, for their part, 
would seem to have little choice but to fol- 
low this dictum, at least until the redemp- 
tion of their tragic homeland. v 








like Nepal's — are sensible to this dan- 
ger. Finland has provided Fm 6 million 
(US$1.35 million) for implementation of 
the country's 21-year master plan for 
forestry development. The US, Japan, 
several Scandinavian countries and the 
Asian Development Bank have also chip- 
ped in for the master plan, while Britain 
has set up a forest research centre. 

The master plan, however, was ini- 
tially worked out between the govern- 
ment and the aid donors in panchayat 
times. Now that the interim government 
has given way to a fully elected cabinet, 
Khanal's successor as forestry minister, 
Sailja Acharya, endorses the main tenets 
of the plan and promises vigorous action 
against deforestation. But the plan has yet 
to pass the full cabinet — a test of political 
will for ministers beholden as never before 
to voters. m Kedar Man Singh 









Financial Highlights (million BEF) 


Petrofina consolidated i income 


Cash flow 3, | 
Capital expenditure » 0 47, 64,505 































Turnover 577,692 577,873 48621: 
Duties and taxes 145,217 013408 f= 
Fixed assets (net of depreciation) 2255010! 226184 212,460 















Dividends 12428 12014 — 10,150 


Operating Highlights I9 — 1989 — 1988 
5733^ 5,865" — 5,668 
Natural gas sales (million cubic metres) - 56515-4293. 


Crude oil processed in the Group refineries Er 3 z 655. 27,00 
(thousand metric tonnes) | Se 
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Refined product sales (thousand metric tonnes) : —- w : 3, 1 
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Polymers and synthetic rubber production | 
(thousand metric tonnes). 






Bre p prora pub CUSCTTUTMBE 083 — (73 
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In 1990, fixed assets are valued a at yearend rates, 
^. The production and sales figures are expressed net of royalties payable in kind. 
In the United ust they are quoted net of all royalties. 


| with the Royal Decree of March f us 
i- 1990 concerning conso lidated accounts. 
| Expressed in US dollars, profit based. 

| onthe new method increased by 9% : . x 
| from 1989 to 1990, ee 
i Consolidated turnover remained 

| at 577 billion Belgian francs 






125 — | (£9,714,325,000 or $ 17,289,542,000). 
T Cash flow totalled 49.6 billion Belgian 
| francs (£834,526,000 or $ 1,485,288, O00). 
75 ~ | Group capital expenditure, which was 
|j about 47.5 billion Belgian francs in 
50 = | 1989, climbed to 67.3 billion Belgian 


Proven reserves 


: | francs; in 1990. In 1991, new investment. u 
(growth n 7b) 25 = 


| commitments will total about 57 bil- 

-| lion Belgian francs, 0 

WII  Thedividend ts payable i in respect. 
| of 22,140,057 shares, 
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| EXTRACTS . | GROUP ACTIVITIES - i 
| FROM THEREPORTOF | Exploration. and Production. i Um 


| THE BOARD OF DIRECTORS | E Major investment in upstream - 


| Petrofina’ share of Group consoli- -| activity of the Group during recent | 
| dated profit for 1990 was 21,715 mil- | years has resulted in continued increase o 
lion Belgian francs (£ 365,166, 000 iB of both reserves and production. na 
| or$ 649, 922,000). This result was «| Attheendof 1998, exploration acreage - 

| calculated on the basis ofanew — : | ‘totalled 85,128 square kilometres, 

| accounting rule, which conforms to | representing an increase of 47% on 


| international pus and complies Je n 1989 figure. 



















In 1990, Petrofina participated 

the commencement of major 
opment projects on a number 

North Sea F ds These projects, 

for the T-Block and the Alba field 

- inthe UK sector and for the Embla 

__ field in the Norwegian sector, imply 

à Petrofina investment of around 

-. 28 billion Belgian francs and will 

. warrant increasing levels of produc- 

. tion in future, 

Group exploration efforts focus 


. on two types of areas: those in 

-— which it has extensive experience, 
-suchas the North Sea, the Gulf of 
— Mexico and West Africa, and new 

- areas with high reserve potential, 

- The Chukchi Sea in Alaska, certain 
_ Far Eastern regions such as Vietnam 
. and the Central African Rift are 

. among these priority exploration 
areas, The Group is also interested 






opening up to international petro- 
the Soviet Union. 
Refining 


Group refineries processed 
-27.6 million tonnes in 1990. Invest 


- ment programmes will be completed | 


3n 1991 in the Antwerp (Belgium) 
. and Port Arthur (United States) 
refineries. - 

<- At Dort Arthur, the modern- 
-ization programme increased the 
- refinery s annual capacity to 

36,700,000 tonnes. 
~~~ In Europe, the Group is in 
.. afavourable position to meet rising 
- demand for unleaded gasolines, 
uding the high octane grades, 
arketing 
In 1990, Petrofina network 
sales and non-network contracted 
sales showed a marked rise. 
‘urope, sales through our own 
service station network increased 
by 6% and non-network sales by 
11.996. In the United States, 
etwork sales advanced by 2096 
id jobbers’ network by 7.7 96. 
iis achievement is mainly due to 
e promotion and standardiza- 
on of the Fina network and Fina 

























| brand image, both in Europe and in 
| the United States. 


| Chemicals 


| the Group's products continued, 
| all plants operated at full capacity. 
| Despite a squeeze on margins for 
| base products, profits remained 

| satisfactory. 


| and in the United States, at Carville, 

| the Group continued to invest 

| heavily, with the aim of improving 

| theintegration and performance 

| ofits plants. 

DUE oe 
|. The Sigma Coatings Group has 
_} reinforced both its industrial and 

| commercial positions in Europe. Its 
reas, The G : ...] highly specialized products are sold 
-in oil-producing countries which are. | all over Europe, Asia, the Middle 
al p | East and the United States. 
. leum companies, such as Libya ad | ooa 





| Research and Development 


| continued at Feluy (Belgium), on 

| the site of Fina Research, Petrofina’s 
| main European research and develop- | 
| ment centre. 


In 1990, as steady demand for 


In Europe, at Antwerp and Feluy, 
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In 1990, construction work 
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Various processes and products 


| for industrial and commercial appli- 
| cations were designed and improved 
| at Feluy in 1990. 


| Environment and Safety 


In 1990, Petrofina intensified its 


| efforts to ensure that its products 

| and processes satisfy environmental 
| protection requirements. Convinced 
| that this concern must continue 

| right through to the treatment of 

| products io their use, the Group 

| took part in several recycling and 

| waste-management projects. 


À new directorate general will 


| coordinate and promote safety and 
| environment issues and carry out 

| related research. This department 

| will encompass industrial processes 
| and products, staff-training, research. | 
| and activities undertaken by affiliates, | 
| in view of environmental impact, — | 


|. health, safety and quality. 






1989 


1990 


| Human Resources | 
| Petrofina applies a strategy in this 

| field which ensures professional — 
| competence, responsibility and self- 


fulfilment, by implementing func- 


| tional and geographic job rotation. | 














| Finance 












| — Integrated treasur j 
| operations, stand diz Land opt 
| mization of accounting methods have. 
| improved the quality of administra- 
| tive support to industrial and markét- 
| ng activities. 
Shareholders’ equity at December - 
| 31, 1990 stood at 135 billion Belgian. 
| fr ancs. i re 
|— The total financial debt amounted 
| to 94 billion Belgian francs, compared. 
| with 66 billion Belgian francs in 1989. 
| The total debt to equity ratio was. 
| 70%, gearing ratio 41%. 
Allocation of profit. =o 
| The Annual General Meeting held - 
| on May 13, 1991 approved a dividend - 
| payment of 561 Belgian francs for the - 
ae year 1990 (555 Belgian francs. 
for the fiscal year 1989), 
| Coupon No. 6 will be payable as 
| from May 23, 1991. | 
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ARTS AND SOCIETY 





Vignettes from the Nepalese 


Against a Peacock Sky by Monica Connell. 
Viking, London and New York. £14.99 
(LUS$24.50). 


Anthropologists have a hell of a time. 
Even in theory, their's is an uncomfortably 
ambivalent position — and when they get 
out of the lecture room and into the world 
of their choosing, the ambivalence inten- 
sifies, as does the discomfort. On top of 
this, they must wrestle with an acute 
awareness of all the cultural baggage they 
carry with them. 

In her preface Connell tackles these is- 
sues head on, without apology. “I was 
romantic about field-work to the extent 
that I wanted to immerse 
myself in a traditional cul- 
ture, one that was still rela- p] 
tively untainted by modern 
and Western influences. I 
was also keen to be some- 
where that hadn't already 
been overrun by an- 
thropologists — I wanted a 
patch of my own." 

She found it in Jumla — a 
part of Nepal so remote that 
the Tibetan salt traders who 
pass through it on their 
way to India are regarded 
as sophisticated cosmo- 

. And having found 
it, she has no qualms about 
acknowledging the discomfort, the dirt and 
the loneliness of life in the village. 

That done, she seemingly forgets about 
her own difficulties, and gets down to the 
much more complicated business of telling 
stories of the people, the animals and the 
place. 

If it is difficult to tell where the 
documentary work leaves off and the fic- 
tional process takes over. So much the bet- 
ter for that, because Connell is attempting 
something more than either mere jour- 
nalism or anthropological documentation. 
Rather, she is aiming for something much 
more demanding: truth fully apprehended 
but tightly circumscribed by personal ex- 

ce. In the preface, she concludes that 
“the memory [of Nepal] i is as much as my 
senses can 

Her refusal to take things beyond her 
immediate senses and knowledge steers 
her away from the modish Green tinge 
when she brushes incidentally on Nepal's 
deforestation, or the hunting of its rare ani- 
mals. Rather, she confines herself to re- 
counting the villagers’ fear of the bazaar po- 
lice who check for newly cut firewood and 
who confiscate their hunting rifles. 

On the other hand, her determination to 
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trust her own judgment allows her to share 
a sensitivity towards animals which is 
acute, but without sentimentality. 

Processing memory through the sen- 
ses is a dangerous way of writing, since 
it demands, and exposes everything: 
one false note betrays the whole enterprise. 
Yet when it works — as it does here — 
there simply is no writing to compare with 
it. 

Reading Connell's crystalline prose — 
sharp, light, sensual and correct — one 
wonders: "Why can't everyone write this 
well?” Perhaps writing of this quality is 
rare because it demands spending a lot of 
time away from the unstoppable babble 
of words and barely tolera- 
ble excess of objects from 
which most  English-lan- 
guage writing emerges. 
Maybe prose like this can 
only be written against a 
peacock sky. 

As the book progresses, 
Connell gradually shifts 
the emphasis from the phy- 
sical life of the village to- 
wards her relationships with 
the villagers. Finally, she 
recounts some of their 
triumphs and tribulations: a 
wedding; nursing back to 
health a baby that had fallen 
into the fire; the struggles of 
a woman from another village to be ac- 
cepted into her husband's household, her 
miscarriage, and the redeeming birth of her 
son; and an abandoned wife's adulterous 
affair. By the end, the reader's participation 
in their joys and pains is remarkably acute. 

The book also contains 16 fine photos by 
Peter Barker, who accompanied Connell to 
Nepal. It is no reflection on Barker's photo- 
graphic skills that they find it hard to com- 
pete for the reader's attention. 

m Michael Taylor 


Same old fisht 


Battle for Batangas: A Philippine Province 
at War by Anthony May. University Press of 
America, Lanham, Maryland. US$35.00. 


Today the Philippine province of Batan- 
gas is little more than a rural southern sub- 
urb of Manila, through which foreign 
tourists and affluent Filipinos pass en route 
to the dive resorts on neighbouring Min- 
doro Island. 

But in the closing years of the 19th 
century, Batangas was a hotbed of anti- 
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Spanish sentiment. As one of the most de- 
veloped regions in the country, its resi- 
dents, perhaps more than those Filipinos 
living in more remote areas, resented the 
hammer-fisted manner of the Spanish. This 
seething indignation eventually sparked 
Asia's first armed struggle against a colonial 
power. The ensuing battles which the 
Filipinos waged first against Iberian over- 
lords and later against American interlop- 
ers, have been profiled in scores of books. 

The main premise of Battle for Batangas is 
unique in that it challenges all previous 
works on the subject which have collec- 
tively maintained that the Philippine revolt 
of 1896 was a mass movement; that is, a 
dassic case of the "have nots" revolting 
against the "haves." Anthony May, who 
teaches at Yale, is convinced that it didn't 
happen that way in Batangas, and he has 
marshalled an impressive array of historical 
data to support his convictions. 

May shows that the Filipinos who took 
up arms against the Spanish had other mo- 
tives besides patriotism. He also dismisses 
the idea that all Filipino peasants rallied 
round the flag, while the social elite went 
over to the enemy to protect their vested in- 
terests. 

Through painstaking research, the au- 
thor documents the painful truth that 
Philippine society and politics in 1896 suf- 
fered from many of the same class conflicts 
and fruitless internecine struggles that are 
plaguing the country today. The supreme 
Philippine military leader Emilio Aguinaldo 
was seen as a representative of the upper 
dasses while Andres Bonifacio, a founder 
of the grassroots independence movement 
known as Katipunan, was viewed as a man 
of the masses. Neither fully trusted the 
other. Ultimately, the foolish struggle be- 
tween the two leaders led to Bonifacio's 
execution, which only benefited the 
Spanish. 

Over the years, May contends, histo- 
rians have romanticised the Filipino war for 
independence, painting vignettes of either 
glory or villainy — many of them based on 
scant proof. In particular, May takes noted 
Filipino historians Teodoro Agoncillo and 
Renato Constantino to task for over-sim- 
plifying their cases. 

For the most part, those who paid the 
highest price for the fighting were civilian 
non-combatants. Farm animals were either 
requisitioned by Spanish troops or 
slaughtered to feed the Philippine rebels; 
the result was widespread food shortages, 
which led to severe malnutrition in a re- 
gion that was the nation’s bread-basket. 
Poorly fed, the local population grew sus- 
ceptible to smallpox and malaria. 

In December 1897, worn out and worn 
down by their own infighting as much as 
by the Spanish forces, the Philippine rebels 
agreed to a negotiated settlement which 
required Aguinaldo and his senior support- 
ers to leave the country. Less than five 
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months later the US declared war on Spain 
for the alleged sinking of a battleship in 
Havana harbour, and the Filipino rebels 
were back in action. 

When it became apparent that the US 
intended to replace Spain in the Philippines 
rather than turn the archipelago over to its 
inhabitants, Batangas residents once again 
primed themselves for battle. Yet the 
Filipino leadership could not cooperate 
long enough to forge a common front. 
Strong personalities in both the military 
and the civilian leadership engaged in con- 
stant clashes with the fledgling central gov- 
ernment that prevented the latter from 
gaining any real control. 

The taint of collaboration was used as a 
political club by the military to control its 
own people: a Filipino peasant complaining 
of abuses by the military risked being 
arrested as a suspected americanista — an 
American supporter. It is ironic that a farm- 
er making the same charge today would 
likely find himself branded a communist 
sympathiser. m Steven Knipp 





Fuzzy sisterhood 


Emerging Sexual Inequality among the Lisu 

of Northern Thailand: The Waning of Dog and 
Elephant Repute by Otome Klein Hutheesing. 

E. J. Brill, Leiden. No price given. 


The minorities of north- 
ern Thailand are among the 
best documented people of 
the region. This new study 
of the Lisu (who also live 
in Burma and China) is the 
first to deal mainly with 
gender relations. The author 
has had unparallelled access 
to women’s perceptions of 
their lives, society and 
sexual relations, and deals 
with the material sensi- 
tively. It is a pity that 
this is such a rambling and 
personalised account, mix- 
ing domestic observations 
and philosophical speculation with scraps 
of chant and ritual. 

Hutheesing’s aim seems to have been to 
collect materials for a Western feminist 
critique, a romantic vision of Lisu “tribal sis- 
ters" lives. Yet this proved impossible, as 
the author is only too uncomfortably 
aware. Although left-right and up-down 
oppositions, cloth and wood, and the shy 
elephant (female) and bold dog (male) 
metaphors characterise traditional gender 
relations among the Lisu, these are seen, in 
Ivan Illich's terms, as “asymmetrical com- 
plementarities,” not inequalities. And while 
Lisu women are mere “leaves” on the male 
tree, and are bought and sold in marriage, 
“no one benefits [from] or exploits” this 
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situation. In fact, our “Enlightenment-in- 
spired” notions of nature and culture find 
no place in the Lisu world. This forces the 
author into an awkward posture of extreme 
relativism. 

The Lisu are “people who do not look 
back,” and only have “misty mental 
images” of their past. Their way of life 
has “a crumbly struc- 
ture” with no set norms. 
They live in a world 
where "nothing holds or 
has its place," and move 
through space with "no 
dear outlines" but only 
"fuzzy frontiers.” Even 
the interiors of their 
houses "seem to be with- 
out design or character." 
Their ideas of the super- 
natural seem equally 
vague, though there is 
some  "semblance" of 
hierarchy, and some glim- 
merings of structure in 
their ranked kinship 
relations. It is a short- 
er step from here to ideas 
of "primitive mentality" than to a uniquely 
Lisu, or women's view of the world. 

But the author pulls herself out of this 
relativist pit by projecting a romantic pic- 
ture of the Lisu into the past, when re- 
distribution prevented accumulation, cloth 
was spun, child-care was 
the responsibility of men as 
well as women, houses 
were close to the forest and 
game was plentiful. There 
was work to do, so people 
were not bored. It is a happy 
picture, but understates the 
hardships of traditional 
shifting cultivation. Some 
problems remain. Can we 
be sure that Lisu women did 
not suffer from “an un- 
nameable unhappiness” in 
the past? And haven't 
women always been ex- 
ploited in Lisu society? 

m Nick Tapp 


Rock of truth 


Borobudur: Golden Tales of the Buddhas 

by John Miksic, photographs by Marcello 
Tranchini. Bamboo Publishing Ltd, London. No 
price given. 

Borobudur, the grand Buddhist medi- 
tation in stone that rises from a Java- 
nese jungle, conceals countless ques- 
tions between the crevices of its million- 
odd stones. Who built it around AD 800, 
and how was it intended to be used? These 
mysteries remain unsolved by the author of 
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this fine tribute. But this is still probably the 
best guide to the site written since the resto- 
ration of 1983, funded by the Indonesian 
Government and foreign sources, as well 
as a first-class ticket for the armchair travel- 
ler. 

Miksic would have us understand 
Borobudur ultimately as a state of mind, as 





Mountain, stupa, mandala. 


a metaphysical blueprint for enlighten- 
ment. Aptly, he addresses the subject in 
the laconic voice of the adept who submits 
to the intellectual and physical discipline 
implicit in the monument's narrow fresco- 
lined galleries. On 10 prescribed circumam- 
bulations totalling five kilometres, the pil- 
grim would "read" these pictorial sermons, 
ascending by stages from the world of illu- 
sion to the realm of enlightenment. 

The sensuous figures of Borobudur 
seem shy and modest compared to their In- 
dian counterparts, but there is no lack of 
devotion and tenderness here. The world 
depicted is a model for social cohesion and 
psychological integration, belying the mod- 
ern history of the place. In 1985, terrorists 
bombed several stupas on the highest plat- 
form of the pile, drawing world attention to 
Indonesia's domestic tensions (REVIEW, 21 
Feb. '85). 

The blast came two years after the com- 
pletion of the 10-year, US$25 million resto- 
ration, during which the million-plus 
stones were removed, cleaned and re- 
placed. While we can daydream of 
Borobudur in its heyday — the stone work 
was covered entirely in plaster and painted 
in bright colours — today we must make 
do with its sandblasted chastity. 

Miksic deserves credit for pointing out 
the major “unturned stones” of Borobudur, 
as does photographer Tranchini for select- 
ing the finest frescos and presenting them 
as we might view them in the confines of 
the galleries. There are stills from the life of 
the Buddha and the Travels of a Young 
Man in Search of Wisdom, the 10th and 
final circumambulation. A well-trodden 
path, yet each turn of the page brings us 
closer to something unseen. & Don Cohn 


33 


BUSINESS AFFAIRS 





BANKING 


China emerges as the biggest foreign holder of Hongkong dollars 


In the hands of Peking 


By Michael Taylor in Hongkong 


quiet, rapid build-up of Hongkong 
dollars outside the territory over 
the past three years signals a fun- 
damental change in the financial 
foundations of Hongkong. A huge pool of 
Hongkong dollars has built up in China's 
banking system, making China potentially 
the largest player in the territory's inter- 
bank and currency markets. Neither China 
nor Hongkong appears to have noticed the 
shift, however, let alone reacted to it. 

In the early 1980s, Hongkong banks 
tended to lend more Hongkong dollars to 
overseas banks than the banks deposited 
back in the Hongkong interbank market. 
At the time, Hongkong's net Hongkong- 
dollar lending to overseas banks was insig- 
nificant — HK$5-10 billion (US$650 million- 
1.3 billion) at any one time. 

The situation began to change in the sec- 
ond quarter of 1988. On 31 March 1988, the 
banking system lent a net HK$2.9 billion to 
the rest of the world. By the end of June 
1988, Hongkong was the net recipient of 
HK$1.8 billion in Hongkong dollars from 
overseas banks. A year later, overseas 
banks’ net position had risen to HK$28.9 
billion. 

The growth of overseas Hongkong dol- 
lars has continued unabated: by the end of 
March, the net position had widened to 
HK$68 billion. This is almost double the 
amount of Hongkong-dollar notes circulat- 
ing in the territory. It is larger than the total 
amount of Hongkong-dollar demand de- 
posits in Hongkong banks (HK$58.4 billion 
as of March), and it is probably about 
HK$10 billion less than the secret Exchange 
Fund reserves to defend the currency. 

The change appears to be linked to 
the sudden emergence of Hongkong- 
linked southern China as a big exporter to 
the US. Southern China's trade surplus 
with the US expanded from HK$6.8 billion 
in 1985 to HK$71.3 billion in 1990. Guang- 
dong officials estimate that about 70% of 
the foreign investment in the province 
comes from Hongkong-registered com- 
panies. But a large number of these com- 
panies are offshoots of firms based else- 
where (including China itself). It appears 
that these companies are repatriating their 
Hongkong-dollar profits to banks overseas. 

It is possible to trace where the expat- 
rated Hongkong dollars are held in the 
world financial system, thanks to figures 
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Hongkong dollar goes offshore 


[Southern China 
E Hongkong 







HK dollar liabilities to: 
(end Dec. 1990) 


















60 
sp) | I A : 
Netherlands A “hina ` 
40- 5.5% U7 56' 
30- Macau 
6.2% Singapore 20.1% 






——— By overseas banks 
--- By China's banks 


from the Basel-based Bank for International 
Settlements. About half are in mainland- 
Chinese banks. At the end of 1990, China’s 
financial system had a net Hongkong-dollar 
surplus worth HK$32.9 billion with the 
Hongkong banking system. 

By the middle of 1987, small but grow- 
ing amounts of Hongkong dollars were 
showing up in other parts of the world and 
were being ploughed back into Hongkong. 
But the traditional demand from China's 
banks for Hongkong dollars continued un- 
abated. It was not until a year later (mid- 
1988) that China, too, became a net lender 
of Hongkong dollars. 

When China's Hongkong-dollar hold- 
ings began to grow, however, they ex- 
panded rapidly to the point where China's 
net position was HK$36.6 billion by the be- 
ginning of 1990 — despite a run on the 
Bank of China's sister banks in the territory 
following the Peking massacre in June 1989. 
The level fell by some HK$10 billion in the 
early months of 1990, partly reflecting a re- 
covery in Hongkong-dollar interbank lend- 
ing to Chinese banks and partly because 
China for some reason abruptly pulled 
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nearly HK$7 billion out of the system. 
However, since then, China's net position 
has risen smoothly to HK$32.6 billion at the 
start of 1991. 

The growth of China's Hongkong-dollar 
holdings is highly significant, giving China 
the power to influence the territory's inter- 
bank rates. It also gives China the biggest 
exposure of any nation to the Hongkong 
dollar, and therefore the strongest interest 
in preserving its strength. 

The rise in Hongkong-dollar holdings 
by China is matched by a concurrent di- 
minution of importance of British holdings. 
Two years ago, Britain held more than 10% 
of the overseas Hongkong dollars; now it 
holds less than 5%, fewer than the Nether- 
lands. Singapore remains an important 
Hongkong-dollar centre, accounting for 
2096 of overseas Hongkong dollars, a pro- 
portion which has remained stable for the 
past few years. 

The internationalisation of the Hong- 
kong dollar is likely to have a considerable 
effect upon the economy of the territory. 
Hongkong’s underdeveloped financial 
system evolved to deal with an effectively 
closed Hongkong-dollar system, in which 
the main task of the financial markets was 
to deal with the deposits made by Hong- 
kong’s citizens. Since the beginning of 
1988, the situation has altered dramatically. 
Overseas Hongkong dollars in the 
system outweigh total Hongkong-dollar de- 
mand deposits. 

The financial system has not responded 
to these new conditions. The world now 
has HK$68 billion to invest, but the Hong- 
kong financial system has virtually nothing 
to offer it. There is precious little an over- 
seas holder of Hongkong dollars can do 
with this money, except plough it back into 
the Hongkong banking . The Office 
of the Exchange Fund (Hongkong’s central- 
bank-in-waiting) has started to develop a 
short-term money market. But by the end 
of May, outstandings totalled only HK$10.7 
billion, two thirds with maturities of three 
months or less. Hongkong-dollar commer- 
cial paper and floating-rate notes totalled 
HK$8.7 billion in March. 

The result is an excess of liquidity in the 
interbank market. Typical symptoms of ex- 
cess liquidity in the banking system are 
negative real interest rates, and inflation in 
those assets — such as — for 
which demand is determined by the avail- 
ability of bank lending. " 


4 JULY 1991 





COMPANIES 


Malaysian property firm goes back to its roots 


Return to the fold 
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By Jonathan Friedland in Kuala Lumpur 


GB Corp.'s new managing director, 

Tan Boon Seng, is dipping the wings of 

the high-flying property counter in an 
attempt to recover from some bad overseas 
investments and from an abortive effort to 
form an alliance with two other big Malay- 
sian-Chinese conglomerates. The scion of 
IGB’s founding family faces an uphill battle 
in paring the group’s debt and winning 
back the confidence of investors. 

Formerly known as Ipoh Gardens, the 
firm is returning to family control after a 
long period under the direction of a profes- 
sional manager whose diversification stra- 
tegy went awry. By focusing on its core 
business of developing property in Malay- 
sia, Tan is grappling with the legacy of his 
predecessor, Datuk Yap Lim Sen, who was 
elevated to deputy chairman of the firm in 
May. 

Yap turned IGB into a manufacturer and 
trader. Less successfully, he made cost- 

property investments in Australia, 
Europe and the US. And he mistakenly 
allied the firm with Khoo Kay Peng’s 
Malaysian United Industries (MUI) and Tan 
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Sri Vincent Tan's (no relation) Inter-Pacific 
Group. 

In his 18 years at the top, Yap changed 
IGB from a modest housing developer in 
Perak state into one of Malaysia's best 
known multinationals. But the firm fell 
deeply into debt and earnings growth came 
to depend on contributions from associates 
and on asset sales, not from gains made in 
selling completed property developments. 

On 31 December 1990, the group had 
debts of M$650 million (US$233 million) 
against shareholders' funds of M$536 mil- 
lion. Interest expenses jumped by a third to 
M$41 million last year. Group pre-tax pro- 
fits totalled only M$60.3 million in 1990 on 
turnover of M$609 million. 

The soft-spoken, Cambridge-educated 
Tan says his first job will be to put IGB on a 
sounder financial footing before embarking 
on two large property developments in 
Kuala Lumpur. The projects are intended 
to make 1GB the top retail and commercial 
landlord in the city. One is a M$600 million 
hotel and commercial project with Hong- 
kong's New World Development. 

The other — known as Bandar Mid-Val- 
ley (BMV) — is a multi-billion ringgit retail, 
IGB’s corporate links 
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the next few years, IGB 


commercial and residential complex be- 
tween the capital and the suburb of Petal- 
ing Jaya. The first phase will include a 2- 
million-ft? shopping complex costing at 
least M$600 million. Work is not expected 
to start soon: there are squatters on the 
52-acre site and no access yet to the near- 
by expressway. More than any other pro- 
ject, BMV is seen as the key to IGb’s future 
health. <a 

While these struc 
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construction, trading and manufacturing," 
he says. ae 

Tan's measured approach contrasts with 
IGB’s flamboyance of three years ago. The 
Kuala Lumpur-based firm was then bid- 
ding to build a vast World Trade City near 
Istanbul. It was embarking on a A$1.6 bil- 
lion (US$1.2 billion) hotel, shopping, office 
and residential complex in central Sydney 
called World Square. And it had unveiled 
plans to build a big outdoor shopping mall 
in the centre of Kuala Lumpur. 

Yap was busy on other fronts as well. In 
early 1989 1GB began to buy stakes in MUI 
and Inter-Pacific, conglomerates with in- 
terests ranging from banking and property 
development to gambling and manufactur- 
ing. The share stakes each took in the other 
(costing M$200 million in Yap's case) were 
ostensibly aimed at taking joint advantage 












































"business opportunities, but many saw it 
a way for the three groups to avoid being 
cked apart by outside predators. 
 Yap's forays soured quickly. The Istan- 
bul project went to another bidder. The 
World Square project became entangled 
in labour disputes at a time when Austra- 
lian property prices were plummeting. IGB 
could not put together the contiguous par- 
cels of land needed for the shopping en 
ind differences among the three 
sonalities at the top of IGB, Inter-Pacific ae 
MUI became the talk of Kuala Lumpur's 
siness community and led to the break- 
up of their alliance. 
— By early 1990, it was clear that the 
-brothers Datuk Tan Kim Yeow and Datuk 
— Tan Chin Nam were unhappy. They estab- 
__ lished IGB in 1964 and their family still con- 
trols about 20% of the shares. “Tan Chin 
-. —« Nam woke up and realised Yap didn't have 
things under control,” says a Singapore- 
_ based merchant banker. Thus began the 
|. asset sales, while Yap was removed from 
M Cey to-day control. 
«07 During 1990, IGB sold its stake in the Star 
_ newspaper to Vincent Tan for M$41 million 
«in cash. It also sold to Tan its shares in both 
.  lnter-Pacfic and its subsidiary Berjaya at a 
. . loss of M$22.8 million. Analysts say the 
~ company’s earnings would have fallen last 
~ > year if assets had not been sold. Profits 
| from IGB' pipe-making subsidiary, Jasa 
Megah, and its trading arm, Ipmuda, 


helped, too. 
By the end of Yap's reign, the group 


had virtually stopped developing property. 
_ Only a single condominium development, 
|... Prima Damansara, was completed in 1990. 
Even now, IGB is building only two con- 
dominiums (one in Kuala Lumpur and the 
other on the island of Penang) and an in- 
dustrial estate near Ipoh in Perak State. 
These modest projects are expected to 
underpin IGB's 1991 earnings, which Bar- 
= ings Securities estimates will total M$66-70 
==> million before tax. Rents from IGB's two 
. .. Kuala Lumpur office buildings and income 
— -from a resort on Malaysia's Pangkor island 
“will also make a contribution. 
^ Tan Boon Seng, who is the son of Tan 
+ Chin Nam, admits that ICB will need to sell 
more assets to maintain earnings growth. 
pmuda and Jasa Megah will be floated in 
- the coming year and Tan is hoping to inject 
. portions of his family’s private property 
holdings. "We are trying to bring our public 
and private assets together,” he says. 
Under the direction of Tan Chin Nam, 
. Tan & Tan Development, a family firm, has 
_ become a well-regarded builder of expen- 
< sive condominiums and has accumulated a 
land bank even larger than the 80-90 acres 





























; building a 70-storey office block in the city, 
“for which the firm has just won bank 
. financing of M$60 million. 

. The first step in melding the private and 








Boon Seng, plans to refocus the com- 
pany on its home market, the Tan fam- 
ily still has considerable overseas in- 
_ terests. One branch of the family runs 
. Singapore-isted ^ Parkway 
. while Tan Boon Seng himself will, for 
the time being, continue to oversee 
Hongkong-based investment company 
. Lee Hing Development. 

Then there are the private interests, 
the grandest and most controversial of 
which is World Square Proprietary (WsP) 
in Australia. The company was set up in 
1989 to build the World Square in Syd- 
ney, a 4.4 million ft? development that 
was originally to have comprised five 
levels of stores, a hotel, an apartment 
block and two office towers. IGI — a Sin- 
gapore company owned by the Tans, 
IGB managers and other investors — 
owns 56% of wSP while smaller stakes 
are held by Lee Hing, IGB and IGA. 

The project, which is now expected 
to cost A$1.6 billion to develop, has 
been plagued by labour disputes. Work 
was stopped in the middle of 1990 and 
has not resumed. It will soon be the sub- 
ject of an inquiry by a Royal Commis- 
sion in New South Wales. 

The commission is expected to look 
into allegations of unorthodox labour 
practices and the status of a “no-claims” 
agreement between the five unions on 
the site and WsP. 


public Tan interests came last May when 
IGB purchased from Tan & Tan a 70% in- 
terest in a posh Kuala Lumpur service- 
apartment complex, called the MiCasa, 
issuing M$80.5 million in 1993 convertible 
unsecured loan stocks (CULS) in return. 
Analysts say rents from the popular Mi- 
Casa property should comfortably cover 
the CULS interest payments and that Micasa 
will contribute to IGB’s bottom line by 1992. 
Bringing in the family jewels is the easy 
part. The hard bit is to sell the group's stake 
in MUI and a half share in Sydney's Queen 
Victoria Building, a shopping complex held 
through Australian subsidiary IGA. Sources 
dose to IGB confirm that Tan family con- 
cerns, including IGB and its property and 
construction associate IM, own roughly 20% 
of MUI's shares, an amount comparable to 
that controlled by Khoo himself. IGB execu- 
tive director Goh Nan Kioh says the 8.5% 
stake in MUI held by the public companies 
alone will fetch M$130-150 million, but 
brokers say that few buyers will be interest- 
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Although IGB's managing director, Tan. Rea 
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land is now. ‘valued: at A$1,000 psf. 


“Even if the price of the land dropped 


dramatically,” he claims, “we would still . 
make money.” 

Nonetheless, there are plenty: -of 
signs that the World Square develop- 
ment. is bleeding its backers. The. 
partners in wsP injected. A$75 million 
into the company late last year, raising 
its equity base from the original A$70 
million. wsP is also servicing interest on 
an A$120.2 million loan granted largely 
by the Commonwealth Bank of Austra- 
lia in. December. 1989. The loan was to 
have paid for the initial stages of con- - 
struction and. was. rolled over early in 
1991 for a two-year period. 

Further, two key tenants 5 of the pro- 
ject have pulled out. Australian airline 
Qantas was to have taken one office 
block but withdrew because of mount- 
ing delays. Japan's Tokyu Group, which 
paid A$20 million for the air rights to 
build a Pan-Pacific Hotel, has sold its 
stake to the Japanese construction com- 
pany Shimizu. Goh says that wsp plans 
to proceed with the project in stages, 
building first a car park and then mov- 
ing on to construct the retail podium. 

€t Jonathan Friedland 





ed unless 1GB lowers its price somewhat. 

No buyer has been found for the ornate 
Queen Victoria Building, either. Although 
rents there are enough to cover the interest 
on an estimated M$200 million worth of 
loans on the building, IGB has wanted to 
sell a half share for at least a year. In 1990's 
accounts, the group cut the building's valu- 
ation by 3776 to M$290 million, reducing 
IGB’s net-asset value (NAV) by 38 sens a 
share. As a result of the write-down and. a 
M$241 million cash call in 1990, IGB's NAV 
fell 43% to M$1.20 a share last year. 

As well as strengthening IGB's balance - 
sheet, Tan Boon Seng says he plans to 
rationalise the structure of the group to 
make it easier to understand. IGB will focus 
only on property-development in the Klang 
Valley. JM, which has lots of room for fur- 
ther borrowing, will take control of prop- 
erty-development projects in the rest of 
Malaysia, as well as serving as the group's 
construction arm. 1t has already ‘bought 
land from IGB in Penang. For its part, 
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IGA will continue to ds. on Australia: 
The flotation early next year of Jasa 
Megah will increase its capital from almost 
M$7 million to M$66 million, leaving IGB 
with a 58% stake in the firm and a tidy pro- 
fit. Details on Ipmuda's initial public offer- 
. ing have not been announced, but IGB offi- 
. dals say the trading company will probably 
. : be merged with another independent trad- 
ing firm prior to flotation in mid-1992. 
Tan hopes to avoid future strain on IGB’s 
. balance sheet by structuring the big projects 
of the future as associate companies. Great 
<> Union Properties, which is developing the 
v«o hotel and commercial complex, is 37.5% 
owned by IGB, 12.5% by Tan family in- 
... terests, 25% by New World and 25% by 
- ^ Hongkong's Sun Hung Kai Securities. The 
majority of the Sun Hung Kai stake is ex- 
pected to end up with the Malaysian arm of 
American International Assurance. 
The Great Union project has been a pro- 
-+ fitable one for IGB so far. It sold 62.5% of the 
-= = project to its partners for M$53.2 million 
cand used M$37.5 million of the proceeds to 
buy the land on which the complex will be 
« v erected — land that cost IGB M$6 million, 
"says Goh. Loan financing of M$400 million 
| to complete the project will be sought once 
a government approvals are secured. 
«v The BMV project will also be held 
| through an as-yet-unnamed associate, of 
^ which IGB hopes to keep 50%. Tan says the 
> firm is finalising the terms of the develop- 
~~ ment, particularly the formula for sharing 
profits with the government. A large bumi- 
putra institution is expected to come in as 
an equity investor and major retailers are 
being approached to serve as anchor ten- 
ants for the giant mall. 

Although Kuala Lumpur analysts ap- 
prove of Tan's more conservative ap- 
proach, they continue to have misgivings 
about IGB. The company "has been an- 

^" nouncing projects that they aren't getting 
_ off the ground,” says one disillusioned for- 
| eign broker. “In the meantime, they are 
c trading in shares and getting in bed with 
|o the wrong people," he adds. Brokers say 
-o they are also afraid that the Ramada Renais- 
= sance and New World Hotels, to be set up 
in the Great Union project, will face com- 
petition from other new hotels in Kuala 
Lumpur when their 1,000 rooms open in 
1994. 
. Brokers say they are worried about an 
overhang of shares, particularly the 13.9% 
bought back by the Tan family from MUI 
last year and warehoused in their Hong- 
kong company, Lee Hing Development. 
Then there are the CULS issued to pay for 
MiCasa. 
| After the 1990 rights issue, IGB has 449 
. million shares outstanding. If the Tan fam- 
ily converts its CULS in 1993, issued capital 
will climb to at least 535 million shares. 
"There will be a massive dilution right at the 
time when their earnings are kicking in,” 
says a British broker in Kuala Lumpur. @ 
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Japan's domestic demand is growing more slowly 


Waning boom 


2.7% jump in Japan's real GNP 

growth during the first quarter of 

1991 — 11.2% on an annualised 
basis — seems to confound widespread 
predictions of an economic slowdown. But 
the picture of extremely robust growth 
masks a continuing slowdown in underly- 
ing domestic demand and a resurgence of 
Japan's external surpluses. 

The first-quarter growth meant that the 
Economic Planning Agency had to revise 
up the figure for real economic growth for 
the fiscal year ended on 31 March to 5.776 
from 5.2%. The agency's forecast for fiscal 
1991 remains unchanged at 3.8%, though 
the actual outcome could fall short, despite 
the recent surge in growth. 

An earlier-than-expected end to the Gulf 
War and the subsequent softness in oil 
prices had been expected to benefit Japan's 
energy-hungry economy, but to nothing 
like the extent of economic growth in the 
first quarter. But, however big the jump in 
GNP, its quality was not of the kind to jus- 
tify fears in the financial markets that the 
Bank of Japan would be compelled to main- 
tain high interest rates. 

Slightly more than half of the GNP rise 
(1.4 percentage points) was accounted for 
by a rise in Japan's net exports, rather than 
by the domestic demand or by the asset in- 
flation which the Bank of Japan has been 
trying to dampen for more than a year. 

This was all the more remarkable since 
net exports account for less than 10% of 
Japan's GNP. Recent trade surpluses, rising 
strongly in May for the fifth consecutive 


month, have been signalling a dramatic | 


turnaround in the nation's trade account. 

Special factors such as Japanese com- 
panies' repatriation of overseas profits to 
offset tighter credit conditions at home 
played some part. But the clear message is 
that Japan's export competitiveness has 
fully recovered from the yen's strength in 
1985-88, thanks to heavy investments both 
at home and abroad. 

Kenneth Courtis of DG Capital Markets 
in Tokyo believes that Japan's trade sur- 
plus is set to return to the levels achieved 
five years ago and should rise to around 
US$88 billion in 1992 from US$63.5 billion 
in 1990, 

This reflects the competitive strength of 
some 100 major companies which account 
for around 72% of Japan's total exports and 
which Courtis reckons can make a profit 
even if the yen strengthens to around X120 
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to the US dollar against a current level of 
3139. The US and six Asian countries ab- 
sorb the bulk of these exports, though 
Japan's surplus with Europe has been ris- 
ing dramatically, too. 

Japanese industry's capital-investment 
boom, which accounts for around 20% of 
GNP, continues, though not at the explosive 
rate seen in 1990. Expectations are that it 
will grow by slightly less than 675 in real 
terms during 1991, or less than half the rate 
in 1990. Japanese companies now face an 
average cost of funds of around 8%, com- 
pared with an estimated overall retum on 
investment of less than 5%, thanks to last 
year's crash in the Tokyo stockmarket and 
rising interest rates. 

Japanese companies still have a liquidity 
cushion, estimated at around 170 trillion 
at the start of 1990. This compares with 
total private capital investment of ¥87 tril- 
lion in 1990 and suggests that the capital- 
investment boom can continue to be. $- 
nanced for some time by a drawdown on 
liquidity. 

This explains why capital investment re- 
mains so high despite a plunge in annual 
growth in broad money supply (M2 plus 
certificates of deposit), from over 13% a 
year ago to only 3.5% now. For the past 
three months, Japan’s money-supply 
growth has been lower than nominal GNP 
growth, for the first time, according to Rus- 
sell Jones of UBS Phillips & Drew. 

But with corporate profit growth declin- 
ing, the financial incentive for high capital 
investment is waning, especially as three- 
month financial instruments are yielding 
around 8%. 

Slackening domestic demand is leading 
to an increase in inventories. The rise ac- 
counted for 0.6 percentage point of the first- 
quarter GNP surge. Evidence of softening 
consumer demand continues to mount. A 
0.2% decline in household spending in 
April does not support official predictions 
of a 4% rise in consumer spending in the 
current fiscal year. 

All in all, the economy's first-quarter 
GNP performance suggests that the Bank of _ 
Japan may lower the official discount rate 
(currently 6%) sooner rather than later. Dis- 
couraged by. declining institutional and 
corporate cash infusions, the Tokyo stock- 
market is sliding. The Nikkei stock average 
closed at 23,765 on 24 June and could con- 
tinue easing to the 22,000 level, where the 
central bank is said to be prepared to relent 
on interest rates now that land-price infla- 
tion appears 1 under control. 5 
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Tawan s power debate holds pointers for region 





——— 


By Carl Goldstein in Taipei 


Taiwan's Fourth Nuclear 
Power Station project has 
had a chequered history. 
Proposed 10 years ago, it has 
suffered numerous setbacks. 
In May, riot police had to defend the site, 
near Taipei, from thousands of de- 
monstrators and a wrecking crew led by 
Taipei County mayor You Ching. But while 
the authorities thwarted You in his avowed 
aim of tearing down temporary structures 
on the site, they have not managed to stifle 
legitimate questions about the need for the 
US$6.4 billion project. 

The issues, which include energy sec- 
urity, likely future demand for power and 
the most cost-effective ways of meeting it, 
are not confined to Taiwan. The role of nu- 
dear power in energy policy also closely 
concerns several other Asian nations. 

Like Taiwan, South Korea and Japan 
have ambitious nuclear power program- 
mes. India and Pakistan both have operat- 
ing reactors and have more planned or 
under construction. China is building 
three, including two at Daya Bay in Guang- 
dong province, 50 km from Hongkong. 
The Philippines keeps a long-completed 
but never-used plant in mothballs, a legacy 
of the Marcos era. Energy authorities in 
Thailand and Indonesia have long-term 
ambitions to join the nuclear league. 

Nuclear power's ability to evoke strong 
emotions is well illustrated in Taiwan, 
where it has polarised society like few other 
issues. The confrontation between an in- 
creasingly radicalised opposition and a 
government equally determined to push 
through its development plans has at times 
degenerated into a slanging match. 

“These people [nuclear critics] are 
ridiculous,” says Hsu Yih-yun, chairman of 
Taiwan's Atomic Energy Council (AEC), the 
agency which both regulates and promotes 
nuclear power in Taiwan. “Most of them 
don’t know what they’re talking about.” 

Chang Chung-chien, chairman of the 
government-owned Taiwan Power Co. 
(Taipower), accuses the protesters of being 
more concerned with an anti-government 
political agenda than nuclear energy. 

The anti-nuclear campaigners, on the 
other hand, say that Taipower, the AEC 
and other government agencies have been 
guilty of shortcomings ranging from crimi- 
nal malpractice to disregarding safety and 
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Nuclear qualms 


environmental concerns. It is a debate that 
on one level turns on such questions as 
safety and cost. But it has also become 
highly politicised. Who should be empo- 
wered to make decisions about the deve- 
lopment of nuclear power: scientists and 
officialdom, or the broader public? 

Taiwan launched its nuclear power pro- 
gramme in the early 1970s, not long after 
Japan brought Asia's first reactors on line. 
Taiwan's first reactor, at Chinshan on the 
northern tip of the island, began commer- 
cial operation in 1978. Over the next seven 
years, five more reactors were brought into 
operation. The six reactors are divided two 
apiece between three power stations. 

By 1985, when the most recent reactor 
started up, nuclear power was providing 
52% of Taipower's total electricity supply — 
enough to give Taiwan third place in the in- 
ternational rankings of nuclear-dependent 
nations. (France, with 75%, sits atop the 
list.) Since then, however, nuclear power's 
share of total supply has dropped to 38%. 
Although Taipower has managed to 


Power to spare in Taiwan 
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squeeze slightly more output from its exist- 
ing reactors, the supply generated by coal 
and oil-fired plants has risen faster. 

Thus the government is redoubling its 
efforts to restart the long-stalled plan for a 
fourth station. Military strongman turned 
premier Hau Pei-tsun has vowed to have 
both its planned reactors operating by 1999, 

The project was proposed in 1981, but 
was halted soon afterwards by recession 
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and other economic woes caused by the 
1979-81 world oil crisis. Further setbacks 
followed: a 1985 fire in a turbine generator 
at one of Taiwan's nuclear plants, the 1986 
Chernobyl disaster which forced world- 
wide reappraisal of nuclear safety and, 
more recently, the delaying effects of pro- 
tests by environmentalists, opposition 
politicians and residents near the power- 
station site. 

Central to the government's reasons for 
pushing nuclear power are the notions of 
energy security and energy diversification. 

Taiwan is dependent on imports for 
93% of its total energy supplies and 
100% in the case of oil. With little space to 
stockpile bulky fossil fuels, the island is de- 


pendent on a continuous stream of ship- - 


ments — making it vulnerable to a naval 
blockade if relations with China should 
ever reverse their present course. 

By contrast, nuclear energy is seen by 
Taipower and other officials as a “quasi- 
domestic” resource. The island’s reactors 
require 855 tonnes of uranium yellow cake 
annually, compared with the 8 million ton- 
nes of coal consumed by conventional 
power stations. It is not too difficult to build 
a two-to-three-year stockpile of nuclear fuel. 

Some observers, however, question the 
energy-security case. “In the unlikely event 
of a blockade lasting an extended period of 
time, most of Taipower's industrial custom- 
ers [who account for 75% of total consump- 
tion] would quickly be forced to shut down 
for lack of raw materials,” says Chang Kuo- 
lung, a professor of nuclear physics who is 
now a private secretary to Mayor You. 
Others add that with six nuclear reactors in 
operation, Taiwan already has a sufficient 
cushion, 

Energy diversification is probably a 
stronger argument. Certainly, it would help 
shield Taiwan from the effects of s 
price rises in any particular fuel. And the 
complex task of load management requires 
a mix of energy sources to cope with daily 
and seasonal fluctuations in demand. 

Taipower's base load, or minimum daily 
demand, accounts for about 66% of peak 
demand, which is usually faced between 10 
a.m. and 3 p.m. in the summer as air-con- 
ditioners are turned on. The underlying de- 
mand is best satisfied by power stations 
with relatively low operating costs: coal or 
nuclear plants. Oil- or gas-fired units, which 
are expensive to run but can be started 
up or shut down in a matter of minutes, 























‘are more suited to mee ing p 


nstalled capacity at a level very close to the 
resent 3076," says Taipower's Chang. The 
tility wants to see a further 30% contributed 
y coal-fired stations, 30% by oil or natural- 
as units and 10% by hydroelectric plants. 
. This is something of a climbdown from 
he 1970s, when all seemed possible and 
ve green lobby had yet to rear its head. 
Then, Taipower talked confidently of hav- 
‘ing 20-24 reactors in operation by 2000, 
with four to six units at each of four sites. 
- ve Now the objectives are more modest. 
5.2 The utility plans to spend NT$785 billion 
|. (US$28.9 billion) to install 17,694 MW of 
- new plants, doubling its current capacity by 
| the end of the decade. Nuclear power will 
. . account for 21% of the new investment 
|. and 11% of the new capacity, coal 34% and 
(9895, oil 18% and 18%, hydropower 14% 
and 12%, and liquefied natural gas (LNG) 
12% and 21%. 

By. 2000, even if the fourth nuclear 
power station, with its two 1,000 MW re- 
actors, goes ahead, nuclear power will fall 
.to 21% of installed capacity from the pre- 
sent 30%. Its share of generated output 
. would drop to 30% from 38%. 

_ Another major claim made for nuclear 
| power is that it is cheaper. At first glance, 
.the numbers provided by Taipower and 
ther government agencies appear to bear 
this out. In the past 10 years, nuclear power 
cost an average of 93 NT cents per kWh 
generated, while electricity from coal cost 
 NT$1.49 and from oil, NT$1.97.... 

=c Taipower says nuclear energy will re- 
tain its cost advantage, but ae a smaller 
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In the early years of its 
nuclear power programme, 
Taipowers greatest asset 
was an aura of technologi- 
i ' cal prowess. Even the 1979 

. accident at Three Mile Island in the US — 
perhaps the first big scare of the nuclear 
age — failed to shake the confidence, 
even pride, of the Taiwan public. Lulled 
'^by the absence of an effective, indepen- 
. dent watchdog, many believed it could 

not happen in Taiwan. 
! No more. The first chink in the utility’s 
. armour emerged in July 1985, when fire 
damaged the turbine generator at the 
nuclear plant at Maanshan, southern 
Taiwan. Although the incident did not in- 
~ volve the reactor core, the entire system 
: was shut down while Taipower and the 
> supplier, General Electric (GE) of the US, 


. "From our point of view, it would be E 
deal to maintain nuclear power's share of. — 


CHI THING § AUGER TROUS 


margin. It projects nuclear costs at NT$1.43 
per kWh, averaged over 25 years, com- 
pared with NT$1.60 for electricity from 
coal, NT$1.81 from oil and NT$2.17 from 
LNG. 

Even this reduced advantage may be 
misleading, however. Besides fuel costs, 
the main determinant of electricity-genera- 
tion costs is a power plant's utilisation rate. 

Taiwan's nuclear power scores highly 
by this test. But Wang To-far of the Na- 
tional Chung Hsing University Institute of 
Economics says this has as much to do with 
Taipower's policy of utilising nuclear plants 
more heavily than conventional ones, as 
with any advantage of nuclear energy. 





Core problems 


argued about who was to blame. (GE even- 
tually acknowledged a design error in the 
generator and repaired it at no cost to 
Taipower.) 

Since then, a series of incidents have 
come to light, some long after the fact. 
> just two months after the Maanshan 
fire, radiation was released into the atmo- 
sphere for several weeks at the Chin- 
shan nuclear station. Critics say the re- 
lease occurred because Taipower, fearing 
the impact of another incident on public 
opinion, did not shut down the reactor 
when problems developed. 


> A Taipower document given by anti- | 


nuclear activists to the REVIEW, says there 
were other irregularities at this time. 
Outside workers, contracted to remove 
radioactive dust from the control room, 
tampered with their personal radiation 
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Evidence of this can be found in wide, 


] year-to-year fluctuations in power costs for 


each fuel source, as well as changes in the 
comparative production costs of nuclear 
and conventionally generated power over 
the past 10 years. The swings are far greater 
than changes in international fuel prices 
could explain, but make sense if viewed in 
terms of changing utilisation rates. 

Nuclear power plants must by their na- 
ture be operated continuously. Unless 
major repairs are needed, shutdowns occur 
only every 12-15 months for fuel replace- 
ment. Taiwan's energy-cost data shows 
that in years when longer reactor shut- 
downs took place, the relative cost of nu- 
dear energy shot up while the unit cost of 
power from coal, the main alternative for 
satisfying baseload demand, fell sharply. 

A further grey area is what the nuclear 
power industry calls "back-end" costs: dis- 
posing of radioactive waste and decommis- 
sioning plants at the end of their useful life 
— generally thought to be up to 40 years. 
Because the nuclear power industry world- 
wide is only just beginning to face the prob- 
lems of decommissioning, these costs are 
extremely difficult to judge. 

Last year, Taipowers financial provi- 
sions for future back-end expenses rep- 
resented 5.3% of the cost per kWh. For 
its fourth nuclear plant it plans to set aside 
9.6% per kWh for waste disposal and de- 
commissioning. 

The AEC's Hsu says Taiwan's decisions 
on the size of these financial reserves are 
based in part on US experience. But only 
one US nudear plant has actually begun 
the decommissioning (the Shippingsport 
reactor in Pennsylvania). When the US Nu- 


meters so they could work beyond a safe 
level of exposure. Taipower chairman 
Chang Chung-chien denies this hap- 
pened. 
> in 1988, Chan Juyi, a health-physics 
engineer at Chinshan, claimed there were 
serious safety problems at the facility. 
P Also in 1988, the government watch- 
dog, the Control Yuan, investigated alle- 
gations that some Taipower officials had 
sold radioactive scrap to metal dealers, 
violating the Atomic Energy Law. Fang 
Chien, a former journalist turned anti-nu- 
dear campaigner, claims the authorities 
brought political pressure on the Taipei 
prosecutors office not to press charges. 

Taipower has taken some steps to get 
its safety act together. After the Chan Juyi 
affair, the utility invited experts from the 
US Institute of Nuclear Power Operations 
to audit its safety procedures. 

S. J. Liao, superintendent of the Chin- 
shan plant, says that while no parti- 
cular problems were revealed, the fa- 


 cility reorganised its health-physics sys- 


tem. H also added another assistant 
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4 - ] Cortimiséion last year or- 
yperators of the country’s 113 nu- 
actors to provide estimates of de- 
issioning and waste-disposal costs, 
nswers ranged between US$200 mil- 
. and US$300 million per plant. Whether 

rese numbers bear any relation to reality is 
-open to question; plant operators have a 
„strong en interest in playing down the 




















dem There also seem to be ample grounds 
‘for questioning the energy demand fore- 
casts that underpin Taipower's develop- 
ment plans. For the period up to 2000, the 
utility is projecting an increase in the aver- 
age load of 6.1% a year and an average rise 
dn peak load of 6.476. These rates would re- 
-sult in absolute increases of 81% for average 
‘load and 86% for peak load. 

. 'On past experience, these are fairly con- 
servative estimates. But the forecasts seem 
to ignore, or take inadequate account of, 
_ several factors that could moderate growth 
in energy demand. 

Firstly, Taiwan's economy is changing. 

Services contribution to GDP is rising while 
that of industry is stagnant or declining. 
Secondly, energy-intensive, polluting in- 
dustries such as steel, pulp and paper, oil 
refining, petrochemicals and cement face 
increasingly stiff grassroots opposition to 
construction of new plants. Chinese Petro- 
leum and China Steel are already looking 
to build plants overseas, in part because of 
the difficulty in getting approval to build at 
home. 

Thirdly, there is a growing trend to- 
wards "co-generation" of power. Many of 
the industries whose expansion is under at- 
tack use waste heat from their production 
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superintendent to oversee the process. 

Assistant superintendent T. M. Liang 
says: "There were certain types of failures 
that in the past might have allowed us to 
continue in operation; but now we would 
shut down." 

Coupled with suspicions among some 
observers that other problems have never 
been revealed, the incidents cast doubt on 
assurances by Taipower and the Atomic 
Energy Council that all is well. 

. Taipower officials complain that the 
utility is unfairly criticised. "Most people 
do not have enough knowledge about nu- 
clear power to judge whether we're telling 
the truth or not," says chairman Chang. 

. But the company has clearly failed to 
allay public concern about a number of is- 
sues. One of these is whether the planned 
Fourth Nuclear Power Station project 
could cause environmental damage. Tai- 
power says the plans have been carefully 
vetted | and it will not. 

_ Yet although the project was first sub- 
litted for government approval in 1981, 
ipower did not carry out an initial 










to generate electricity, mostly for their own 
consumption. Under political pressure, 
Taipower only rectified pricing policies that 
discouraged co-generation in June. 

As a result, the Energy Commission, an 
arm of the Economic Affairs Ministry, 
projecting that co-generated power will 
rise from 6.2% of Taipower's total a 
capacity to 8.276 this year and to 10.3% by 
1994. 


At that point, the agency predicts, the 


trend will level off. Certainly, there is a 
point beyond which co-generation cannot 
go, as only those industries that produce 
large amounts of waste heat can do it. But 
critics charge that Taipower has still not 
done enough to encourage co-generation 
and that it could provide a bigger contribu- 
tion to Taiwan’s energy supplies. 

Energy conservation is another area in 
which the Taiwan authorities — not just 
Taipower — have fallen flat. While the 
overall intensity of energy utilisation has 
improved in the past 15 years, Taipower 
has barely tried to moderate demand. 

True, the company has started using 
peak and off-peak tariffs to encourage off- 
peak consumption. But it has so far de- 
clined to follow the lead of some Western 
countries in, for example, paying consum- 
ers to install energy-efficient equipment. 

Such programmes — dubbed demand- 
side management — together with greater 
co-generation and changes in Taiwan's in- 
dustrial base could significantly reduce the 
growth in electricity demand. Given nu- 
clear power's declining cost advantage and 
safety questions, it appears Tatwan could 
more sensibly meet its future energy needs 
by conventional means. E] 





environmental-impact assessment until 
1988. Asked why not, Power Develop- 
ment Department director Lu Li-tsung 
says simply: "We were not required to do 
So." 

Only after public pressure did the au- 
thorities earlier this year convene an ad- 
visory panel to look further into the en- 
vironmental issues. 

There is also concern that the power- | 
station site, at Yenliao on the northeastern | 
coast, is only 41 km from Taipei. The | 
Chinshan station, and another at Kuo- 
sheng, are even closer. Critics also point 
out that Taiwan lies on the edge of the 
Pacific plate, a zone of intense tectonic ac- 
tivity stretching from Japan through 


Taiwan to the Philippines and Indonesia. 


intends to dispose of radioactive waste — 


a worldwide problem that still has no 
satisfactory solution. 

“It's as if the rulers of the Sung 
Dynasty [960-1279] had left behind 
storerooms full of nuclear waste for us to 
manage," says Fang. = Carl Goldstein 


. Taipower has also yet to clarify how it E 
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Nuclear power —— 
is no panacea S. 
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leak on faulty installaion work 19 years. 
ago, revealing that engineers assembling - 
the plant's No. 2 reactor had sawn pieces 
off vital anti-vibration bars that did not fit 
correctly. | 
Although the accident and other mino 
incidents lend ammunition to. a burgeon 
ing anti-nuclear movement, there is no sign 
of Japanese authorities having second 
thoughts. Miti plans an extensive lic 
campaign to allay public doubts about 
wo ud of the nuclear optic 


ee ee scaderi ae two years 
recommended building 55 reactors by 20. 
The government predicts that by then 
nuclear share of total electrical output 
fall a little, to 45%. 
The South Korean programme, how: 
ever, has been plagued by turbine anc 
generator glitches. These have forced plan 
shutdowns and a three-way squabble be 
tween Alsthom, the French contractor fo 
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turbine generator at the Ulchin station 
-on the east coast; plant operator Korea Elec- 
tric Power Co.; and state-owned Korea 
eavy Industries Corp., the subcontractor 
yr most of the assembly work. 
_ India's experience with nuclear power 
has not been a happy one. Its eight small 
reactors — two each in Maharashtra, Rajas- 
than, Tamil Nadu and Uttar Pradesh — 
_have performed woefully. Beset by equip- 
nent breakdowns, their actual output has 
eraged only 30-40% of their rated capa- 
ity, compared with an international bench- 
P mark of 60-7095. 
Undeterred, the Indian Government is 
pushing ahead. Seven more units are 
: under construction, with 12 more in vary- 
"ing stages of planning. But critics point out 
vat India could obtain just as much new 
nergy — for far less money — by improv- 
ing efficiency at its existing nuclear plants. 
~~ China initially aimed in nuclear energy 
for the same self-reliance it achieved 25 
years earlier in developing a nudear bomb. 


COMMUNICATIONS 


An 18 June compromise between Thai 
Prime Minister Anand Panyarachun and 
agribusiness giant Charoen Pokphand 
. over Thailand's multi-billion baht tele- 
. phone privatisation project leaves the 
.. company’s subsidiary, CP Telecommuni- 
. cations (CPT), with the lucrative metropoli- 
tan Bangkok concession. But Anand, by 
securing better terms for the government 
and by torpedoing CPr's bid for the rural 
concession, has blocked the advent of a 
private telephone monopoly. 

The tense negotiations between 
Anand and Dhanin Chiaravanont, the 
. head of Charoen Pokphand, resulted in 
CPT winning a two-million line, 25-year 
concession in Bangkok, with protection 
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In 1984, using a home-made design and 
equipment, it began building the country's 
first nuclear power station, a 300-MW reac- 
tor at Qinshan, 100 km south of Shanghai. 

The reactor is due to begin operation 
later this year. Industry analysts, however, 
question whether this schedule can, or 
should, be met. The plant has already suf- 
fered delays — most recently in April, 
when the State Nuclear Safety Bureau re- 
commended better protection against 
earthquakes and other natural disasters. 

A longer delay occurred in 1989, when 
experts from the International Atomic 
Energy Agency identified 195 specific prob- 
lems at the plant. By this year, all but two of 
these problems had been “solved or basi- 
cally solved,” according to the China Daily. 

The Chinese penchant for secrecy has 
nevertheless caused much disquiet in 
Hongkong, only 50 km southwest of 
China's second nuclear project, the US$3.7 
billion plant being built at Daya Bay. The 
plant's two French-designed, 900-MW reac- 


Bangkok bargain 


from competing services for the first five 
years. But the company cannot bid for the 
rural concession, which includes the 
urban sprawl in nearby provinces such as 
Nonthaburi, Samut Prakan and Pathum 


Under the original agreement with 
the previous government of Chatichai ~ 
Choonhavan, the company was tenta- 


tively awarded three million lines across 
the entire country, even though the inten 
of the original privatisation scheme was tc 
induce competition in the telephone-s 





vices market. Complete details of the new 


contract were not released, but CPT will 
pay 16% of its total income to the state- 
owned Telephone Organisation of Thai- 
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| 1995, though here, too, delays are likely. 









' to begin. eration i in a 1992 and 





There is confusion as to whether Peking 


! has made a decision to build a third and 


fourth reactor at Daya Bay. An official of 
reactor supplier Electricite de France stirred 
alarm in Hongkong | last December when he 
said the compar y had been invited to ten- _ 
r two more reactors at the site. 

inese officials have denied that a deci- 
sion has been taken, but rumours persis- 
tently. indicate the opposite. 

Certainly, China plans more nuclear 
plants. Jiang Xinxiong, president of the 
China National Nuclear Corp., in January 
revealed plans for a second 300-MW reactor 
and two 600-MW units at Qinshan, with 
construction to begin in 1993-95. Jiang said 
Peking had also decided to build a nuclear 
station in Liaoning province, northeast 
China, by importing two 1,000-MW reac- 
tors from the Soviet Union. 

The Philippines, meanwhile, can extract 
one small note of comfort from its present 
travails at the mercy of Mt Pinatubo: at least 
it need not fear a nuclear dimension to its 
latest calamity. The country’s only nuclear 
plant, at Bataan, 50 km from the volcano, - 
has been covered in ash and shaken by tre- 
mors associated with Pinatubo's eruptions. 
Fortunately, it remains moth-balled. 

Built at a cost of US$2.3 bilion, and 
completed in 1985 under the rule of former 
president Ferdinand Marcos , the plant has 
never seen operation. Since 1989, Manila 
has been pursuing legal action against reac- 
tor supplier Westinghouse Electric Corp. 
and its engineering subsidiary. The Philip- 
pine side seeks to invalidate the contract on 
grounds of bribery and non-compliance with 
safety requirements. 

Oil-rich Indonesia, looking to the day 
when it will become a net energy importer. 














land (TOT), and make added payments if 
profits from the concession exceed current 
projections. 

But CPT may find a way to become in- 
volved in the rural concessions despite the. 
latest agreement. One likely bidder for 
deals outside Bangkok is telecommuni- 
cations company Shinawatra Computer, 
which counts Charoen Pokphand asa 
partner in its paging service, Phonelink. 

Still, Charoen Pokphand saw its public 
image battered during the telephone ne- _ 
gotiations as its supporters within the Thai 
ry argued the company’s case with 
. The talks precipitated a near col- _ 
i relations between. Anand’s civi- . 
( rnment and the ey, m 





ce nod: aboar : accusations that among its 


n staff are relatives of e military E : 
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emment. ; The company recently ran two- 
page aie al advertisements for its. 

















IMUNICATIONS 





tween Hongkong's: S Hutchison 
'elecommuni s (HT) and American 
: léphone & Telegraph (AT&T) has 
< prompted speculation about a. possible 
early end to the monopoly. franchise for 
^| international links held by Hongkong 
: ` Telecommunications (HKT). 

4 ^ Whatever happens, a price war for 
|| high-volume users of new facsimile and 
|. ether data services is a near certainty. A 
15% price advantage claimed by the new 


























= perhaps within 10 years — is consider- 
-ing the nuclear option, one of whose long- 
time supporters is Research and Techno- 
‘logy Minister B. J. Habibie. Last November, 
Habibie said Indonesia would build 12 nu- 
dear plants with a total installed capacity of 
about 7,000 MW, the first to be ready by 
: 2003-05. 
Analysts believe that the pace at which 
Indonesia proceeds will depend largely on 
Habibie. Many officials at the State Electric- 
ity Co. are unenthusiastic on nuclear power 
because of its heavy up-front costs. There is 
also a growing anti-nuclear movement in 
the country, though it has little influence. 
Thailand's state-owned Electrical Gen- 
erating Authority of Thailand has also laid 
long-range plans to build a nuclear plant. 
But beyond waging pro-nuclear publicity 
campaigns, it has done nothing concrete to 
push the programme forward. a 


plf-course. development, sporting the 
iames of three generals in the junta as 
ionorary officials of the course. 

Towards the end of the negotiations, 
he company's reputation was further 
tained when rumours were floated that 
nand carries a grudge against Charoen 
'okphand, stemming from his days as 
hief executive of the Saha Union group. 
‘he charges, believed to have been floated 
y Charoen Pokphand, tarred the com- 
any as mean-spirited while failing to soil 
knand’s reputation for honesty and self- 
"Ssness. 








Charoen Pokphand has a welde- | 


erved reputation for successfully courting 

afluence i in Bangkok, with its dominance 

A rural agro-industry only challenged by 

pendent farmers. But as a result of 

he telephone controversy, the nation's 

irban elite is now showing signs of con- 

ern about the group's power and influ- 
well. u Paul Handley 









partnership — and already established 
by British Telecom (BT) with broadly simi- 
lar services with Hongkong — will force 
HKT to "react aggressively" to the com- 
petitive challenge. 

HKT is 58.5%-owned by Britain's Cable 
& Wireless and has a 25-year franchise to 
2006, which until recently covered all 
forms of external telecommunications. 
But parts of the franchise are gradually 
being opened up to competition. 

HT, an arm of the Hutchison Wham- 
poa group, now has 51% of Hutchison 
AT&T Network Services (Hans) with 
AT&T having 4975. By using lines leased 
from HKT, Hans will by mid-July start of- 
fering facsimile distribution, databank ac- 
cess and electronic mail from Hongkong 
to the world via AT&T's own lines. 


COMMODITIES 









The US is a prime market because of 
the large volume of facsimile ffic 


war is likely because of d 
dee at each end of the 


calls via Hans or BT i should be n their iter. 
national rate. — (- Michael Westlake 


Businessmen cry foul in Malaysta s s logging i indu tr 


Cutting down to. 


D 


By Doug Tsuruoka i in Kuala Lumpur - 


omplaints sent to government offi- 
cials in Malaysia by timber business- 


men have provided an unprece- 
dented insight into purported illegal log- 
ging activities in the states of Sabah and 
Sarawak. The businessmen alleged in let- 
ters, copies of which have been obtained by 
the REVIEW and supported by documents, 
that systematic breaches of forestry and 
revenue laws are taking place. They also in- 
dicated that illegal logging in both states is 
rampant and may have foreign connec- 
tions. 

The information, received from a variety 
of sources, was obtained before a disclosure 
on 15 June by Primary Industries Minister 
Datuk. Seri Lim Keng Yaik that four states 
in peninsular Malaysia exceeded their log- 
ging quotas between 1986 and 1990. In 
Kelantan, quotas are said to have been sur- 
passed by as much as 300%. 

Despite denials from some states, Lim 
says any abuses will be checked by the 
National Forestry Council, which monitors 
state logging limits. But such steps do little 
to address the problem of illegal logging, 
which is being treated as a separate issue by 


the government. 


. In Sabah, a sworn letter sent by Lau 
Bian Yin, the former manager of a timber 
group, to Chief Minister Datuk Seri Joseph 
Pairin Kitingan in July 1990, alleged that his 
employers engaged in illegal logging ac- 
tivities on a significant scale. He said his 
employers concealed the species and mea- 
surements of logs at areas where they were 
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extracted, permitting them to evade paying 
full royalties on the logs. - | E 
According to Lau's letter, the group ak 
legedly operates through two Tawau-based |. . 
contracting companies: Trus Teguh and — . 
Sahutama. Both companies were purport- — 
edly responsible for a portion of the tropi-- 
cal timber being illegally felled and shipped - 
from Sabah. The activities of these come 
panies may have cost the state millions of 
Malaysian dollars in lost revenue. 
Lau admitted that between November . 
1989 and May 1990, when he resigned from: 
Trus Teguh, he participated in the felling of | 
about 400 trees each in the restricted areas. 
of Kalumpang and Tabin forests near. 
Lahad Datu in Sabah. The felling of trees in 
these reserves is prohibited. | 
"At the time of extraction," Lau stated i in 
his letter to Pairin, "I had nok 
that the said concession . 
estimated the total value of oe al 
led timber at M$2.5 million (US$896, 
In another case, Lau said the own 
the companies may have conspired 
Sabah Forestry Department officials t 
sify the species of felled trees. Instead: 
gistering the trees as Belian, or Borneo 
wood, they were recorded under a misc 
laneous classification known as OT. e 
ing other timbers, to avoid paying hi 
royalties. A 
Based on royalties in effect for 1 
and OT between April and May of 1990 
Lau said his employers may have avoide 
paying M$500,000 on numerous occasion 
in which they sent partial shipments of Be 
lian timber from Sabah. Each shipment is 
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BUSINESS AFFAIRS 
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believed to have averaged about 2,500 m*. 
The amount allegedly evaded could have 
been twice as high on full shipments 
averaging between 5,000-7,500 m°. 

If the allegation is true, Lau's employers 
were acting illegally. Sabah's Forest Enact- 
ment of 1968 calls for the seizure and forfei- 
ture of any logs falsely documented. In ad- 
dition, there is a penalty amounting to 10 
times the export royalty for unauthorised 
export, or attempted unauthorised export, 
of logs. 

Other Sabah businessmen have also 
brought the group's alleged activities to the 
attention. of Primary Industries Minister 
Lim, Deputy Home Affairs Minister Datuk 
Megat Junid and the inspector-general of 
police, Tan Sri Mohamed Haniff Omar. 
Steps are also being taken to raise the mat- 
ter with the federal government's Anti-Cor- 
ruption Agency. 

Some contractors who are disillusioned 
with Trus Teguh and Sahutama's pur- 
ported practices say they have been as- 
saulted when they tried to expose such ac- 
tivities. In one incident, a Sabah-based saw- 
mill operator officially requested police pro- 
tection after alleging that a person linked to 
the group tried to strangle him at a local 
hotel in July 1990. 

Official reaction to the allegations has 
been muted. Chief Minister Pairin ordered 
a brief crackdown after receiving Lau's let- 
ter, and the conservator of the Sabah Fores- 
try Department threatened to shut down 
70-80 local sawmills suspected of process- 
ing illegal logs. Timber-industry analysts 
say small operators served as the scape- 
goats of malpractices committed by the 
group and other similar operators. 

The state's enforcement campaign lasted 
four months. The small operators were 
mostly businessmen believed to be unable 
to pay customary gratuities to forestry offi- 

Sources say full-scale illegal logging 
operations may now be back to normal. 

Some Sabah Forestry Department offi- 
cials, however, are still disturbed by allega- 
tions that illegal logging is continuing and 
are checking further into the alleged prob- 
lem. "Given the limited resources we have, 
we are doing our best to determine how 
extensive it [ilegal logging] is," says 
Datuk Miller Munang, Sabah's forestry di- 
rector. 

Both Trus Teguh and Sahutama are be- 
lieved to be controlled by four individuals 
who employ nominees to conceal their 
identities. Documents obtained by the 
REVIEW show that a company called Hous- 
ing Realty, which is indirectly controlled by 
the owners of Trus Teguh and Sahutama 
through nominees, may have engaged in il- 
legal logging activities as far back as 1987. 
Housing Realty was a shell company taken 
over four years ago by a group that is be- 
lieved to be indirectly linked to Trus Teguh. 

Housing Realty was later permitted to 
receive a licence from the Sabah Forestry 
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Department to harvest logs and become a 
base for felling timber in the state. The com- 
pany later transferred its power of attorney 
to Levon Enterprise, a Sandakan-based saw- 
mill that processed some logs as part of a 
joint partnership. 

Loading records kept by workers of 
Housing Realty, which were later found by 
a source close to the company, show scores 
of instances in which the volume of logs de- 
stined for export was underdeclared by 
Housing Realty. In one case, the entries, 
which were based on information collected 
by field supervisors, show that the M. V. 
Durian Queen left the port of Sandakan on 
27 January 1989 after declaring a load of 251 
logs with forestry and customs officials. Ac- 
cording to Housing Realty's records, how- 
ever, the vessel was carrying a cargo of 309 
logs. The difference of 58 logs was not sub- 
ject to royalty payments as required by 
state law. 

In a May interview, a reliable source es- 
timated that at least 8,000 m* of logs was 
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underdeclared by Housing Realty in this 
manner between 1989 and 1990. If this 
were the case, the company may have 
avoided paying as much as M$800,000 in 
royalties to Sabah. Levon Enterprise, how- 
ever, was at no time engaged in the alleged 
illegal logging activities ascribed to Housing 
Realty, according to company officials. 
Housing Realty documents also indicate 
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that the company may have violated the 
terms of its licence for round logs by har- 
vesting trees that were below the stipulated 
minimum girth. The company's licence, 
which was awarded by the Sabah Forestry 
Department in 1987 for logging in the 
state's North Sandakan log-harvesting dis- 
trict, required that virtually all logs to be 
harvested from Class A to Class E timber 
have a minimum diameter of 60 cm. But 
the disposal permits for logs harvested in 
the area in December 1989 show that most 
had a minimum diameter of 50-55 cm. 

One reason for the unpopularity of il- 
legal logging operations with some East 
Malaysian businessmen is that their alleged 
practice of underdeclaring the volume of 
log exports results in rejected or "paper" 
logs being delivered to local sawmills to 
help cover up the disparity. A rejected log 
is one with defects that has been turned 
down by buyers. Such logs have little sal- 
vage value for processing and are usually 
sold to sawmillers at nominal prices in 
order to evade stiff penalties for unsold 
timber. Paper logs make up at least part of 
the difference in illegal timber that has not 
been declared for royalties. 

Consequently, certain sawmillers must 
pay delivery charges and royalties for logs 
that have hardly any salvage value or do 
not exist. Some sawmillers usually go along 
with this practice if loggers are major share- 
holders in their mills, even though it is 
often at the expense of minority sharehold- 
ers who oppose the practice. Another 
reason for dissatisfaction with illegal log- 
ging is that its activities are depleting 
Sabah's forests. 

The activities in Sabah of Housing 
Realty, Trus Teguh and Sahutama are pur- 
portedly linked to, and coordinated from, 
Hongkong by Ngui Ing Chuang, a Malay- 
sian from Sarawak. Ngui, a New Zealand- 
trained accountant, is described by analysts 
as "a king maker of billionaires" in East 
Malaysia's timber industry. 

In his letter to Chief Minister Pairin, Lau 
alleged that Ngui is the "master-mind" be- 
hind Trus Teguh and Sahutama. Sources 
close to Levon Enterprise and Housing 
Realty have alleged that Ngui, through 
nominees, is the majority shareholder in 
Levon Enterprise and Housing Realty. 

Ngui denies that he is linked to or coor- 
dinates the activities of these companies in 
any way. “I have no nominees in these 
firms," he says. 

Ngui is last known to have served as 
the managing director of three Hongkong- 
based timber-related companies: Balliang 
Enterprise, Bering Trading and Bao Yii. He 
is also believed to be the managing director 
of Nanyozai Trading, a timber-trading con- 
cern, and the chief executive of Abakan En- 
terprise, Blue Range Co., Davao Co. and 
Hinoki Lumber Enterprise, all Hongkong 
companies. Moreover, he is believed to 
control several dozen companies in Hong- 
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kong and Malaysia through nominees. 

In addition to Housing Realty, Trus 
Teguh and Sahutama, Ngui and his 
nominees allegedly carry out their business 
in Sabah through roughly 20 other com- 
panies. Analysts say Daylight Enterprises 
on Sabah's east coast and companies such 
as Prime Resources and Kamutu in the 
western part of the state are among these 
companies. All the companies are allegedly 

in timber operations covering 
most aspects of the trade in East Malaysia. 

A public prosecutor in Taiwan says a 
Malaysian indentified as Ngui Ing Chuang 
was indicted in March for fraud in a case 
that involves a group of Taiwanese who 
imported timber from Hongkong. Nine in- 
dividuals were charged in the case, in 
which banks were y swindled out 
of NT$400 million (US$14.7 million). 

The defendants allegedly arranged a 
NT$400 million letter of credit with 
banks to back their purchases. But ac- 
cording to a press report, the pro- 
ceeds from the letter of credit were 
said to have been split among the va- 
rious parties and not used to repay 
the banks of those who bought the 
logs. The absence of formal diploma- 
tic relations between Taiwan and 
Malaysia is complicating requests for 
the extradition of the Malaysian in 
the case. 

Ngui says he is "aware" that he 
has been charged in the Taiwan case, 
but he denies any involvement "in 
any fraud." 

The disclosures follow allegations 
that a shadowy network of business- 
men is employing an elaborate sys- 
tem of bribes and kickbacks to docu- 
ment falsely both the species and the 
volume of the logs being loaded at 
East Malaysian ports. The logs are exported 
to Japan, China, Taiwan, South Korea and 
other markets. 

In 1990, Malaysia exported a record 
M$8.9 billion of tropical timber, about 13% 
of total export earnings. More than 50% of 
Sabah’s revenue, or M$805.9 million, came 
from activities in 1990. Each year, 
Sabah and Sarawak export more than 20 
million m? of round logs with bark and 
branches stripped off. This figure excludes 
processed timber such as sawn timber, 

lywood, veneer and mouldings. 

According to analysts, several syndi- 
cates have engaged in illegal logging 
throughout Sabah for at least 15 years. 
They estimate that 30-40% of the state’s log 
production is exported annually with im- 
proper documentation. In 1989, Sabah ex- 
ported 6.1 million m? of logs valued at 
MS$1.7 billion. 

Allegations of illegal logging add sub- 
stantial weight to warnings by the World 
Bank, the International Tropical Timber Or- 
ganisation and other international agencies 
that loggers are inflicting widespread 
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and possibly irreparable damage to East 
Malaysia's rainforests. A World Bank re- 
port used by the federal government to 
gauge Sabah's forest management esti- 
mated that most of the state's rainforests 
will be depleted by 1995 because of indis- 
criminate | g. 

The depletion of East Malaysia's rain- 
forests is expected to continue, despite a re- 
cent decision by authorities to slash log ex- 

ports by 50% in five years and replace the 
a with sawn-wood products to 
promote the growth of local wood-based 
industries. While this step will make log ex- 
ports less lucrative, a significant amount of 
damage to rainforests would have already 
been done before the export reduction 
takes effect. 

Illicit logging practices in East Malaysia 
may be taking place without the know- 
ledge of top state officials, but forestry and 
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customs officials, particularly in Sabah, are 
believed to be helping such activities in ex- 
change for gratuities. “Enforcement officials 
are busy making their kickbacks from Hong- 
kong,” an analyst says. “They prefer to re- 
main silent in order to share in the secret 
profits." 

Analysts attribute part of the enforce- 
ment problem to the lack of authority by 
the Sabah Forestry Department to inspect 
the financial records of companies sus- 
pected of illegal logging. Also, some log- 
gers use many well-rehearsed ploys to 
avoid paying government royalties on the 
logs they harvest. 

One tactic used by loggers is to buy and 
sell logs at a transit stage known as pangalan 
before the goods are taken to an official 
loading point for export or local sale. At 
this stage, the participants — all allegedly 
linked to illegal logging interests — are not 
required to pay government royalties on 
these transactions if the logs change hands 
before reaching the loading points where 
forestry officials ordinarily tax outgoing 
cargo. 
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Loggers also have other purported ways — 


to avoid paying royalties. Although the 
measurements of logs are required to be 
taken at the transit stage, operators — with 
the cooperation of forestry officers — often 
illegally transport their logs to ships or 
timber carriers without proper documents, 
avoiding the payment of royalties since 
the logs are outside the normal revenue- 
assessing process. In some cases, logs are 
secretly taken to vessels as soon as they are 
cut. 

The profits from such undeclared log 
volumes, which are kept in offshore bank 
accounts, are also an evasion of corporate 
and individual income taxes under the 1967 
Income Tax Act. Some logging syndicates 
are said to have banking facilities in Hong- 
kong, where they switch ing docu- 
ments by furnishing the timber with addi- 
tional, or new, sets of bills of lading and 
other phoney documents such as 
certificates of origin. 

The timber is never sent to, say, 
Hongkong, which also serves as an 
offshore tax haven for illegal 
loggers. Timber vessels sail directly 
to their final destinations. The 
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“Commercial forestreseve — ed timber in East Malaysia are kept 
E Se Jer T in Hongkong banks for disburse- 


ment as required by such ship- 
pers. 

Under existing laws, state govern- 
ments in Malaysia collect and re- 


T ceive all royalties from timber-re- 


lated activities within their borders. 
The federal government, however, 
receives corporate and personal in- 
come taxes from the profits of timber 
companies in Sabah and Sarawak 
through the Inland Revenue Depart- 
ment. 
In Sabah, loggers mc 
changing the names of the species 
vested timber, a practice that allows them 
to pay a lower royalty rate and evade the 
higher royalties on more classes 
of timber being shipped out of the country. 
This is because different royalty rates are 
applied to different classes of timber. 
Belian, a Class A wood favoured by 
China, can be subject to a royalty charge of 
M$243.39 per nv. By contrast, Simpoh, a 
species previously grouped under OT but 
now under Class J, is subject to a charge of 


M$30 per m3. The rates of taxation in Sabah 
vary based on specific timber classes or - 


species. The royalty schedules for specific 
timber categories are also changed on a 
quarterly basis. 

Some loggers also tender for logs that 
have been felled illegally at forest reserves, 
which are under strict Sabah Forestry De- 
partment jurisdiction. The department is a 
government body created in 1914 to protect 
the state's forests and to regulate forestry 
activities. It is also charged with collecting 
revenue from such sources. Logging ac- 
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_ tivities and timber exports started in Sabah 
in 1879. 

Forest reserves under the Forestry De- 
partment include wildlife and virgin jungle 
areas closed to logging for fear of irrepara- 
ble damage. Some loggers are said to be en- 
gaged in felling trees from such reserves in 
violation of the state's 1968 Forest Enact- 
ment. These illegal operations are believed 
to have the cooperation of officers of the de- 
vip in carrying out such work in re- 
turn for favours. 

_. Local contractors say the practice of un- 
derdedaring the volume of exported logs 
by illegal loggers leads to the practice of 
| over-declaring volume to certain sawmills 
as part of an elaborate shell game that even- 
tually serves to mask the amount of timber 
underdeclared for export. Underdeclaring 
the volume of the logs being extracted also 
helps to cover up the size of the trees being 
felled insofar as their diameter and other 
|... measurements are changed. This is a clear 
_... challenge to state regulations and licensing 
- c terms which stipulate that only trees of a 
|. minimum diameter can be felled. 
(s The amount of timber that has its 
|. Species switched and its volume underde- 
* . dared by one unnamed logging syndicate 
_ dn Sabah is alleged by analysts to total as 
| much as 10-15 vessels a month in busy 
| periods. This does not include the limited 
(5 number of timber shiploads believed to be 
_ leaving the state without being charged any 
^ royalties. All such timber would be subject 
__.. to forfeiture if discovered by the authorities. 
|... Cargo capacities of outgoing timber car- 
_ tiers in Sabah are in the range of 4,500-8,000 
© nP, depending on availability of chartering 
vessels, buyers’ requirements and local log 
supplies, while the total market value of the 
logs carried varies at any given time accord- 

-ing to species, quality and seasonal prices. 

Belian logs, for instance, can fetch at least 
5. US$150 per m3. Unpopular species cost as 
- little as US$60 per m. 
- v Assuming that the per-m prices of all 

timber exported from Sabah range from 
US$80-100 and that an average timber car- 
rier has a capacity of 6,000 mè, each equiva- 
lent shipload of illegal timber exported by 
the unnamed group is worth US$480- 
600,000. Fifteen vessels of pirated timber 
leaving Sabah every 30 days would amount 
to a monthly cargo value of US$7.2-9.0 mil- 
lion. The estimated annual market value of 
such illegal timber exports by this uniden- 
tified group alone could exceed US$100 mil- 






















i Similar practices are widely believed to 
be taking place in Sarawak, where there 
may allegedly be even less enforcement of 
forestry regulations. The ability of loggers 
in the state to keep their illegal activities un- 
detected is often ascribed to their involve- 
‘ment’ with government officials, a point 
that apparently has been used successfully 
'to convince businessmen to cooperate with 
ach operations. s 
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Japan's economic miracle was helped by a finial gaa 
mentalised and heavily regulated. Could it provide. a model for thi 
Apparently not. "The time has past to stricth nci 
one bureaucrat from Tokyo's Finance Ministry admits. Japan has embra: D 

liberal systems too firmly to be able to offer any unique formula to t e rest of 
Asia. 

This has not stopped Japan, however, from conducting an official investigation 
into the financial markets of the four Asian NICs (South Korea, Taiwan, Hongkong 
and Singapore) as well as those in Malaysia, Thailand, Indonesia and the Philip- 
pines. The study was undertaken at the request of the countries concerned. The - 
men from Tokyo' s Finance Ministry (plus others) looked at them in February and 
will do so again in November before making a final report. 

Among their preliminary conclusions is that there is a shortage of long-term 
funds to match the kind of long-term investments needed for national geyesopment 
in these countries. This was especially the case for Asean. | 

Some countries had lobbied the Finance Ministry to come up with a Japanese- 
style solution to this problem, hoping apparently for a formula similar to that which 
enabled Japan to finance its massive post-war infrastructural and industrial invest- 
ments. But compartmentalised financing of the kind which at the time gave long- 
term credit banks and trust banks in Japan a monopoly in financing long-term in- 
vestments is not possible any more. 

The removal of exchange controls (which took place in Japan 10 years ago and 
is occurring progressively in the rest of East Asia) necessarily dictates that domestic 

,, interest rates have to be liberalised. This in 
turn spells the end of a highly regulated sys- 
tem of rates linked to maturities, matched by 
a rigid institutional structure in which the fi- 
nancial system is divided into compartments. 
The Finance Ministry acknowledges that 
once capital is allowed to flow freely across 
borders, there is no way of turning back the 
dock. 

In the absence of such a solution, Asian 
countries will have difficulty attracting sav- 


tional) shape of their yield curves is inverted, 
so that long-term rates are actually lower than 
short-term ones. This suggests that short- 
term or even offshore investments are more 
prudent than making long-term investments. . T 
. Probably the best bit of advice the Japanese do have to offer is to keep the lid on - 
inflation. Their own record on this score is second to none. A successful perform- 
ance in this area influences inflation expectations and allows the yield curve be- 
tween short- and long-term interest rates to avoid the kind ofi inversion that dur : 
ages long-term savings. d 

Sound macro-economic policies, and financial systems p piopi c can trust, might 
also help to keep more money at home, especially in certain Southeast Asian coun- 
tries like Indonesia. Whether it would change what some Japanese regard as being. 
the "merchant" mentality of the Overseas Chinese and turn them into ii 
style “industrialists” is another matter. ae 

Certain structural reforms are also necessary , the: Finante? Mi ini: Ást Vs 
such as shifting the emphasis of banks in Asean towards short-term lendi spe- 
cially in Thailand. Enabling commercial bi m S to. issue longer: instruments. tke 
debentures would be worthwhile. aa 

It would be wrong to see the ministry's e s exercise as a plot to convert Asian coun- . 
tries to doing things the Japanese way. "It is not our intention to generate business _ 
for Japanese financial institutions," says an official. Instead, the advicei is being given = 
only if requested. 2d ZEE 'on 

















ers to invest for the long term when the (no- = 
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reeport Indonesia (Fi), the first for- 
 eigr-investment project approved by 
Ta President Suharto's government, is 
in the midst of a massive expansion of its 
_ copper- and gold-mining operation in Irian 
-Jaya, the nation's easternmost and least de- 
‘veloped province. 

Tucked away in the snow-capped 
Jayawijaya Mountains, far above the 
steamy marshland and dense jungle of the 

province's southern coast, Fi and its army of 
- engineers have found major new deposits 
of copper, gold and silver and expect to 
-find much more. The mineral discoveries 
will bring substantial new benefits to the 
national treasury and the provincial eco- 
nomy, while ensuring that the project re- 
«mains one of Indonesia's showcase foreign 
investments well into the next cen- 
tury. 
“We are thrusting a spear of eco- 
nomic development into the heart- 
land of Irian Jaya," exults James 
Moffett, chief executive officer and 
chairman of Freeport-McMoran, F's 
US-based parent company. In the 
past year, FI also has made a major 
effort to sell this story to suspicious 
environmentalists and community- 
development activists. 

"In the early days, we were guilty 
of focusing too much on the engineer- 
ing challenges and financial survi- 
val" says F's vice-chairman, Louis 
Clinton. "Now that we've gotten big- 
ger, we have to operate as a big com- 
pany. We want to be a good neighbour." 

Size, though, is not the only factor at 
work, and company executives are keenly 
aware of how local resentment shut down 
. the giant copper mine on Bougainville Is- 
land, off the eastern coast of neighbouring 
. Papua New Guinea. 

—Ffs main new discovery is at Grasberg 
. Mountain, 3 km from Fis original copper 
find at Ertsberg Mountain. The Grasberg 
mine, which will eventually be one of the 
largest open-cast mines in the world, will 
yield almost 600 million Ibs of copper and 
Over r 500, 000 oz of gold annually by the end 












> Grasberg discovery pushed Free- 
total ore reserves to 446 million ton- 
es at end-1990, up 74% from a year earlier. 

y comparison, the now-depleted Ertsberg 
ne produced about 32 million tonnes of 
. On 6 June, the company raised its esti- 
ite of ore reserves by 37.3 million tonnes. 





firm brings Jobs and controversy to Irian Jaya 
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Based on the latest reserve estimates, FI 
ultimately expects to produce 15 billion Ibs of 
copper, 22 million oz of gold and 37.4 mil- 
lion oz of silver. To handle this higher level 
of production, the company is expanding 
its daily mill capacity to 57,000 tonnes of ore 
from 24,700 tonnes in 1989. The mine and 
mill expansion, at a cost of US$550 million, 
is to be completed by early 1992. 

When completed, the company will be 
one of the five lowest-cost copper produc- 
ers in the world, and it will possess the 
largest published gold reserves of any 
operating mine worldwide. Fi's cost to pro- 
duce a pound of copper, net of the money 
it makes on gold and silver, will drop to 
about 46 US cents in 1993 from 59 US cents 
in 1990. Currently, copper fetches about 99 
US cents a Ib. In addition, the company's 
estimates its gold production in 1991 at 12 





tonnes, or more than 65% of Indonesia's 
total production. 

As sizeable a jump as this is, FI poten- 
tially could become a good deal larger. The 
company's operations are in the western 
half of a rugged mountain chain that runs 
across the island of New Guinea, where 
several large mineral deposits have been 
found on the Papua New Guinea side of 
the border. FI geologists say Indonesia's 
portion of these mountains ought to be just 
as rich in minerals. 

FI has only explored about 70% of its 
10,000-ha contract area, but it is investigat- 
ing new areas at present. In addition, the 
company says it will spend US$50-60 mil- 
lion in the next five years to explore an ad- 
ditional 2.5-million-ha area adjacent to its 
contract area, which has been under an 
exploration licence granted in 1989. 

The profitability of any new discoveries 
depends on the world price of copper, but 
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Moffett argues that in the worst-case pri 
scenario for copper and gold in the 1990s, FL 
would still remain profitable. Tf commodity 
prices go up, he says, “we have a chance to 
have a real slot machine here, and that’s. 
without any new di oe 
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45%, including new irc inn taxes on T 
interest and dividends, up from 4296 under — 
the old agreement. At a copper price ofo 
US$1.15 a lb, the new contract will increase — 
the government's total take from byo o 
about US$15 milliona year. E 
"We will lose about US$150 milion 
from now until 2003,” Clinton. says."Butin |. 
return, we get the secun of anew W year m 
contract." E 
The new contract abo requires Ho 
to conform with existing rules ono . 
nationalising ownership of foreign- — 
investment projects. Between 2001 
and 2010, the company must reduce = 
its ownership to 40%, unless itis- 
sues shares on the Jakarta Stock Exe — 
change, in which case it may keepa 
maximum of 55%. “We will go pub- 
lic in 2001 if we haven't done so a 
ready,” Clinton says. : 
The government currently owns 
10% of Fi, and the company plans to 
sell a further 10% to businessman 
Aburizal Bakrie for US$213 million. 
Bankers say Bakrie plans to borrow 
US$170 million to finance the pur- 
chase, with FI guaranteeing the loan. 
Less clear in the new contract is the 
status of a proposed copper smelter that the 
government wants FI to build, probably i in 
East Java. The new contract only commits 
the company to conduct a feasibility stud: 
FI executives say the dr stmt ln 
ically dubious given the worldwide o 
supply of smelting capacity. $a 
Assuming copper prices do not colla 
the new contract also ensures "that FI 
mains one of the top private contributors 
government coffers. In 1975-78 and 198 
86, copper prices hovered around 55-70 U 
cents a Ib. In those periods, Fis total | 
taxes, royalties and dividends paid reache 
US$28.2 million. But as copper prices began 
to rise after 1986, reaching « 
of US$1.20 a Ib in 1990, the. 
lected US$271.1 million fr 
was the biggest corporat 
donesia in 1988 and 19% 
In Irian Jaya, Frs inf 
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its mountain mines. The « cóm- 
original find, Ertsberg Mountain, 
liscovered in 1936 by a young Dutch 
zist, but political and logistical trou- 
lulled the company's interest until the 
60s. In 1970, FI began building a 104- 
ess road running up mountain 
rom near the coast to the mill site at 
m, with construction material 
completely by helicopter. 
company went on to build a port at 
pare; a town and airport at Timika; 
and another town called Tembagap- 
ura; an aerial tramway with an unsup- 
'orted span of 1,632 m to link the mill with 
_Ertsberg; and a 115-km slurry pipeline to 
; move the ore concentrate to the port. Min- 
. ers say FI is one of the world's most impre- 
Ssive engineering accomplishments. 
In what was once virtually uninhabited 
and inhospitable terrain, Fi has created a 
zone of economic activity. “Freeport is the 
. magnet,” Irian Jaya Governor Barnabus 
_ Suebu says. "They have a mine, but they 
— provide a livelihood for farmers, fishermen 
and livestock herders. If we had just 10 
_ companies of Freeport's size in Irian Jaya, 
_ we could reduce poverty rapidly.” 
|. s Throughout most of the 1970s and 
5 1980s, F's operations were largely inaccessi- 
. ble to the outside world. The military, up 
-. against a separatist movement, discour- 
_ aged travellers from entering the area. And 
- dmn its isolation, the firm made little effort to 
- communicate with environmentalists and 
| community-development workers. 
«| "Freeport gets more and more money 
= out of the soil, yet they treat the local 
5... people very badly," says Tony Rahawarin, 
a former director of the Rural Community 
|. Development Foundation, which is based 
^ near the provincial capital of Jayapura. 
_ Sandra Moniaga of Jakarta-based Walhi, In- 
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. A P900 million (US$33 million) share 
-. transaction between property firms Shan- 
;.:gri-La Properties and Philippine Realty & 
. Holding Corp. (Philrealty) signals a 
ui in fortunes for two of Manila’s top 





Alfredo ‘Ramos ani the latter by Geraldo 
E omm Lanuza. But these two men, who 
in effect tawappatt their stakes i in the two 


Re an e on 6 June sold his 37.1% equity 
stake in Philrealty for P486 million, which 
he held via his flagship company Philo- 
: drill TP The o were Greenhills 





donesia’s largest environmental group, 

says lrianese living near the mine “were 

ready to demonstrate" against FI. 
Company executives acknowledge they 


erred by not being more open sooner, but. T 
they insist FI is committed to helping local - 
people. The mine employs 7,400 workers, ` 





95% of them are Indonesian. More than 
13% are lrianese. The lowest-paid workers 
earn about Rps 5,000 (US$2.60) a day, well 
above the minimum daily wage in Java, 
which is less than Rps 2,000. In addition, 
the company spends about US$3 million a 
year buying food and supplies from local 
villages. 


he company also treats about 6,000 
i Irianese a month at its Tembagapura 


hospital, and it has built several set- 
tlements for Irianese who have migrated in 
search of jobs. FI finances several vocational 
training programmes in Irian Jaya and else- 
where in Indonesia and plans to help fund 
small-scale enterprises. 

Conversations with lrianese and non- 
Irianese employees about the company, 
and with some of the 16,000 residents of 
Timika, do not reveal much ill-will towards 
FI. Native tribesmen, clad often in just a 
penis sheath and a Freeport raincoat, stroll 
through the mine site. 

A frequently heard complaint at Fi — as 
well as at many other foreign companies in 
Indonesia — concerns the lack of job op- 
portunities. "There is a feeling that foreign- 
ers always get the best jobs," says Rudy 
Utomo, a Sumatran-bom foreman at the 
mill site. Irianese workers voice similar 
complaints about jobs given to Javanese 
and other non-lrianese. 

Thomas Williams, Ft general manager in 
Irian Jaya, counters: "Our constraint is that 
we can only promote people as their 


~ Manila two-step 


Properties and Campos, Lanuza & Co., 
the corporate vehicles for the Lanuza 
group, one of the wings of the Ortigas 
dan. 

On the same day, Philodrill purchased 
Philrealtys 28.2% stake in Shangri-La 
Properties for P403 million — in effect a 
swap of assets. The 20.6% premium over 
market prices that Ramos received for his 
Philrealty shares left him not a peso 
richer, for the P83 million income from 
the two transactions was used to settle his 
unpaid subscriptions to a 20 June share of- 
fering by Philrealty. 

Assuming that Ramos took no part in 
Shangri-La’s own share offering on 28 
May, he now holds 39% of Shangri-La, up 
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prove. : r priority is to get 

Irianese into top s supervisory positions, but 

many of the newly t ined leave to take 
jobs elsewhere." 

Perhaps the most commonly heard 





„grievance, though, concerns housing. In 


crowded Tembagapura, there is not 
enough room for housing. for familes of 
non-staff employees, - ‘who consequently 
only see their families once a week on trips 
to lower-lying areas. Clinton says the com- 
pany will build 2,000 housing units nearer 
Tembagapura. 

The principal environmental concern. at 
FI is the water quality of the Ajikwa River. 
The company's mill chums up rock 
brought down from its mines, skims off the 
concentrated ore and dumps what is left, 
called tailings, into the river. James Miller, 
Fs vice-president for environmental and 
state affairs, says the flow-through capacity 
of the Ajikwa is powerful enough to carry : 
away natural sediment and tailings. 

Other environmentalists are less sure. A 
report issued by an adviser to Indonesia's 
Ministry of Environment noted that the 
planned increase in tailings “will pro- 
foundly change the nature of the [Ajikwa] 
river" and recommended further study be- 
fore FI expands. 

À more worrying concem for environ- 
mentalists is the possible leakage of toxic 
minerals from the tailings into the river. 
The mined rock contains minerals such as 
zinc, copper, nickel and arsenic, some of 
which could be dangerous to aquatic life. 

A 1990 study of the river found only 
nominal mineral traces, while the company 
says samples taken from the river meet 
stringent drinking-water standards set by 
the US Environmental Protection Agency. 
The company’s water data, however, is 
based on just one sample taken in 1990. a 








from 19.5%, with Kuok Philippine Proper- 
ties holding 18.8% and the remaining 
24.7% held by Hongkong-based Pecanola ~ 
Co. and Pacific Rim Investments. The — 
Lanuza group now controls 54.8% of 
Philrealty, up from 17.7%. Ramos still 
owns 7.2% of a through other 
companies he controls. - : | 
Cash-flow problems at Philodrill apo 
pear to have been one factor in Ramos’ de- - 
cision to sell his stake i in. *hilr ay Ihe Ue 
had held onto his shares he w ; 
| to sp 







plete its showpiece | pro berty pro ? 
P3 billion Tektite Towers office compl e 
in the Ortigas business district Banksre- - 
peatedly turned down loan requests from 
Philn aid because. juri Tou id Philodrill's 
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India looks for novel ways to raise foreign exchange 


Golden parachute 


By Sucheta Dalal in Bombay and 
Hamish McDonald in New Delhi 


ing the country's huge gold holdings 

into foreign exchange to help ease its 
external-payments crisis. The search for in- 
novative ways to find foreign exchange is 
being hastened by a realisation in New 
Delhi that a US$2 billion emergency credit 
requested from the IMF would not be 
enough to roll over the country's US$70 bil- 
lion of external debt and to shore up for- 
eign-exchange reserves. 

Bankers say India needs US$6-7 billion 
in new credit this year to meet its finan- 
dal needs. They point out that the IMF 
emergency credit would be cancelled out 
by an equal amount due to be repaid this 
year on a credit obtained from the agency 
in 1985. 

Moreover, foreign-exchange reserves 
have been at around US$1.2 billion — 
enough to cover only one month of imports 
— since the end of April. 

The Reserve Bank of India, the central 
bank, has already moved to stem the drain 
on reserves from the country's trade ac- 
count, but it has done so at the risk of reces- 
sion. Largely because of import curbs and a 
credit squeeze imposed by the bank in 
March, the country had a small trade 
surplus in April. 

In the fiscal year ended on 31 March, 


I is evaluating methods of convert- 


association with the company too risky. 
The day after the share swap, Lanuza, the 
new vice-chairman of Philrealty, con- 
firmed that a P150 million line of credit 
had been approved by Equitable Banking 
Corp. 
Conflict between Ramos and the 
Lanuza group also led to the share swap. 
Late last year, Ramos offered Shangri- 
La's P2 billion flagship in the Ortigas dis- 
trict, EDSA Plaza, as the site for the unified 

ilippine Stock Exchange — even 
though Philrealty had offered the firm's 
Tektite Towers for the same purpose. 

Whatever the reason for the share 
swap, the move clears the way for Ramos 
to complete EDSA Plaza and to raise cash 
for Philodril's oil exploration off Pala- 
wan island. He told the REVIEW that the 
sale saved him P150 million, which he 
can devote in part to Philodrill's oil explo- 
rations. 

As for the Lanuza group, the takeover 
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it had a trade deficit of US$5.93 billion. 

Industries that are heavily reliant on for- 
eign components are warning of produc- 
tion shutdowns if the government does not 
ease its import restraints. Reserve Bank of- 
ficials, however, have indicated that the im- 
port squeeze will remain in effect at least 
for several more months. Deputy governor 
C. Rangarajan says the bank's priority is 
to "honour all external financial obliga- 
tions." 





Reserve Bank stems the tide. 


of Philrealty could prove a turning point, 
as the Ortigas clan is known in the Philip- 
pines as a property owner rather than 
property developer. The patriarch of the 
dan, Francisco Ortigas Sr, accumulated al- 
most the entire Ortigas district during the 
US colonial era. 

The tradition was continued when his 
heirs divided the clan into three wings in 
1984-85. But when the real-estate boom in 
Ortigas took off several years later — driv- 
ing prices to P40,000 per m? from P1- 
2,000 per m? in the 1986-90 period — the 
dan found itself sitting on skyrocketing 
property assets. 

With Ramos out of the picture, Lanuza 
says that four other investors, including 
an unnamed Hongkong-based business 
group, will be buying minority shares in 
Philrealty. The new chairman of the com- 
pany, Miguel Campos, says that Philre- 
alty is eyeing prime development projects 
not only in Ortigas but Makati as well. 
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the sure bets on the Ortigas 
scene are neither Shangri-La nor Philre- 
alty. Instead, they place their money on 
Henry Sy’s SM Megamall and John 
Gokongwei's Galleria complex, owned by 
his property vehicle Robinson's Land. 


Nonetheless, government officials are 
considering measures to increase exports 
that would allow some easing of import 
controls. The measures could include in- 
centives to exporters to repatriate their for- 
eign-currency earnings and almost certainly 
a further depreciation of the rupee. The In- 
dian currency has fallen to Rs 21 against the 
US dollar from Rs 18.20 at the beginning of 
the year. 

But the government's main focus is on 
its capital account. The account worsened 
sharply in May, when foreign lenders re- 
fused to roll over US$1 billion of bankers’ 
acceptance bills, about 25% of India's esti- 
mated short-term foreign debt, from the 
State Bank of India for Indian Oil Corp. The 
central bank had to bail out the State 
Bank with an equivalent foreign-exchange 
loan. 

Matters have been made worse by the 
lack of a budget for the current fiscal year. 
Finance Minister Manmohan Singh's pro- 
posed budget, which the government 
hopes to pass by 25 July, will have to satisfy 
still undisclosed IMF conditions for the 
emergency credit. 

A reduction in the overall fiscal deficit to 
6.5% of GDP from 8.6% is believed to be the 
IMF's core target for the Indian economy in 
the current fiscal year. Economists say this 
will be a difficult goal for Singh to attain in 
this year’s budget since four months of the 
year will have already elapsed by the time it 
is approved and revenues from import 
duties are falling. Consequently, the gov- 
ernment is expected to seek a further US$3- 
5 billion in credit to help it through the eco- 
nomic restructuring to be pledged by 
Singh. In the meantime, it is looking at 
ways of turning gold into cheap foreign cre- 
dit. 

Gold is one of the main currencies of 


Ramos and Lazuna will be going head- 


to-head as EDSA Plaza, a condominium, 
hotel, and shopping mall complex, is vir- 
tually next door to Tektite Towers. Fur- 
ther, the real-estate market in the Ortigas 
district has plateaued, leaving many ana- 
lysts wondering how all the property pro- 
jects in the area will survive. 


Indeed, property analysts believe that 
property 


With Manila’s property market soften- 


ing, Shangri-La and Philrealty could face 
severe cash-flow problems in the months 
ahead. For the Lanuza group, it seems 
there is no going back. But for Ramos, a 
decision to concentrate his energies on oil 
exploration may not be far off. 


m Rigoberto Tiglao 


























as the preferred vehicle of savings for ordi- 
¿nary citizens. 
. The Bombay Bullion Association esti- 
ates the total amount of gold held in In- 
ian hands at 6,343 tonnes. Other estimates 
ut it as high as 10,000 tonnes. 
^. London-based Goldfields Mineral Ser- 
ices estimates that 168 tonnes were smug- 
led into India in 1990, up from 162 tonnes 
1 1989. This increase occurred despite the 
une 1990 repeal of the Gold Control Act, a 
aw that regulated the gold trade and limit- 
^ed individual holdings 
^^. The Reserve Bank of India has about 270 
tonnes of gold worth about US$3.4 billion 
.. at world prices. In addition, it has about 
-70 tonnes of gold confiscated from smug- 
~~~ In May, the central bank leased 19.6 
. .tonnes of the seized gold to the State 
. Bank, which sold it to the Union Bank 
of Switzerland with a six-month buy-back 
option. 
|... The deal effectively gave the State Bank 
«funds worth US$220 million at the London 
.. interbank-offered rate — then about 6.3% 
© It also allowed the bank to avoid the wide 
margin that India's low credit rating would 
normally have attracted. 
eu Another 10 tonnes of confiscated gold 
. has already been shipped out of India, ac- 
^^, cording to bankers, though central bank 
=; deputy governor Rangarajan said in mid- 
- June that he had no knowledge of another 
sale. With or without the sale, the govern- 
. ment has a substantial stockpile of this gold 
. to use for borrowing even with the 18 ton- 
-~ nes of gold it has retained from these re- 
serves for the export-jewellery trade. 


ankers believe the central bank will 
seek to raise about US$1 billion by 
ps some kind of gold-swap overseas. 
cs ‘But necessity is forcing New Delhi's finan- 
_. dial authorities to consider even more crea- 
tive policies. 
aS Two methods of tapping the country’s 
. private gold reserve are being considered 
_ by government officials. One would be to 
.legalise gold imports by resident and non- 
"resident Indians and take a cut from the 
proceeds. For example, non-resident In- 


















the country as long as they sold half to 
he government in rupees at the world 
price. 

- The other way would be to issue a form 
of gold bonds. Indians would be invited to 
end their gold to the government banks in 


strument under study is a bearer-bond paid 
for in foreign currency. 

. Private consultants, however, point out 
that either type of bond would have to be 
floated on a no-questions-asked basis. This 
would make the bonds off-limits to the au- 
thorities in charge of tax and exchange con- 
trols. a 
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dia's huge blackmarket economy as well 


lians could be allowed to bring gold into — 


return for a healthy coupon. Another in- - 


one —  —Á——MÓÀÓ ernie Hid eff a Rann Annan Arden 


ntil the eruption of Mt Pinatubo in 

central Luzon in mid-June, the 

Philippine economy was on its 

way out of the intensive-care unit. 
The disaster is likely to take some of the 
steam out of the incipient recovery, but not 
stop it in its tracks. 

Real GNP managed to grow by 0.19% in 
the first three months of the year compared 
with the first quarter of 1990. This was far 
below the 7.7% year-on-year growth for the 
same period last year, but it was an im- 
provement on the 1.5% decline of the last 
quarter of 1990, when a budget deficit and 
foreign-exchange crisis threatened to throw 
the country into a bad recession. 

An increase in domestic oil prices, a 20% 
cut in government expenditures, and a 9% 
import surcharge have been the main tools 
to prevent the economy from slumping. 
They have helped to instill business confi- 
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nomy’s consolidation. Despite the import 
tax and increases in power costs, manufac- 
tured exports rose 9% to US$1.4 billion in 
the first quarter. And even though there 
was a decline in exports of traditional com- 
modities like coconut, sugar and minerals, 
total exports grew by 3.9% to US$2 billion. 
Imports rose 7.8% to US$3 billion, mainly 
because of a surge in purchases in January 
aimed at pre-empting the 9% surcharge 
and a 34% increase in crude-oil costs. As a. 
result, the current-account deficit widened 
by 17% to US$1 billion. 

In a recent report on the economy to 
President Corazon Aquino, Finance Secre- 
tary Jesus Estanislao has argued that the 
rise in imports answers fears among indus- 
trialists that the import surcharge would 
push the country towards recesssion. But 
the trade figures indicate that the bulk of 
capital and intermediate goods were im- 


,. ported in January to avoid paying the tax. 


sic As a condition for the release of its US$380 
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dence, reflected in a 120% increase in the 
Manila stockmarket index since October. 

It was a 5.5% growth in agricultural out- 
put that helped the economy to grow in the 
first quarter, despite a drought. As ex- 
pected, the 9% import levy caused industri- 
al production to shrink by 4.4%, With cut- 
backs in government projects and a softer 
property market, construction fell. 

The stabilisation programme, however, 
had already laid the groundwork for 
growth. Interest rates have declined to 21% 
from their 35% peak in late 1990. Inflation is 
stabilising at around May's annualised rate 
of 18.8%. And the peso has even ap- 
preciated to P27.80:US$1 from the P28 
level it had held since October last year. 

The external account reflects the eco- 
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million third credit tranche, the IMF is in- 


5 tending to extract a commitment from the 


government to phase out the levy within 
the next few months. 

Overall, though, the finance secretary 
says that the economy is still “in a fragile 
state of initiating recovery.” It continues to 
be propped up by foreign loans. A net cap- 
ital jim of US$246 million in the first 
quarter (helped by a 74% reduction in loan 
repayments to US$449 million) enabled the 
balance of payments to post a surplus of. 
US$28 million, reversing a US$369 million 
deficit a year earlier. Approved foreign in- 
vestment in the country fell 28% to P9.2 bil- 
lion in the first five months of 1991, com- 
pared with the same period a year earlier. -` 

While nobody was expecting the Philip- 
pines to make a spectacular recovery in the 
next year or so, a modest amount of growth — 
was thought likely. The eruption of Mt 
Pinatubo, however, has thrown this por 
pect into some doubt. 

At worst, the damage to the surround- 
ing areas of Zambales, Pampanga, and 
about a fourth of Tarlac province, would 
halt production. there 1 ' rest of the 
year. The three provin 1 
of the central Luzon n reg 















growth rate for 1991 : 
reduced by half à percentage point. |. 

A more. optimistic view is. that Bor of. 
the economic activities affected are tied to 
the US bases at Clark and Subic Bay. These 
provide employment and cash locally, but 
do not have very -— links with the rest 
of the economy. E. Rigoberto Tiglao 
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fanila’s creditors agree 
USSL billion rescheduling 
_ > The Philippine Government said its 
-Paris Club of creditor nations has agreed to 
-reschedule official loans falling due before 
the end of 1992. Finance Secretary Jesus 
< Estanislao said the "unprecedented" 
concessions would enable Manila to 
postpone payments of principal and 
interest amounting to at least US$1.5 
, billion. The deal included previously 
 unrescheduled debts as well as payments 
due under reschedulings agreed in 1984, 
1987 and 1989. However, the US insisted 
the rescheduling be contingent on the IMF 
extending its standby arrangement to the 
- end of 1992. It is scheduled to expire 
on 31 August of that year. Manila had 
resisted this condition because it would 
- commit the next administration, due to be 
5 elected next May, to the IMF programme. 














: Huichison may join 
phone-satellite system 

-P Hongkong-based Hutchison 
Telecommunications signed an agreement 
with US telecoms-equipment maker 

` Motorola to enter negotiations which may 
result in Hutchison joining an international 
group planning a 77-satellite global 
portable-phone system. Hutchison had 
previously invested an unspecified amount 
with Motorola to develop the proposed 
network, now called Iridium. The group 
expects to have the system working in 
1996. 


Taiwan relaxes stance 
on imported labour 
P Taiwan's Council on Labour Affairs has 
indicated it will eventually approve work 
permits for up to 30,000 foreign labourers 
in more than a dozen occupations. The 
more relaxed rules will allow export- 
- oriented industries such as electronics, 
_ textiles, machinery and metal products to 
-apply for permission to hire foreign 
workers. It will also expand the numbers 
“of workers imported for government 
infrastructure projects. 


Jardine companies announce 
depositary receipt programme 
"M Jardine Matheson Holdings, together 
-with Jardine group companies Dairy Farm, 
«ong Land and Mandarin Oriental, 
mounced a sponsored American 
'ositary Receipt (ADR) programme, with 
Bank of New York acting as depositary. 
he move is part of attempts to diversify 
ading in the companies’ shares: they are 
dy listed in London, Hongkong, 
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Singapore, Australia and Luxembourg. 
Jardine Strategic Holdings is not included 
in the ADR programme. 


Singapore software firm 
launches public offer 


> Singapore’s CSA Holdings on 20 June 
launched a public offer of 37.4576 of its 
stock to raise 5$30.75 million (US$17 
million). The stock will be the first 
information-technology counter on the 
Stock Exchange of Singapore and the first 
Singapore listing since the Gulf War. CsA, 
a computer software and engineering 
company, forecasts a 1991 pre-tax profit of 
9$7.6 million on revenue of 55100 million. 


South Korean groups 
told to sell holdings 


> South Korea's Fair Trade Commission 
ordered the country's large business 
groups to sell Won 666.7 billion (US$922 
million) worth of stock investments in 
affiliated companies. The order is part of a 
government effort begun in 1987 to 
prevent further concentration of the 
country's big business groups. The 
commission said the sales must be 
completed by 31 March next year. 





Bangladesh to receive 

US$247 million in loans 

> The International Development 
Association (IDA), an arm of the World 
Bank, agreed to lend Bangladesh US$247 
million for two projects: one involving 
population and health, the other the 
transport and distribution of liquefied 
petroleum gas. The former project will cost 
US$600 million, with Australia, Belgium, 
Britain, Canada, Germany, Japan, 

the Netherlands, Norway, Sweden and 
the EC providing US$225 million, the IDA 
US$180 million and Bangladesh US$195 
million. The IDA will lend US$67 million to 
the gas project, costing US$95 million; 
Dhaka will finance the rest. 
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Thailand cuts foi 
of visitor arriva 
> The Tourism Auth 
reduced its forecast of 
after a fall-off in the firs 
Visitor arrivals d i 


coup and the recent Lauda Ara h. 7 
result, the TAT now projects full-year 
arrivals at only 5.4 million, less than 1 u 
on last year's figures. : 


Cambodia to allow 
Singapore air service 

> Direct weekly flights will start soon 
between Phnom Penh and Singapore, 
the official Cambodian newsagency 
announced. It said the flights would be. ^. | 
offered by Star Airways, a new airline set. 

up by an expatriate Cambodian based in. 
Hongkong. The airline will use leased 
aircraft, according to the report. 


HU. 





US firm to produce 
sunglasses in India 
» US multinational Bausch & Lomb is to | 
start a US$12.5 million venture with India's 
Ranbaxy Pharmaceutical group to produce- 
sunglasses, contact lenses and other _ 
products for the Indian market. Each. w 
have a 39,995 share in Bausch & Lomb: 
India, with the rest offered to: men ph 














Taipei, Hanoi conclude 
landing-rights agreement 


> Taiwan and Vietnam have signed a 
landing-rights agreement, though no 
airlines have applied to fly between the . 
two countries. The Civil Aeronautics _ 

Administration in Taipei said the = 
agreement allows for 12 round-tri 
week, beginning in November. 
Meanwhile, Taiwan’s EVA Airw 
issued an operating licence on 24 June 
allowing it to start services on 1 1 July. 
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‘Last sate to 24 June 


Latest 


Previous 3months Year 


week ago 


London (2) 360.80 367.30 359.50 
New York (3j 
100.90 98.85 107.95 
99.80 
London (7) 
ivery (June) 1,305.00 1,270.00 1,480.00 
KualaLumpur(1) —— 15.40 15.75 14.82 
New York (3) 
82.49 84.35 81.43 
7912 
; Kuala Lumpur (8) 
: Current delivery (July) 235.00 234.00 227.50 
- Sept. delivery 236.00 
ite Dhaka (11) 380.00 380.00 410.00 
Palm Oil Kuala Lumpur (4) 
-: Current delivery (July) 774.00 744.00 826.00 
Sept. delivery | 752.00 
~~ Sugar New York (3) 
Current délivery (July) 9.88 9.24 9.07 
S5: Oet. delivery 8.51 
vos. Pepper Singapore (9) 
o Sarawak Asta bik 100% 242.50 232.50 270.00 
c 05 Wheat Chicago (5) 
UR Burren celery Muy) 271.60 293.00 283.00 
Oct, delivery I l 279.40 
d Maize ; Chicago (6) 
s Current delivery (July) 234.60 241.60 253.50 
us Sept. delivery | 234.20 
(Rice D Bangkok (7) 
coo Bie white fob. - TE 302.00 302.00 333.00 
, > Soyabeans Chicago (5: 
555 “Currant delivery (July) 562.60 567.40 575,40 
Aug. delivery 563.20 
"Cocoa New York (7) 
Current delivery (July) 939,00 814.00 1,119.00 
Sept. delivery 987.00 
Coffee . New York (3) 
Current delivery (July) 84,80 64.30 93.05 
Sent. delivery 86.80 
"Petroleum 
Sumatran fight Tokyo (10) 19.05 18.80 17,30 
Brent London (10) 18.80 17.90 18.80 


| x “AY MS a ke (2)US$ an oz (3) USe alb (4) M$ atone (5) US¢ a 60 Ib bushel 
(6) US¢ a 56 ib bushel (7) US$ a tonne (8) PSS1, Me akg (9) 35 a 100 kg (10) USS a barrel 


(11) BWO, Chittagong/Mongla, US$ a tonne 
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C Economic Growth 96 (real (1) 
22124890. 4.5 
1991 - ge v 
2 International Reserves (5) . iat oo 
Latest 2 .. US$15.62b (Apt) 
"Year earlier .  U88i pA 46b . 
rade Balance (total merchandise 
test 3 months +US$0:91b dib&ga- 
vious 3 months  «US$0 70 .— 
ear earlier- +US80.18b 
Exports (7) RE 
Latest 3 months US$10.00b- 
i; change previous 3 months 48. 
9b k change year earlier +6.1 
im m Rl ose cu 
lae A months, © Us$911b — 
t. Change previous 3 months oB3 
change year earlier, — — ES ud 
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-change year earlier 
| nd Supply (3) 


"5 change year earlier 


Bek 3 months index average 
Ya change previous 3 months 


s change previous month - 


E" MATA 81-100 
Met pd Mar) 
427 
49. 


A l 








E agaon oo 


Economic indicators, selected Asian countries 


China 


$ 
T 


. U8$36.92b (Mar) 
 US$22.27b 


/«18$2.26b (Jan- Mari 
. Ae$3.82b — 


P  *US$0.820 


ujio 
X 


CAM UC 


^ USSIA 
MO 
+t 7 


^^ May 1990-100 
104.5(11) (May) 
Ag 


es 


FAR EASTERN ECONOMIC REVIEW — =) 


ago 
353.30 


111.20 


1,545.00 
16.45 


82,50 


233.50 
410.00 


670.00 


12.49 


300.00 


333.60 


282.00 


275.00 


599.40 


1,172.00 


85.65 


15.20 
16.15 


Source: Telerate, international js Organisation 


Rnb 1,468.19b (Oct-Dec) HK$552.41b [Apri 
a E uM 
3289 


| (1 } Off icial and other estimates of GDP (GNP in i) e Consumer Price Index A (3) M2 or currency pius bank deposits 4 iTo March. E IMF. F definitio of res 


+158 


Currencies US$i worth: 


Spot 
ratet 


' dollar 


Australia o 13080 

Bangladesh* taka 9585.7 0 

Britain = pound 06077 au 

Brunei dollar YTMBC 

Burma* yat $47 

Canada dollar 134315. 70 44 

France franc . B0495 | ". 8j 

Germany — — mak —— 1789 —— 

Hongkong dollar pur p 

India rupe - 210349. ^ 2 f 

Indonesia fupiah — 1,953200.  . 195200 3000 

Japan yen 13882 =. 140. 3919 9. 
Macau* pataca &05 B05 305: 
Malaysia dollar 2788 — "$75 279 
Nepal* rupee 33.409 53409 7. 314 DO. 
New Zealand . dollar — H6 20s 11955 00: OS 1703 - 
Pakistan rupee 24.2757 72449... — 224475... 21.8981 
Papua N.G. kina 0.9602 119624... 0.0506 09596 
Philippines peso 27 586 27.588 228195... 2818 
Singapore dollar er e FR s 00 12708 — 0 1848 
South Korea — won 726.40 723330. 42840 716.80 
Sri Lanka rupes 40.64... 40.643 22040 o o 38,78 
Switzerland franc 1.5335 15415; 7: 14365 ar: 
Taiwan NT dollar 27.1575 7495  — ' 27348  - 27380 
Thailand baht 2572 25.79 39500 25.85 


Communist countries: China US$«Rmb 5.2626 HKg«Rmb 0.65995. l 
Soviet Union US$=Rouble 0.6066. Laos USS-Kp? 700. 00. 
Vietnam US$=<Dang 8,700.00. Cambodia USS-Riel 600. 00- 


Other: SDR1«US$1.31423 ECUTSUS$1. 14234 S$-M$1 5732. : 
"Official rate. tMiddle rate. Source: Telerate for spot rates, Dao Heng. Bank Ltd for official rates 


Currency deposit and bond yields 


Eurocurrency and Asian currency unit deposit rates (Sj 
1 3 6 12 


10 year govi 
24 June month months months months bonds yield — 
US$ 6.00 6.0625 63195 - . 58125 8.34 
Sterling 1125 11.00 1075 | 1075. — 1057. 
Yen 7.878 L5 7525 E ons 6.83 
Swiss Fr. 8,00 78375 7935 . T8125 Wc AWO SE 
Dm 88125 8935... .90028 94198 —— 7 BM o 
A$ 10.0625 10.0625 1000 ^" 875 — 11.30 
c$ 8.5875 8.6875 875 a rer) “40.05 
ECU 9825 9.6875 — 9.8875 


Wm i, 







TOffered rate Source: Telerate, Salomon Brothers 










Hongkong India indonesia Japan Malaysia 
23 44) (3 56 10.0 
34 3.5-4(4) 7 88 85. 
na. USS1.450 (Ap)  US$8.09b Mar) - 
na. US83.77 USA. MD e 
 US$1.73b (Feb-Apr) US$}, 20b (lana 40880. 2e ana) wie 
= 20880.56b . AJS$2:35b - 2US$1.32b c8 
— -U8$1.28b -US$080b US$). 3s 
^. 05$1979b US$4.01b. usse. 8558) 
2odÁt +10.2 p S 
4116.7 4:13 er us 
US$21.52b US$6.10b- USS6. 10b(8) 
88 -103 90 
. 4380 +74 35.60 7 
Oct 84-Sept 85=100(2) 19822100 Apr 88-Mat 
155.7 (Feb-Apr) 201.7 (Féb- A) — A198 (Mar 
$4.8 £0 epus pA. Von 
312.9 37 7 HR. 
As 2.784) a) Rs 85.67 
40.9 + EL 
P" 


gr a 











| 2,000 


C] 1,100 SET index, 749.82 zo na» | 


1300 — 
Weighted index, USS1.6b i 
| 350. | $827 Pens) —— 1 gng ii 1200 | 


l : FERE: bet seat CURES ERAN NOU) SENS CRON AMOR ODNEE TURIS 
A SAS OND JEMAM J q| NEEINEIEXEITE 






T USS28.00b. Lg a tal - L US§73.32b (Ma) US$14.67b (Apr) 





ci 2,800 & W Average FS y^^ ^» 090 
nu emn Ao daily volume “yl 3& 5 Aei 
AER ec "aio e uj paf o m, 


ges c EN 56 Bg ET 7585 


Stockmarkets 





a | "okyo hit by share Kania III "d | New } York rn over er banking LO 
Jangkok continues to fall a a a Straits bourses buoyed by bargain | 
ng daa continued airport delays in week ending n i me 








PASEET E EE gc Vem E AR A EAE EEA EELE 


Hongkong 
l Hang Seng E 
,000 E 3,604.26 38.000 


sia thst nbs ari Stross POS EI LARES eshesi Dii dade NONE NIRE Rn mea E s d 










Kuala Lumpur E Pamay 
BSE Sensitive 


KLSE Composite | 
index, 623.07 "v 630 Le 150 Index, 1.301.0 


Average daily dm (Right acae E. 


Mea York indonesia 


turnover rus 2.6b Dow Jones e Jakarta Composite | 
. 3,200 ; * ' Industrials, 30,800 A index, 387.99 agp k 850 







E ———— rra alan seas A ind erre rere Pm rtr eerte SD aar ae HAAS AH eem 


Average daily 
(Fight seale) turnover US$13.6m 






(Le scae) ay 








V nene tp d e 1 SUM usen eterne A m Kv rr rae rr A 





d | 
P Isingapore 390 — | 9550 — has 
# Ali Shares Index, 403.27 Lal TT “Seoul (sa) 


* Average daily turnover Composite Index, 595.21 
USS30.3m iL ¢f scale) 400 Average daily turnover US$151.4m B00. 


riot PE RIEN ION EROS ERREUR, SN. ETIN MERE SOLES LATOR! DORER SERES Dabei Pit d db AMENS LOUPE, EELE IPS: Foren; ANESSE, SOREN ZEN. SONIS FRE NIMES ulia PEU TRIN SENPUNE EAEN MUNI AREE NETE E N GOES LOSEER MANCHA NIA Ln 


JASONDAIFMAM Jj JASONDJIFMAM J 


etant BAM HPN AS a BA NIE P H er Mri PS CUP n ee RM Vs ert rs Perm rrr ta na n RANA NP aa TR aa PE A A BA NIA, Tranent three RAYA RP ANS LER NT di MA Meet i rrr errem arm rerit a re rue e rede rep rt a m x aat ja A jt AR NUTA VI 














et, 000 













JASONDITMAEM. 





Bangkok 






rHew £ealand 
Barclays index, —— 
3 





"Average daily - 
turnover US$127. 6m 
(Lett scale) 








* 


Average daily turnover 
9.000 4,600 | U557-tm fight scale) 


enar get WM HARA NHANH it rre Hr entere nnn menn na riae rame iara mtt eher tate rmn nn 


UN E 


| 


| | 
V snm | NER 


$ 1 a M d a A 4, 900 
Xr Taipei Average daily turnover 








NN 





Average daily turnover 
u8$136.6m 










| intl World 
58065075 le A ON index aui: —— 0 


(Right egie) 













M 
eo 
5 





— — — — 


ptam —€———!— 


nre Pub vr a go THIS ASH He Vs re ein Mr rrr Ires ile dee Aran area rrr m rte ta asa aai ASA eem 








—— — —— Ha cenit ranma UN bent ahs i 









; Interbank interbank ‘Interbank 
24 June lending 1 montht 3 monthèt dinon i 


(83. ; Uu joe] Pe a LN "Australia ^ 1426 — 10375 10375 : 10575 
. Britain 01150 114375 uus T 


n South Korea Taiwan Thailand 





08621.8009. —  US$1442b ..— _US$6878b  USS1t.04b a o Hongkong ^ 1050 — 7.875 - 





ja de) dem sdb Mri ne 


reo » gr TE 
E i E 


Sg. uos 





^ spaas — (— Veoh — — c desi gga 
uoc o4. v. 395 : ^ 393 (03 
e a use. ‘Sb USS Oo USSi5 Sb USSo 24 


k oo emai 
53 425 . 0 26 224 


s | we d 56875 . 5: 
ES 7-2 4985+100 E 1986-100 —— 1986-100 | South Korea. nen ET 
hr M83 (Feb An) ..1899(Feb-Àp) — -. —— 1129(Feb-Ap) 122.5 (Jan-Mar | 
koi Talk S ao ^ +40 +04 Taiwan z 10.00 NEL e 

ia Ho c du. l 444 $5.8 "TX B "EO GENIS 
: p mE Thailand — 1550 — 1650 — 165 
| us EN 850 . 8.0625. 


pun (9H M3. (10) % change over «post 3 months ütfbOnemonh gro Official statisties © tOffered 1 rate ‘Soiree: “Tolerate and REVIEW Data 






ES 95b wa) EE Lad 70 4& (Aon) | md (Mar) z^ 561 oh (Feb) 
vt ET io ta | 


FAR EASTERN ECONOMIC REVIEW 





w he ritual act by Japanese political 
and business leaders of "taking re- 
sponsibility" for scandalous ac- 
tions close to them usually 
obscures the real reason for the self sac- 

~“fifice. The simultaneous resignation of the 

- presidents of Nomura and Nikko Securities 

^ ds no exception. 

- |. Yoshihisa Tabuchi and Takuya Iwasaki 

- | relinquished their positions at Nomura and 

..| Nikko respectively on 24 June, leaving most 

«|. people in the dark as to exactly what it was 

- | they were taking responsibility for. Proba- 
-bly that is the whole idea. 

D Both major securities houses — Nomura 

| is the biggest and. Nikko third largest in 

_ | Japan — admit to dealing with a Yakuza 

|. (gangland) boss in a manner which does no 

| good whatsoever to their professional repu- 
| tation. But these two houses, together with 

- the other two majors, Daiwa and Yamaichi, 

| are also being implicated in the act of com- 

| pensating favoured clients for losses suf- 

-. |. fered during last year's Tokyo stockmarket 

sS]. Which crime is the self-inflicted punish- 

..| ment designed to fit? Shroff's 

| guess is that the whole exercise 

|.] is designed to draw a smoke- &. 

' [ Screen over the true size of the NN. 

|; effective guarantees of \ 

_ | minimum returns — highly im- 

. | prudent to say the least — 

* (which Japanese brokers gave to 

| untold numbers of corporate in- 

|. vestors during the great Tokyo 
| 4j. bull market. 

. The total sums are probably 

p much too great for the brokers 

= to pay. By staging a public 

. [drama of self-sacrifice, possi- 

_ | bly with the connivance of the 

| Finance Ministry, Nomura and 

Nikko are putting their clients on notice 

that such guarantees will not be officially to- 

lerated let alone honoured. 

< Published estimates are that the big four 

securities houses paid out a total of X65 bil- 

lion (US$450 million) between 1987 and 

1991 to compensate favoured clients for 

losses suffered in successive market 

crashes, with Nomura and Nikko account- 
ing for the lion's share of this total. This 
looks like the tip of an iceberg. 

. Japan's securities and exchange law pro- 

hibits guaranteed principal or yields on in- 

. vestments, but not retrospective compensa- 

| tion for losses suffered. The Finance Minis- 

| try has frowned upon such practices and 

even disciplined 20 securities houses for 
carrying them out. 
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Nevertheless, the broking houses obvi- 
ously interpreted the rules very loosely dur- 
ing the five-year bull market, when they 
were competing hard with banks for the 
huge amounts of corporate liquidity in the 
system. They persuaded companies to raise 
funds they did not need, earning an under- 
writing fee in the process and promising to 
manage a chunk of the proceeds with an ef- 
fectively guaranteed yield of 7-876. 

Often the vehicles for most such guaran- 
teed retums were so-called eigyo tokkin 
funds, a fund through which cash-rich 
companies can invest their money and 
convert capital gain into income, thereby 
avoiding capital-gains tax. The securities 
companies had discretion to manage these 
funds in obvious conflict with their role as 
brokers. 

Managing money simply meant stuffing 
it into an apparently ever-rising market in 
those days. Peter Tasker at Kleinwort Ben- 
son in Tokyo suggests that something like 
Y4.5 trillion was raised through eigyo tok- 
kin funds. The stockmarket crash caused 
some ¥2 trillion of that to evaporate, 


roughly 40% of the market's value. Even 
for Nomura, whose recurring profits last 
year amounted to ¥250 billion, the obliga- 
tion to compensate investors for the non- 
performance of such funds would be pro- 
hibitive. 

Eigyo tokkin funds are being phased out 
now, but that is only after the horse has 
bolted. Further, there are numerous other 
forms of compensation agreements that 
brokers gave, including to one government 
welfare fund, for indemnitying stock and 
bond-market losses which still have to be 
worked out. 

The “conspiracy theory" — that the 
threat from this massive financial overhang 
is being obscured by a sideshow — is not as 
far fetched as might appear, given the 
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peculiar juo context. There was a | 
parallel last October when Ichiro Isoda | 
stepped down as chairman of Sumitomo | 
Bank, ostensibly to take responsibility for il- | 
legal loans made by an underling to stock- | 


market speculators. 
Was it 


other banks to the troubled property mar- 


ket became evident? Here, too, the tactic; 


seems to have been to demand a self-sac- 
rifice by a banking figurehead, nominally 
for one act of malfeasance, but really to 
wam the whole industry against a much 
greater evil, while diverting public attention 
from the unpalatable truth. 


Nomura and Nikko's involvement until : 


last October with Susumu Ishii, head of the 
Inagawakai, one of Japan's three largest 





simply coincidence that | 
Sumitomo's involvement in the Itoman | 
real-estate group became public just about | 
the same time that the heavy exposure of | 
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Yakuza syndicates, is certainly more than a. | 
trivial issue, even if it does provide a con- 


venient smokescreen. 


Ishii managed to secure around ¥40 | 
billion from Nomura and Nikko to help . 


speculate in the stockmarket. 


junior salesman. 
There are many lessons to 
be learned from this sorry 


not suffice. Shroff believes that 


the philosophy (ethics is pro- 


bably too flattering a Eme of 


Japanese business. 
The. behaviour of 4 
Japan appears to be dicte 
think they can get a 
what they owe to their constituents — i 






the Recruit scandal in 1988 proved. A simi- - 


lar attitude pervades in business and fi- 
nance when it comes to treatment of ordi- 
nary people, be they cli ents, shareholders 
or employees. | 

 Legislating . prohibitions, or even ba 
litating measures such as giving banks 
some access to Japanese securities business 








to break up a protected industry, will help 


only at the margin. Greater public account- 
ability, based on respect for individual 
rights, is the only long-term solution. 

^" W Anthony Rowley 


Nikko at least admits it knew 
who it was dealing with; Nom- . 
ura prefers to blame its involve- 
ment on the ignorance of a 


political leaders in 
t lated by what they” 
y with rather ie 


finance a golf course and to ^ 


state | 
of affairs. Ritual resignations, fi- - 
nance ministry investigations, - 
or even changes in the law, will — 


real reform requires nothing : 
less than a fundamental shift in. - 
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“Rescue me from my 


| ap — MIKE GORE, CREATOR 
OF THE WORLD FAMOUS 
SANCTUARY COVE RESORT - 


QUEENSLAND, AUSTRALIA. 


“I must liquidate these 2 properties urgently. 
I've got divorce lawyers and bankers all over me. 
Both Saddleback and Southport Square must be sold!” 


The largest 
development site in 





Saddleback 
Country Resort, 
Gold Coast Hinterland. ies — the Gold Coast CBD. 


* Recently a AUS $25 Million contract on 
this property did not settle ... Upset 
reserve now AUS $12 Million! 


* At 991 ha, this is the largest resort site 


® "Southport Square" is a comprehensive 
commercial development site on 
Australia's Gold Coast. 


* Most land parcels with existing 





for sale on Queensland's Gold Coast. Kárea N Tokyo AN buildings, some income producing. 

* Site large enough for 3 or more 18 hole CHINA im * To be offered firstly in one line, then 
golf courses! Hong Kong //o sold as 11 individual lots. 

G Approved "Special Facilities” zoning for © 9 lots from 505m? to 6310m?, zoned 
mutpio uses. a PACIFIC "Comprehensive" ... | 

è Ideal opportunity to create a fully (a OCEAN and 2 lots, 688m? and 2610m? zoned 


integrated residential golf resort. 


* Easily Australia's best golf resort site this 
close to major tourism and capital city 
infrastructures. 


* Natural, unspoilt bushland beauty. 
* ALLOFFERS WILL BE PRESENTED. building. 
* All enquires to Max McMahon * Contact Max McMahon 


T " Max McMahon — Special Projects Division 
| m Ph: INT'L -6175 88 0088 


Wednesday July 17 at 11am A/hrs: INT'L - 6175 97 1262 Snes, 
Ramada Hotel, Surfers Paradise Mobile: INT'L - 61018 75 1899 Dedicated ta Service 


"Light Industry”. 


è Suitable for multi use. Approved for 
restaurants, offices, retail showrooms, 
hotel and shopping complex ... 
approval in total for 42,500m? of 
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will allow green card with -f 
. investment of as little as ES 


US$250, 000. 


| to share in management 
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apartment buildings — 
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— Thecombined efforts of the Far Eastern 
Economic Review's large and highly 

— skilled editorial team have made it the 
premier source of information for those 
who do business, or have an interest, in 
or with Asia. As a testimony to the pub- 
lication's editorial quality, many 
Review articles have, over the years, 
been reprinted in newspapers, 
magazines, educational textbooks, 
newsletters etc throughout the world. 


AN EXTHA x 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 

is - an extra hand to hold copy at 
a height and position that's 
perfect for you. 















































* Heduces back and 
neck aches 

* Reduces eye strain d 

* Uses no desk space & ^ 

* Folds away neatly 

* Fixes left or right 

* Non-magnetic 






Should you as an editor, publisher or on 
behaif of an organisation, educational 
establishment etc wish to inquire about 
our reprint and copyright charges, 
please address your correspondence to: 


Editor 
Review Publishing Company Limited, 
GPO Box 160, Hong Kong 
Tet: 8328381 Fax: 8345571 
Telex: 75297 ECWEK HX 



































" 
^ i M 


iter, Florida 33468 














co AUS. A, dd 
(tel) 407-746-8995 Me ines trom at ie | | Yes, neres my checktors orn o ooo 
( fax) 407-747-8274 prompt, individual attention. Grippa copy holders. Mail them to: 
Name . Title — 
Company . »" Nec sa ea Mee a EN 
Address NOCTURNIS a 
For QUALITY response.. pe County PO Code . 





advertise in this section 


Make check payable to Telesis Investment Ltd., mail to GPO Box 11163, Hong Kong * 
SATISFACTION GUARANTEED, OR YOUR MONEY BACK 0704 |. 










Everyone under heaven needs to know 
about China today 


B The CHINA TRADE REPORT has its finger on the country's business pulse. 


B It provides answers to the basic question: Is there still money to be made from 
doing business with China? 


W What new opportunities are there for direct investment, joint ventures and trade? 
The rewards are ample for those who are patient and for the risk-taker. 
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such as superconductivity. 


bonded atoms from surfaces. 


BUSINESS AFFAIRS 


merican physicist Richard Feyn- 
man envisioned in 1959 that 
machine tools would some day 
build smaller mechanical mani- 
ulators. These new devices, in turn, 
would build even smaller ones. Eventually, 
he said, they might create new chemicals, 
atom by atom. 
Until recently, nanotechnology — en- 
gineering on a scale of one billionth of a 
meter — was the stuff of science fiction. But 
scanning tunnelling microscopes (STMs) are 
allowing researchers to map out, and some- 
times even manipulate, atoms embedded 
in the surface of conducting materials such 
as metals. 

STMs do not really tunnel to create their 
bumpy surface maps. Instead, they allow 
electrons to jump into the target material in 
an electric current. The STM probe tip is ex- 
traordinarily sensitive to changes in volt- 
age, which can be used to measure its dis- 
tance from the nudeus of each atom. As 
the probe tip travels above the chemical 
bond that links atoms, it expands 
downward to maintain a constant 
voltage, registering a valley. 

Contours of STM maps allow re- 
searchers to analyse the electro- 
chemical properties of silicon and 
other compounds. While impro- 
perly aligned atoms in crystal lattices 
reveal structural weaknesses, they 
also explain useful electrical qualities 


Even more important, STMs are 
capable of manipulating atoms. Al- 
though no scientific explanation has 
been furnished, tunnelling electrons 
from STM probes can pluck weakly 


In 1990, IBM researchers spelled 
"BM" with supercooled xenon 
atoms, the first nanoengineering 
ever achieved. Not to be outdone, 
Hitachi Corp. researchers repeated 
the feat at room temperature, carv- 
ing “PEACE 91 HCRL” on a sulphur 
atom medium. This competition may mark 
the beginning of the nanotechnology era. 

Shojiro Asai, general manager of 
Hitachi's Advanced Research Laboratory, 
believes nanomemory devices may allow 
certain limits of silicon technology to be sur- 
passed. In 15-20 years, he says, dynamic 
random access memory chips will reach the 
ulitmate storage capacity of silicon. 

In the nanomemory device that Asai en- 
visages, the removal of a single atom to 
create an atomic hole would encode one bit 
of digital information and vastly increase 


RESEARCH 


AND 


memory capacity. In theory, a 1-cm? surface 
composed of 1 quadrillion atoms could con- 
tain all human knowledge. 

Beyond nanomemory devices, research- 
ers hope to fine-tune the electro-chemical 
properties of crystals and other materials. 
Akinobu Kasami, director of Toshiba 
Corp.'s ULSI Research Centre, plans to trap 
electrons in quantum box structures only a 
few atoms thick, a feat already achieved by 
US researchers at IBM, AT&Ts Bell 
Laboratories and several universities. 

Depending on the material, such captive 
electrons occupy discreet energy states that 
could enable engineers to develop circuits 
and lasers with unprecedented precision 
and efficiency. These devices would con- 
sume less energy, cut down on excess heat, 
speed signal delivery 
and enhance minia- 
turisation. 

By incorporating 
microlasers into com- 
puter chips, Kasami 


Special miscroscope can scan semiconductor's surface. 


hopes to create opto-electronic circuits. 
Equally revolutionary inventions might in- 
dude the custom design of chemical 
catalysts, bioelectronic circuits and in- 
telligent fluids complete with software 
programs. 

Despite recent developments, according 
to Asai and Kasami, such products are at 
least decades away. Basic technological re- 
search, not production, is the task at hand. 
Commenting on the technical hurdles 
that nanomemories face, Asai says: "Once 
[Mitachi researchers] finished their atomic 
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A world in a grain of sand 


graffiti, we had to take a picture right away. 
Otherwise, we might never find it again." 

Thermal expansion of the material, Asai 
explains, could distort a nanomemory sur- 
face, confusing clumsy STM probes. In addi- 
tion, the slightest impurity such as a single 
floating atom might bond to an atomic 
hole, destroying information. 

To remedy these problems, STM oberva- 
tion devices will have to be refined. Asai 
hopes to construct a multiple probe array 
that can operate under stringent tempera- 
ture controls. To clear target surfaces of 
atomic debris, nearly absolute vacuums will 
have to be created as well. 

Kasami says the new devices will cost 
about US$4 million apiece. Other research, 


he says, will be too expensive for Japanese 


corporations to 

j pursue alone. 
The Ministry 

of International 
Trade and Indus- 
try (Miti) has been 
discussing a 
US$150 | million 
nanotechnology 
initiative with 
business leaders 
and academic re- 
searchers. The 
program could in- 
clude the estab- 
lishment of a new 
research centre in 

" Tsukuba science city. But bureaucra- 
tic politics, coupled to the demands 
of business leaders, have stalled the 


LOG AE. 

Many Miti officials are eager to 
sponsor the project, but they face an 
array of bureaucratic hurdles. One 
problem is simply how long the pro- 
ject has waited. “Its turn hasn't 
come yet,” a Miti official complains, 
“but it's getting near to the head of 
the line [waiting for approval].” 

Another obstacle is the constant 
number rule. Usually, to get started, pro- 
jects must claim a slot vacated by some old 
programme. Otherwise, budget officials 
argue, new projects would proliferate un- 
controllably. 

If Japan is to contribute to the develop- 
ment of nanotechnology, the country’s best 
researchers from government, universities 
and the private sector must work together. 
This will require a fundamental reorganisa- 
tion of Japan's stodgy national laboratories, 
something few bureaucrats appear willing 
to undertake. m Robert Crawford 
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»wissair Customer Portrait 90: Charan Burapharat, Governor of the Expressway and Rapid Transit Authority of Thailand. 


e 
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His business is the movement of people and goods, the length and breadth of Thailand. His special skills give him an 
xpert's overview of travel in all its forms. So naturally, Swissairs new M D-11, with its added space and comfort, is his 


1atural choice. A jetliner applauded by the world's travel professionals. 
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LETTERS 


Where Asia meets America 
It is with disappointment that we read your 
6 June cover package East Meets West. Not 
only does Hawaii seem to fall into the sea 
on the cover map, but the state is not men- 
tioned once in the five pieces written by 
Susumu Awanohara. Hawaii constitutes an 
integral part of any discussion of Western 
US-Pacific states, and by excluding Hawaii 
even as a special case the articles lose some 


of their appeal and objectivity. The absence 
of Hawaii in the story is surprising given- 


the REVIEW's habit of treating comprehen- 
sively topics regarding economic relations. 
Without question, Hawaii is the most 
Asian of the 50 states, geographically, 
culturally, and, in many ways, econo- 
mically. In the middle of the Pacific, it 
truly represents the point at which East 
meets West. It is the only state in which 
Caucasians constitute a minority and 
Orientals a majority. The economy relies 


considerably on Asian tourism and direct | 


investment. Business people in Hawaii are 
more attuned to Asia than anywhere in the 
US. The time differentials make Hawaii the 


only state where business can be comforta- | 


bly coordinated with Asia during regular 
business hours. The educational system is 
more in focus with Asia than any other. 
The University of Hawaii is the most Asia- 
Pacific oriented in the country, and Hawaii 
houses the largest research institution ex- 
clusively dedicated to the study of Asia and 
East meeting West, in the East-West 
Center. Not only that, but among its popu- 
lation are some of the most avid readers of 
the REVIEW. 
Perhaps the neglect of Hawaii will be 
corrected at a later date. We hope so. 
WILLIAM E. JAMES 
MICHAEL G. PLUMMER 
Research Associates 
East-West Center 
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Repetitious wrongs 
The letter from the press secretary to the 
minister for law, Singapore, who purports 
to speak on behalf of the president of Singa- 
pore [20 June], is a perpetuation of the 
“grievous injustice” that the privy council 

sought, apparently in vain, to redress. 

The press secretary sets out what he 
says were other reasons for refusing a par- 
don which were outlined by the attorney- 
general in his advice to the president, be- 
sides my failure to express remorse for 
crimes of which I was not guilty. The press 
secretary repeats the bizarre twists of fact 
and logic to which the attorney-general, a 
judge in his own cause, had to resort in his 
attempt to justify his prosecution of me, a 
prosecution that had caused the privy 
council "deep disquiet." 

First of all, to say that the issue before 
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the privy council was my disbarment and 
“not the criminal convictions is absurd. I was 
‘disbarred because of the criminal convic- 
‘tions and my disbarment was set aside 
solely because the privy council held every 
one of my convictions to be whoily wrong 
in law. There was no need to consider any- 
Secondly, the opinion of the.attorney- 
| general as to my moral culpability is no 
-. more relevant than my opinion of him. If 
< he honestly believed that I was legally 
guilty in spite of the privy council's judg- 
ment, the onus is on him to prove my guilt. 
This he has to do before a legally consti- 
: tuted tribunal and not set himself up as the 
final arbiter, deciding on his own prosecu- 
tion. 

Finally, to suggest that the refusal of a 
pardon was a favour to me, granted to free 
me to pursue other avenues, is nonsensical. 
The privy council’s judgment expressly 
contemplated that I should be given an im- 
mediate pardon. 

J. B. JEYARETNAM 
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No dam plans 
_ With reference to your INTELLIGENCE item 
* "Dam Row" [27 June] please note the fol- 
^ lowing discrepancies. 
Erik Skoglund did not "resign." The 
. . Mekong Secretarias executive agent is 
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repeatedly on record as stating that all 
Mekong projects must be thoroughly inves- 
tigated, including their social and environ- 
mental impacts. He is absolutely not, as 
you suggest, "pressing ahead with plans to 
build the Pa Mong dam across the Mekong 
river between Laos and Thailand despite 
the environmental costs." What he is force- 
fully advocating is the completion of 
studies to enable the governments of the 
member countries to make responsible de- 
cisions based on the best available informa- 
tion. 

Sweden continues to make significant 
contributions to the Mekong Committee's 
development programme, especially with 
regards to the environment. Representa- 
tives of the Swedish International Deve- 
lopment Agency recently visited the Me- 
kong Secretariat for discussions on con- 
solidating earlier work and continuing their 
support for the next three years. They are 
actively recruiting a replacement for Skog- 
lund. 

Studies on Pa Mong continue with the 
objectives of mitigating socio-economic and 
environmental costs. Comparisons with 
fossil fuel alternatives will be made. 

RAY F. ORAM 
Public Information Unit 
Bangkok Mekong Secretariat 


b> We stand by the story. 
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Nature, it would appear, will resolve the 
US-Philippines bases pact. Raul Man- 
glapus, decidedly anti-US (unless an exor- 
bitant rent is paid), left his final move too 
late. Corazon Aquino, as indecisive as ever, 
steadfastly refused to make her decision, 
despite the US saving her government on 
many occasions. The silent majority of 
Filipinos remained that way and possibly 
has lost the best benefactor any country has 
ever known. 

The silver lining to the dark cloud is 
that, in a decade or so, all that land will be 
extremely fertile and wonderful for rice 


JOSE CUENCO 


Public relations slur 

I refer to the comments of Edith T. Mirante 
[LETTERS, 27 June] concerning the reported 
activities of Burma’s State Law and Order 
Restoration Council (SLORC).. Whatever her 
views concerning the alleged involvement 
of SLORC in the matters mentioned, the slur 
cast upon the public relations sector by the 
writer's appalling ignorance of its tech- 
niques not only seriously detracts from 
the points which she wishes to make but 
calls for a response from the sector in the 
interest, if nothing more, of balancing the 
record. To represent "defusing" by altered 
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The Boeing Stratocrutser was destined for She ts called the Queen of tbe Sky, the 
journeys across continents and oceans nonstop. Boeing 747. And she rules with unprecedented 
range and extraordinary comfort. This 


Comfort was paramount: extra-wide 


cabins and air conditioning, dressing newest version can fly 400 passengers 





rooms and sleeping berths, a spiral ndis one-third of the way around the world 
The Boeing Stratocruiser, 1947 

staircase and lower deck lounge. Speed was essen- nonstop. The 747-400 is one of three Boeing models 

tial: the fastest wing of its day, a cruising speed of flying transoceanic skies today. And by mid-decade, 

340 mph over a range of 4,600 miles. The Strato- they'll be joined by the new 777, giving global trav- 

cruiser set the stage for the launch of the jet age. elers a world of range and comfort to choose froi. 
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Working together at 1/N TEK, tbe world s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 


NIPPON STEEL 
the leading edge of technology 












vasis, the denial of known facts and 

er up" as methods typical of the busi- 

S of public relations in the 1990s is to do 

rave injustice to the sector, which will be 

nly felt and strenuously rejected by 
responsible practitioners. 

` Hongkong 
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. Shanghai surprise 
_ Harriet Sergeant's Shanghai [Weedy, greedy 
. and seedy, REVIEW, 21 Mar.] was quite 
a surprise for me. By coincidence I had 
just finished reading Pan Lings In 
Search of Old Shanghai and Enid Saun- 
: der Candlin’s The Breach in the Wall — 
and found myself reading them all over 
again. | 
Sergeant does occasionally give token 
attribution. However, we are not talking 
. random sentences or paragraphs here — 
we are talking large chunks of these and 
_ other books, unencumbered by quotation 
marks and preserving the authors’ unique 


. wording. | 
— The kindest interpretation is that 


Sergeant has been badly served by her re- 
„searchers. Perhaps they did not make clear 
that the large extracts she was so neatly 
stitching together were lifted in toto from 
| other authors’ works. 
© This aside, Sergeant does us a welcome 

service. No longer need we read a number 

of books to get our Shanghai history. She 
has thoughtfully assembled it for us, origi- 
nal texts intact, in her book. 


Shanghai TESSA ST JOHN 


Saving watts and bahts 

Your article on the privatisation of the Elec- 
tricity Generating Authority of Thailand [27 
June] ended with an aside that EGAT “is at 
last showing a little interest in energy con- 
servation.” 

In fact, after EGAT submits its master 
plan for demand-side management of elec- 
tricity (read energy conservation) in late 
July, Thailand will be the first Asean coun- 
try to have a coordinated, utility-sponsored 
electricity conservation effort. The energy- 
conservation programmes, which will be 
jointly run and funded by EGAT and Thai- 
land's two distribution utilities, the Metro- 
-politan and Provincial Electricity Au- 
thorities, will begin with pilot projects to 
„Save energy in houses, office buildings and 
factories. 

. ^ Prodded by Thailand's National Energy 
Policy Committee, which last October re- 
quired that the utilities submit a demand- 
Side management plan, EGAT has finally 
recognised that investing in conservation is 
an inexpensive, cost-effective and environ- 
mentally friendly alternative to investing 
in large, new fossil-fuel-burning power 
plants. 

->in any event, Thailand's electricity use 
will continue to grow at a breakneck pace. 
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9,000 MW and expanding by 1,000 MW per | 
year. If an ambitious set of energy-conser- 
vation programmes are in place, this could 
be reduced to about 800 MW per year in the 
short term. 


PETER DU PONT 
International Institute for 
Energy Conservation 





Indifference on India 
The article A death in the family [30 May], | 
by the REVIEW's New Delhi correspondent | 
makes miserable reading. Starting with the 
general election "aborted" by the Gandhi 
murder, followed by a map of "Black 
India," the entire write-up smacks of nega- 
tive, destructive journalism. If the writer 
could present facts as he knew, without at- 
tempting to pour out his sour opinions and 
intemperate conclusions, the article would 
have read much better. 

His sitting in judgment on the "end of 
familiar rule by generations of a great fam- 
ily and even on the existence of the Con- 
gress party" as well as his conclusion that 
“if the blame of the assassination is traced 
to a group or movement, the possibility of 
wholesale slaughter is real," reflects the 
callous indifference of a journalist appa- 
rently ignorant of India, its people and its 
politics. 
Jakarta 
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invade first, ask questions later 
Like vintage wine, Derek Davies’ TRAVEL- 
LER'S TALES seem to get better with age. 

Davies' narration of the proceedings of 
the 40th assembly of the International Press 
Institute at Kyoto [23 May] makes interest- 
ing reading indeed. Davies reported that 
"few of the American press contingent 
there questioned the rightness of the Iraq 
operation except for the blatant censorship 
and news management." 

I wonder if the majority of the American | 
press contingent at Kyoto, who did not 
question the rightness of the Iraq operation, 
ever questioned the Turkish invasion and 
occupation of Cyprus in July 1974 and the 
Indonesian invasion of East Timor in De- 
cember 1975. 


E aaa A E mAN AAAA e A N a ES A NAAA AEA E A AAN, 


anmann aiana anan Tan Ents maaa s 


Kuala Lumpur FAN YEW TENG 


Hotel mathematics 
I have no idea whether the Holiday Inn — 
Lhasa is "virtually empty" or not, but its | 
general manager’s response [LETTERS, 6 
June] really confused me. How does one | 
get 441 guests per day from 32% occupancy 
in a 509-room hotel, even if 61.9% of the oc- 
cupied rooms have two people in them? 
Maybe more than the rooms are empty at 
the Holiday Inn — Lhasa. Must be the thin 
air. 

San Francisco 
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MATT a mm annem tree aas rr rrr a ua eur e P aAA A d HI ITA PE PV aa A AT TA aa a i a MEZ 




























over 2,500 subscrib- | 
erstothe Far Eastern | 
assisted us by com- | - 
pleting a confidential | 
tional companies ac- | 
tive in Asia. As a | 
result, a total of | 
HK$20,000 will be | 
contributed at their 
request to the Red- 
Cross, Save the 
Children, United Na- - 
tions High Commis- - 
sioner for Refugees 
and the World Wide 
Fund for Nature. —— 








Thank you for your 
generosity. | 





FarEastern Economie | 






m— ———————— toon oe 







































Negotiations 
among the US, 
Canada and 
Mexico on the 
setting up of a 
North American 


Mexican challeng 





causing jitters 

_ throughout Asia. 

I === Concern is 

a a that products from Mexico, 

-Which was written off as an indebted 

- basket case just 10 years ago, will replace 

. Asian exports to the US and that Mexico 

Will attract investment Asian countries 

would have received otherwise. Such a 

_ trade bloc would have seemed far-fetched 

-a year ago, but Washington bureau chief 

: Susumu Awanohara looks at how the 

_ breakdown of global trade talks in 

_ Brussels last December and growing US 
- frustration with certain trading partners, 

- particularly Japan and the EC, have 

_ transformed the mood in Washington in 

- favour of closer ties with its 

. neighbours 42 


-Vietnam : Party Congress 

- « v The seventh congress of the Vietnamese 

|. Communist Party introduces sweeping 
J^. leadership changes, including the 

appointment of a new general secretary to 
MES tepane retiring party chief Nguyen Van 
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APEC Advantage 

. Hongkong stands a good chance of 

. gaining entry to the Asia-Pacific Economic 
Cooperation (APEC) grouping at the 
forum's annual ministerial meetings in 
November in Seoul. Members have until 
now been stymied by disagreements over 
whether and in what order the three 
China's — Peking, Taipei, and Hongkong 
— should be admitted. Peking has 
pushed hard to get in first, followed by 
Hongkong, with Taiwan to join only after 
accepting China's longstanding invitation 
to accept a Hongkong-style status. But 
diplomats in the main member countries, 
including Australia, the US, and some 
Asean nations see inviting Hongkong, 





Linh, but there was little concrete 
discussion of the economic problems 
facing the country 10 


Diplomacy : US-South Korea 
US pundits call for the removal of US 
nuclear weapons from South Korea in 
order to test the North 11. 


Interview : Ali Alatas 

Indonesia's foreign minister gives his 
views on regional and global issues 12 
Asean : New Thinking 

A regional non-governmental group is 
pressing for a new set of initiatives in a 
bid to spur Asean leaders 13 


Sri Lanka : Tamil Tigers 

Separatist Tamil Tigers bomb the 
country's military operations centre to 
prove that they can strike at will 15 


Japan : Sect War 
Long-simmering differences 
between the clergy and lay 
movement of Nichiren 
Shoshu, Japan's most 
powerful religious group, 
have intensified into an 
open battle for control. 16 


Soviet Union : Korean 
Minority 

The country's citizens of 
Korean origin, normally a 
docile minority, are 
beginning to assert 
themselves with candid 


with its strong free-trade credentials, 
to join first as a way of postponing 
further action on the China-Taiwan 
problem. 


Reluctant Negotiator 


The word is out in Manila that US semor 
negotiator Richard Armitage has become 
increasingly reluctant to deal with Foreign 
Secretary Raul Manglapus and his deputy 
on the Philippine panel, Health Secretary 
Alfredo Bengzon, in the prolonged talks 
over the future of the now-damaged US 
bases at Clark and Subic. The Americans 
apparently feel the two officials are both 
being deliberately unreasonable. No one 
at Malacanang Palace, however, is willing 
to pass the complaint on to President 
Corazon Aquino. 


Flights of Faith 


British Aerospace (BAe) has offered to 
replace its three advanced turbo-prop 
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es new questions onthe | 





future ofthe American Das icula and 
Subic 18 

Australia : ‘Labor Party | 

While the governing Labor Party 


concerns itself with internal power 
struggles and faction fighting, business 
leaders and the unemployed despair at its 
leadership 20 


Hongkong : Smuggling 

Freighters operating out of the colony and 
fishing boats from China and Taiwan are 
the vital links in a multimillion-dollar - 
cigarette. smuggling racket 21 


(ATP) aircraft sold to Biman Bangladesh 
Airline provided the airline resumes 
flying two grounded ATPs. The deal is that 
BAe would help Biman in its fleet 
planning and provide four BAe 146 aircraft 
in exchange for three ATPs and two other 
aircraft. The BAe-Biman dispute arose last 
December when the airline grounded two 
ATPs after an accident involving one of 
them and refused to take delivery of a 
third ATP for which payment had 

been made. After a thorough 
investigation, BAe reported there was no 
engine problem with the ATP but that the 
accident was a result of pilot error, 

and refused Biman's demand that the 
three ATPs be replaced with other aircraft. 
However, worried that publicity over the 
dispute would affect future sales, BAe 
offered a barter deal after the Bangladesh 
airline resumes flying the ATPs to prove 
there is nothing wrong with the highly 
sophisticated aircraft. 
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stan : Violence 

ate of killings in Punjab spreads 
among the population and shakes 
confidence of the government 22 








esia : trian Jaya 
An entrenched suspicion of central 


: government policies and a persistent, if 
low-key, separatist movement are only 
.two of the problems facing Irian Jaya as 


an energetic governor attempts to close 






the widening development gap between - 


Indonesia's largest but most sparsely 
. populated province and the more 

. advanced western regions of the 
county 23 


Arts and Society 





‘Cartoonists : Hongkong 

The territory's cartoonists sharpen their 
; Satiric pencils amid the gathering gloom 
of Hongkong's future. 28 

-Letter from Sexmoan 30 





Business Affairs 


India : Economies 

Finance Minister Manmohan Singh is 
facing few easy options as he puts the 
finishing touches on the country’s 
toughest-ever budget 34 


Taipei : Banking 
The Ministry of Finance grants 15 new 
banking licences amid worries that the 


Rules of the Game 
Acting Vietnamese 
Premier Vo Van Kiet, 
long believed to be a 
key advocate of 
Hanoi's open-door 
policy, recently 
surprised observers 
by preventing four 
ministers responsible 
for economic affairs 
from accepting an 
invitation from a Thai company to visit 
Thailand. Kiet reportedly asked the 
Foreign Ministry to investigate why these 
munisters had been singled out for 
invitations and ordered that future 
invitations to specific officials be turned 
down. The ministers who had their trips 
to Thailand cancelled — including State 
Planning Chairman Pham Van Khai, 
inister Hoang Minh Thang and 


Kiet. 


Dau Ngoc Xuan, chairman of the 





“sector is becoming dangerously 











overcrowded 35 
Japan : Commodities 
Tokyo’s failure to stop Taiwanese pork 
from being dumped in the domestic 
market is angering the EC 37 


Pakistan : Industry 


The takeover of a fertiliser maker may put . | 


some life into the country's privatisation 
programme 37 


Japan-Burma : Economic Relations 

In the last of a series on Japan's economic 
ties with its Asian neighbours, the unusual 
and awkward relationship between 
Tokyo and Rangoon is examined 39 
Roots of reliance 40 


Bangladesh : Policies 
The new government appears resolved to 
pursue economic deregulation 46 


Hongkong : Banking 

The Bank of Credit and Commerce 
Hongkong posts an attributable loss of 
HK$431 million for 1990, but it insists that 


Joan-doss provisions are a one-off 


contingency 47 | 

Japan : Finance. 

A reduction in the official discount rate is 
aimed at preventing à stockmarket 
collapse that could undermine the 
financial system 48 


Indonesia : Banking 
The conviction of a high-flying banker on 
corruption charges raises questions about 


Committee for Investment and 
Cooperation — are key players in the 
campaign to woo foreign investors and 
expand Vietnam’s trade relations. 


Pre-emptive Strike 

The Thai Ministry of Finance and the 
Bank of Thailand have quietly told the 
Stock Exchange of Thailand to resist any 
new listings of real-estate companies or 
capital hikes of currently listed ones. Both 
are afraid that these firms are not only 
coming to dominate the market capital- 
wise, but are sucking up fresh capital so 
fast as to put a damper on listings and 
capital hikes of other more solid firms, 
including Thai Airways International and 
Thai banks. Government officials fear that 
a market heavily weighted towards 
real-estate companies, almost necessarily 
speculative and rumour-driven, would 
scare away local and, more importantly, 
foreign institutional investors just when 
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the country's manufacturing and financial 
sectors need a strong boost of equity 
capital. 


Jaguar Jumble 

India’s state-owned Hindustan Aircraft 
Ltd (HAL) is scouting for export orders for 
the Anglo-French designed Jaguar jet 
fighter. It is hopeful of at least top-up 
orders from existing Jaguar operators — 
Ecuador, Nigeria and Oman — which 
would earn about US$12 million apiece. 
Behind the export drive is an 
embarrassing situation: for two years HAL 
has been delaying an Indian air force 
order for 15 Jaguars because of a shortage 
of foreign exchange to buy components. 
Given the Indian foreign-payments crisis, 
no relief is in sight. Although HAL now 
has the only Jaguar production line on 
steam, sales prospects appear dim 
because HAL has little by way of a 
marketing and support network. 
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VIETNAM 


Party congress switches leaders but skirts policy issues 


More of the same 





By Murray Hiebert in Hanoi ! 
^" T oso à Communist Party, meet- 








ing in its seventh congress from 

24-27 June, introduced widespread 

leadership changes and renewed 
its call for continued moves towards a free- 
market economy while carefully avoiding 
specifics on the details of reform. 

Seven members of the former 12-man 
ruling politburo, including ailing party chief 
Nguyen Van Linh, 75, leader of a group of 
economic reformers who captured control 
of the party at its last congress in 1986, were 
dropped from their posts. Linh, who asked 
to retire, was replaced by Premier Do Muoi, 
74. 

Muoi, who was treated with suspicion 
in the south when he was elected 
premier three years ago because of his 
leading role in abolishing capitalism in 
the late 1970s, has received fairly high 
marks from technocrats for his recent at- 
tempts to move the country towards a 
market-oriented economy. 

Like Linh, Muoi has been a key actor 
in working out compromises between 
the party's orthodox communists and 
more liberal reformers. But the congress 
shed little light on whether he will now 
attempt to speed up the pace of reform. 
Speeches by top leaders were thin on 
the details of new economic policies, 
focusing instead on an attempt to ham- 
mer out the party's ideology in the face 
of the collapse of communism in Eastern 
Europe. Any new policies will have to 
be worked out by the new central com- 
mittee in the coming months. 

Because the newly elected party chief 
worked closely with Linh for the past three 
years, most observers think that Muoi will 
try to avoid doing anything drastic in the 
fields of economic policy, at least in the 
near future. But this cautious approach will 
be challenged by technocrats and younger 
party members who are convinced that 
more rapid economic and political change is 
necessary to rescue the country from its 
continuing economic crisis. 

“Most of the debate at the congress fo- 
cused on ideology, but for what?" one offi- 
cial asked. "Vietnam badly needs to clarify 
its balance of international payments and 
find new markets, but this wasn't discuss- 
ed." 

Many Vietnamese economists believe 
that decisions regarding the inefficient state 
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sector, which continues to push up the 
government's budget deficit and fuel infla- 
tion, will be a key indicator to how fast the 
party plans to move towards a free-market 
economy. But some technocrats hoping 
for quicker reform fear that the continuing 
stress in the newly adopted party platform 
on the leading role of the state in the coun- 
try's economy will strengthen the hand of 
conservatives who argue that a major gov- 
ernment role in industry is a vital symbol of 
Vietnam's continuing communist ortho- 
doxy. 

While the outlook for economic reforms 
is murky, some changes in foreign policy 
appear likely as a result of the decision to 
drop veteran Foreign Minister Nguyen Co 


Thach from the politburo. Thach told jour- 





Muoi at a post-congress press conference. 


nalists that he stepped down "out of my 
own personal wish," but it had long been 
an open secret that the independent- 
minded Thach was out of step with Hanoi's 
collective-style leadership. 

Already last June, Thach had lost con- 
trol within the politburo of Vietnam's two 
biggest foreign-policy problems — resolu- 
tion of the Cambodia conflict and normali- 
sation of relations with China — to Defence 
Minister Le Duc Anh, 71, who rose to 
number two in the new politburo. "Thach 
was very able, but he was not in line with 
Linh on foreign policy," one party source 
said. "He had too many big illusions about 
the US and the West, and Peking was 
against him because he had a long history 
of opposing China." 

Thach stepped down with the flair 
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which has made him one of Vietnam's best 
known leaders abroad. In a speech to the 
1,176 delegates, Thach visibly angered out- 
going party chief Linh by taking pot-shots 
at China's frequent foreign-policy changes 
and surprised the Soviet delegate to the 
congress by indirectly criticising Moscow 
for siding with the UN Security Council 
rather than the Phnom Penh government 
in seeking a settlement of the Cambodia 
conflict. 

Discussions continue within the party 

on a new foreign minister. Thach himself 
nomihated Deputy Minister Tran Quang 
Co, who was re-elected to the central com- 
mittee, but party sources say they are "not 
sure the new politburo will listen." 
Unless Thach's successor is chosen from 
within the politburo, the new minister 
will be responsible to the new head of 
the central committee's international re- 
lations department, Hong Ha, who was 
elected to the secretariat. Ha is a former 
editor of the party daily and has little 
foreign-policy experience. 

"None of the new top leaders under- 
stands the international situation," one 
official complained. "Not only is this a 
weakness, it's a real danger." 

Thach's removal could have its posi- 
tive aspects, however. Many Vietnam- 
ese officials believe his departure will 
make it easier for Hanoi to normalise 
ties with Peking, which soured shortly 
before Vietnam's invasion of Cambodia 
in 1978. 

Both Linh and Muoi have sought to 
improve relations with China in recent 
years, particularly since the chaos in 
the Soviet Union made it a less reliable 
counter-balance to Vietnam's giant north- 
em neighbour. Last September the two 
leaders made a secret trip to Chengdu 
— which was sharply criticised by Thach 
— to try to find a compromise on the 
Cambodia conflict. Perhaps as a signal 
that China might be willing to recon- 
cle with Hanoi’s new leadership after 
Thach's departure, the Chinese Com- 
munist Party sent a congratulatory message 
to Muoi. 

Asean diplomats, who have long view- 
ed Thach as a barrier to compromise in the 
Cambodia conflict because of his hostility 
towards China, believe a change in the For- 
eign Ministry could also make it easier for 
Hanoi to seek an accommodation in the 13- 
year war. Many observers believe the new 
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foreign minister will stress relations with 
its neighbours in Asia and put less em- 
phasis on normalising relations with 
the US which repeatedly spurned Thach’s 
overtures. 

The other leaders dropped from the 
politburo included President Vo Chi Cong, 
Nguyen Duc Tam, head of the central com- 
mittee's powerful organisation department, 
and Interior Minister Mai Chi Tho. The 
positions of Thach, Tam and Tho had been 
weakened last year by the death of their pa- 
tron, Le Duc Tho, long one of the most do- 
minant men in the Vietnamese leadership 
and a frequent rival of Linh. 

Defence Minister Anh, is widely tipped 
to replace Cong as president, a post that re- 
portedly will be upgraded after a new con- 
stitution is adopted by the national assem- 
bly at the end of the year. As president, 
Anh is expected to chair a re-constituted 
national security council, which will guide 
Vietnam's defence, security and foreign 
policies. He is also being groomed to take 
over leadership of the party from Muoi, 
who is not expected to keep his post for a 
full five-year term. 

Besides Muoi and Anh, only three other 
members of the former politburo survived. 
Vo Van Kiet, 69, now ranks third in the rul- 
ing body and will probably replace Muoi as 
premier. Kiet, a southerner, is one of the 
most liberal members of the politburo, but 
he is often criticised for his limited under- 
standing of economic affairs. Dao Duy 
Tung, 67, who was in charge of ideology in 
the old politburo, is expected to be named 
permanent secretary of the secretariat 
which runs the party's affairs. Gen. Doan 
Khue, 68, is currently army chief of staff 
and will probably take over Anh's job as 
defence minister. 

The seven new politburo members in- 
dude four southerners, raising the total 
southern membership to five compared to 
only one in the outgoing body. Most of the 
new appointees, however, are long serving 
apparatchiks who are likely to stress con- 
tinuity rather than radical reform. 

Nguyen Duc Binh, 64, who is 
to take over the central committee's ideo- 
logy department, is director of the Nguyen 
Ai Quoc Institute, which trains 
cadres, and the new politburo's staunchest 
advocate for maintaining strong state con- 
trol of the economy. 

The list of new appointees also includes 
Soviet-trained economist, Phan Van Kai, 
58, the current chairman of the state plan- 
ning commission, and Bui Thien Ngo, 62, a 
southerner who is expected to replace Tho 
as interior minister. Ngo studied in the 
Soviet Union and is considered to be one of 
the more open-minded leaders of the coun- 
try's rather xenophobic security apparatus. 

Nong Duc Manh, 51, a member of the 
Tay ethnic group, is the first minority 
leader to be elected to the politburo. He will 
be responsible for dealing with problems in 
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DIPLOMACY 





Nuclear 
reaction 


Prominent among the cast of characters 
in South Korean President Roh Tae 
Woo's state visit to Washington on 1-3 
July were American pundits advocating 
that the US should remove any nuclear 
weapons it has in South Korea in order 
to halt North Korea's suspected nuclear- 
weapons development. Roh skirted the 
proposal and President George Bush 
did not pursue it, but the advisers are 
convinced their counsel will prevail be- 
fore long. 

Just days before Roh's arrival, Will- 
iam Taylor of the Centre for Strategic 
and International Studies, an influential 
think-tank, annoyed South Korean offi- 
cials with an opinion piece in the Wash- 
ington Post. "North Korea's foreign 
minister has just stated that his govern- 
ment will not permit international in- 
spection of North Korea’s nuclear 
facilities unless the US permits inspec- 
tion of its nuclear weapons in South 
Korea," Taylor wrote. He added poin- 
tedly: "This presents a major oppor- 


the mountainous areas which have bene- 
fited least from the country's five-year eco- 
nomic reform programme. 

The shake-up is expected to lead to 
wide-ranging personnel changes in the 
party and government in the coming 
months. Replacements for some ousted of- 
ficials will be named when the national as- 
sembly meets in late July. 

The personnel changes in the party 
secretariat, which runs the country on 
a day-to-day basis, were even more drastic 
than those in the politburo. Only three 
old members survived, 
and the six newly elected 
members included Moi, 
Anh, and the first woman 
to reach the upper eche- 
lons of the party, Truong 
My Hoad, who is deputy 
head of the women’s 
union. 

Changes in the new 
central committee were 
less sweeping. Only 42 
new faces were added to 
the 146-member body. 
Most of the new members 
are party or government 
officials from the central or 
provincial levels. This 
came as a disappointment 
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Thach: out of step. 


tunity that should be seized im- 
mediately.” 

On the day of Roh’s arrival, Alan 
Romberg of the Council on Foreign Re- 
lations, an elite group of foreign-policy 
opinion makers, wrote in the Los Angeles 
Times: “If North Korea does sign [a nu- 
clear safeguards] agreement . . . Bush 
and Roh should consider a bolder and 
more imaginative approach." 

The doyen of America's East Asian 
studies, Robert Scalapino, was in Wash- 
ington on 1 July, briefing the press on 
the following day's Bush-Roh summit. 
Scalapino had earlier proposed that 
"since deterrence of attack and defend- 
ing [South Korea] does not depend on 
having nuclear weapons stored in South 
Korea, there would seem to be valuable 
political reasons for the South Korean 
Government being able to say that there 
were no nuclear weapons stored on its 
soil." 

Roh was not playing along — at least 
not yet. In an interview with the Los 
Angeles Times a week before his depar- 
ture for the US, Roh said: "It is mean- 
ingless to talk about declaring a nuclear- 
free zone in Korea alone. For the Korean 
Peninsula to be protected against a nu- 
dear threat, the neighbouring countries 
of China and the Soviet Union must be 
free of nuclear weapons." 

m Susumu Awanohara 






























to party members who had hoped some 
technocrats and directors of companies 
would be chosen. 

Although most of the congress results 
were predictable, many often-critical party 
members felt that the recent meeting was 
"more democratic’ than previous con- 
gresses, which did little more than rubber- 
stamp decisions already made by the out- 
going politburo. For instance, of the 148 
central committee candidates presented by 
party leaders, three, including the ministers 
of trade and finance, were rejected by the 
congress. Another 68 can- 
didates were nominated 
from the floor, but only 
one, the minister of health, 
was chosen. 

The  politburo was 
elected by the new central 
committee, instead of ap- 
pointed by the outgoing 
politburo as happened in 
the past. The chief 
was then selected by the 
new politburo, instead of 
by the central committee. 
That means he will be a 
"first among equals" who 
can be ousted by the polit- 
buro itself, party officials 
say. E 
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jim Foreign Minister Ali Alatas 
ias been active in promoting discussions 
yn regional issues, many of which are likely 
o come up at the Asean foreign ministers 
meeting later this month. In a recent inter- 
view with REVIEW Editor Philip Bowring 
nd Jakarta correspondent Adam Schwarz, 
-Alatas dwelt on a wide range of topics. 


v Indonesia is hosting informal talks on the 
| Spratlys dispute. What can be achieved? 
- ^ The aim at this stage is not so much to 
- resolve overlapping sovereignty issues but 
tọ concentrate on discussing cooperation in 
*. areas like resource management and safety 
_ of maritime passage. With the Antarctic it 
"was possible to get a treaty by freezing uni- 
lateral claims. Indonesia does not have illu- 
| sions that it will be easy but we cannot 
_ allow the problem to simmer. We see it 
as the next potential conflict area after 
Cambodia. Although there are many 
claims, the tense relationship is between 
|... Vietnam and China. We hope the two can 
*- develop the habit of talking, as we did in 
_. Asean, where we started with many over- 
lapping claims. 


__ What is the situation now with Malaysia 
over the disputed islands, Sipadan and 
D We have agreed on talks to be con- 
_ ducted quietly between two friendly neigh- 
*: c bours. The forum will be the joint commis- 
sion. We hope that Malaysia will not fur- 
ther develop the islands and thus endanger 
the status quo. 


Is joint development a possible outcome? 
(s That is always a possibility but so is the 
|. drawing of a mutually acceptable line. We 
- - have settled our maritime boundaries with 
. .. Malaysia and are in the process of finalising 
land ‘boundaries with actual markers. We 
are determined not to let the two-islands 
ssue blow up. It is not such a big deal. 




















What about the problem of separatist 
rebels in Aceh and the movement of 
Acehenese to Malaysia? 

- Indonesia and Malaysia have agreed 
that the problem is one of illegal entry and 
on that basis will try to find a solution. 
There is a history of people going back and 
orth between Aceh and Malaysia. The situ- 
ation has been complicated as with the last 
: batch there were a few of the [Aceh 
-separatists]. But Malaysia is aware that it is 
va sensitive issue and they have been quite 
cooperative so far. 


nate but í think wè will be able to solve it 





ALATAS 


= What is happening in Aceh is unfortu- 


Live and let live 


gradually. Dissatisfaction has built up over 
the years. Some you cannot help. For 
example, the police have been very firm in 
burning marijuana fields and this makes 
people feel deprived economically. Other 
reasons are deeper. There is some dissatis- 
faction over modernisation. Devout Mus- 
lims see industries, see young people 
drinking beer, going to coffee shops. They 
don't like it. Its only natural that [rebel] 
remnants like Hasan di Tiro try to jump on 
this but he has little support. 


Are the armed forces approaching the 
problem as if it were secessionist? 

I do not think so. Measures to catch 
these people draw the headlines. There 
has been conflict which has aroused 
bitterness on both sides, with people 
getting killed, ambushes and so on. It 
is an ugly little fight. But the non-combat 
approach is going on — 
improvements in the 
socio-economic X situation 
which does not draw 
much attention. 


There have been sugges- 
tions in Kuala Lumpur 
that some people in Sabah 
are plotting secession. Are 
you concemed that Sabah 
could become like Aceh 
and cause problems with 
Malaysia? 

I don't know the situa- 
tion in Sabah, but I know 
Asean countries are united 
on one thing: we will not 
support separatist tenden- 
cies. The MNLF [Moro 
National Liberation Front] came to us 
early on and said "We are Muslims, we 
are oppressed.’ We told them they could 
count on a sympathetic hearing but if 
they crossed the line and declared inde- 
pendence, we said forget it. We know 
the danger of separatism is to us all. 
Thats why we were immediately behind 
the Papua New Guinea Government over 
Bougainville. 


Do you see any changes in East Timor's 
status such as limited autonomy or sepa- 
rate status like Aceh? 

That is related to the overall policy of the 
Interior Ministry. But East Timor is already 
a favoured province as they need to catch 
up economically. There are many things 
which apply to East Timor which don't 
apply to other provinces. There are still 
schools teaching in Portuguese. We don't 





ficulty making exceptions. 


Is an accord with Portugal i in prospect? 
Frankly I think that, as between the Por- 
tuguese Government, parliament and the 
various political groups, they don't know 
what they want. Indonesia has been bend- 
ing over backwards. We accepted a pack- 
age deal put forward by the UN secretary- 
general. Eventually they accepted it too. 
But then they wanted to add an interpre- 
tative statement totally negating the 
memorandum of understanding they were 
going to sign. That is the situation now. 


Western countries are increasingly raising 
human-rights concerns as part of their 
overall ties with developing countries. Do 
you regard these as legitimate? 
Environment and human rights have 
both come to the forefront of international 
relations. If the environment is destroyed, it 
affects us all. Development is for the 
human person, so human rights are impor- 
tant. We agree. We have no problem with 
people discussing and trying to resolve 
these issues. We have always said that 
human rights have. a universal relevance. 
But, as I told the recent 
Asean-EC foreign minis- 
ters’ meeting, there is a 
degree of national com-. 
petence in the expression 


and interpretation of 
human rights, 
There are various types 


of human rights -- civil 
and political, economic 
and social individual 
rights and the rights of so- 
ciety. I said, if you want to. 
evaluate us, do it on the to- 
tality, not just civil and 
political rights. We are all 
for democratisation, not 
just within countries but 
also between countries — 
democratisation of interna- 
tional relations. Democracy has certain uni- 
versal values but we reject the notion that 
there is only one form of democracy, the 
Westminster or American style. That flies 
in the face of another right — of a people to 
choose their own political and social sys- 
tems. We cannot accept the proposition 
that just because we are not a Westminster- 
type democracy we are not democratic. 


Do Europeans make a comparison with 
Eastern Europe, when looking at Asia? 
Eastern and Western Europe have had 
centuries of interaction. Communism came 
between them. Once that was lifted they 
went back to their natural relationship. 
How can we compare ourselves to Europe? 
Why should Europe want us to be like 
them? What we object to is when human 
rights and the environment are made a 
condition for economic cooperation. There 
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em, don't make it a condition. 






uman-rights i issues on the one hand 
arriers going up on the other, 
the relationship with Europe 





ill hope the Europeans will not 
.terms of conditionality. When 
id Minister Jan] Pronk was here 
. he was asked by the press about this. He 
' said human rights was an objective, not a 
. condition. | agreed. We want a more 
humane world. It is the conditionality we 
object to. 

The recent Asean-EC meeting was the 
first time we really said what we feel about 
this and. several EC ministers said it was 
very interesting. There is a mutual interest 
in keeping a good economic relationship. 







Will strains with the West over human 
rights promote the EAEG [East Asian Eco- 
-nomic Grouping] concept? 

¿o No. EAEG is purely economic. We are 
` studying it, thinking it through in an Asean 
working group. 


But [Prime Minister] Mahathir at Bali 
made much of the need for Asia to stand 


up to the West on trade threats, environ- , 


ment and labour practices. 

These are widely shared by developing 
countries as a whole. We are concerned 
about the way international economic rela- 
tions have been developing, by the way the 
Uruguay Round has failed, at the possibility 
that groupings like EC, NAFTA [North Ame- 
rican Free Trade Agreement] will become 
inward-looking trading blocs not because 
their governments want it — we believe 
them — but because of the simple interplay 
of economic forces. French and German 
companies are getting together concentrat- 
ing on the single European market. This 
makes for more inward-looking policies. 
>We must try to have one free transpa- 

rent trading system, not a world economy 
carved up into competing trading blocs. We 
don't believe that protectionist trading blocs 
should be opposed by having another trad- 
ing bloc. 


Regarding EAEG and Japan's role in the re- 
 gion, do you see it becoming like the US- 
Latin America relationship? 

I hope not. That's why we are furiously 
diversifying. That is why we need our re- 
lationship with the US and Europe streng- 
thened. We must not get caught up in 
polarised blocs. 


Do you think Dr Mahathir is more pre- 
pared to take that risk? 
I don't know whether he has thought it 


What is the future of Asean after Cam- 
-bodia is settled? 





1 do together on these issues 


The question reveals a aema but 
historically incorrect assumption that Cam- 
bodia is the cement of Asean. Cambodia is 
divisive. Now that Cambodia can hopefully 
be resolved we will go back to our original 
blueprint: Southeast Asia must become 
one, not a region of two polarised mini- 
blocs. Asean must adjust to the changing 
surroundings; ZOPFAN [Zone of peace, free- 
dom and neutrality] is the goal. 

Southeast Asia has its own authenticity 
and is tired of being drawn into others’ 
quarrels. 

We can't keep the four powers [the US, 
Japan, China and the Soviet Union] out of 
the region. But there must be equilibrium 
among them and between them and South- 
east Asia. The greatest threat to regional ba- 
lance would be if, for example, Japan said it 
was abrogating the US-Japan treaty and 
changing its peace constitution so as to be- 
come a power unto itself. 

Now there is equilibrium. In that sense 
Indonesia agrees with the proposition that 
America should remain in the region, 
though we don't necessarily believe that 
should be in the form of military bases. 
Sometimes we are misunderstood on this. I 
do not think the Americans can find fault 
with our argument that there is no harm to 
American interests for Southeast Asia to be 
nuclear-free. Transit is allowed, strategic 


ASEAN 


Initiatives 
test 


Weary of Asean's slow response to the 
rapidly changing global picture, a re- 
gional non-governmental organisation 
which claims to be part of the Asean 
framework is trying to goad the six-na- 
tion association into action. Looking 
ahead to the Fourth Asean Summit, 
scheduled to be held in Singapore early 
next year, the Asean Institutes of 
Strategic and International Studies 
(Asean ISIS) have called for bold and 
creative initiatives. 

In a published booklet, A Time for Ini- 
Hative, Asean-ISIS lists four broad pro- 
posals: an Asean initiative for an Asia- 
Pacific political dialogue, a new regional 
order in Southeast Asia, the strengthen- 
ing of Asean, and enhancement of 
Asean economic cooperation. “This is a 
high profile initiative,” said a member of 
Jakarta’s Centre for Strategic and Inter- 
national Studies, "because if we rely on 
Asean's official apparatus no real initia- 
tives will emerge." 

Specifically, the initiative for an Asia- 
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capability, fast movemen 
to refit are not affected. I 
storage [of nuclear weapons] 
don’t need storage in Southeast Asia. f 
just don't want iri | 




























































But the UN structure dat 
Maybe we need to think o 
the permanent membership of th 
Council. But if Japan and Ceman, 
in, there will still be only one developi 
country fin the security council]. But the 
who else? All kinds of names are bandied 
around and you get into an awful mess. 


Are you concerned about India's nav 
build-up? 

We've been watching it and sometim 
we ask ourselves why they need it. India 
a big country which wants to be recognise 
as such in its own region. But we don't b 
lieve it's intended to be projected to our 
part of the world. Our relations with India: 
are quite good. E 


Pacific dialogue involves a controversial 
proposal for Asean officials and their. | 
dialogue partners to extend the annual | __ 
consultative process "at a suitable re- | 
treat" to hold talks focused on regional | 
security. The proposal envisages that. | 
China, the Soviet Union, Vietnam and. 

North Korea should be invited to partici- 
pate on a regular basis. x 
To promote Asean economic cooper- 
ation, the group offers a compromise on-. 
the controversial East Asian Economic. 
Grouping (EAEG) proposed by Malaysia : 
in December 1990. Singapore, Thailand . 
and Brunei have reacted positively to. 
EAEG, but Indonesia and the Philippines 
are less enthusiastic. | 
The Asean-iis formula looks like a 
face-saving approach favoured by Ine 
donesia which envisages boiling EAEG 
down to the status of an East Asi 
caucus within the existing Asia Pacific 
Economic Cooperation forum. The. 
group also urges Asean to consider 
forming a free-trade area by 2007. : 
Apparently, a draft text of the Asean- . 
ISIS proposals was sent to each of the 
Asean foreign ministers before publica- - 
tion in June. Although pegged to the 
Asean summit next year, the hope is- 
that some of the issues can be discussed- 
when the six foreign ministers meet in 
Kuala Lumpur on 19 July. 
m Michael Vatikioti 5 
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Khmer factions plan 


to hold talks in Peking 


»> Leaders of the four Cambodian factions 
have proposed that their next informal 
meeting, under the banner of the Supreme 
National Council (SNC), should be held in 
Peking in mid-July. It would be the first 
visit to China by the Vietnam-backed 
Phnom Penh regime's Prime Minister Hun 
Sen. Chinese officials have said they would 
consider hosting the meeting. The 

posal followed a breakthrough meeting 
of the SNC in Pattaya, Thailand, on 24-26 
June, when the factions agreed on an 
unlimited ceasefire, a halt to foreign 
military supplies and the setting-up of the 
SNC's headquarters in Phnom Penh in 
November. After the meeting, Cambodia 
also applied to resume membership in the 
Mekong Committee. The application was 
lodged by SNC chairman Prince Norodom 
Sihanouk with the Interim Mekong 
Committee (IMC) secretariat in Bangkok. 
A decision is awaited from the IMC 
members — Laos, Thailand and Vietnam. 
Since 1978 the IMC has collaborated 
on studies into the development of the 
water and related resources of the lower 
Mekong basin, which includes most of 
Cambodia. 


Peking brushes up its 

image in Middle East 

P Chinese Premier Li Peng began a 
six-nation tour of the Middle East on 2 July 
in a bid to promote China's influence in the 
aftermath of the Gulf War. China's 
ambivalence over support for the US-led 
military campaign against Iraq's invasion 
of Kuwait dented Peking’s diplomatic 
standing among a number of states. Li is 
hoping to regain the lost momentum, 
especially in trade ties, during his visits to 
Egypt, Kuwait, Saudi Arabia, Syria, Jordan 
and Iran. Continued Chinese arms sales to 
the Middle East are expected to be on Li's 
agenda. Peking has agreed to participate in 
a US-sponsored conference on limiting 
weapons and missile proliferation in the 
region in Paris in late July. 


US lawmakers push for 
democracy broadcasts 


> Influential leaders of the US House of 
Representatives Foreign Affairs Committee 
urged a presidential task force on 27 June 
to consider introducing radio broadcasts to 
"help foster democracy and encourage 
conditions for a free market" in China, 
North Korea, Vietnam, Cambodia, Laos 
and Burma. Encouraged by the success of 
Radio Liberty and Radio Free Europe, a 
growing number of legislators are 
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interested in extending such broadcasts to 
Asia. The current battle between the Bush 
administration and Congress over 
most-favoured-nation (MFN) trade status 
for China, which has highlighted human- 
rights abuses in the country, has also 
generated support for the idea. 

Sen. Joseph Biden recently introduced 
legislation aimed at setting up a "Radio 
Free China." A similar bill was earlier 
introduced in the House, where legislation 
is also pending on the creation of a "Radio 
Free Asia." 


Kaifu puts in a good 

word for Hongkong 

> Japanese Prime Minister Toshiki Kaifu 
told visiting Chinese Foreign Minister Qian 
Qichen on 27 June that "maintaining 
economic freedom . . . in Hongkong will 
play a useful role in promoting China's 
policies of reform and opening, as well as 
Sino-Japanese relations and Sino-British 
relations." Kaifu added that Hongkong 
had become increasingly important 

to Japan as investment and economic 

ties have increased, and expressed 
"strong hope" for Hongkong's 

future. 


Social indicators 


Life expectancy in small 
Pacific nations 
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Accord on repatriation 

of Lao refugees 

»> Thailand, Laos and the UN High 
Commissioner for Refugees (UNHCR) have 
agreed on a plan under which all 60,000 
Lao refugees now in camps in Thailand 
will either be repatriated or resettled in 
third countries by the end of 1994. Officials 
reached agreement after a meeting in Laos 
which ended on 29 June. The UNHCR has 
said it will expand and upgrade facilities in 
Laos to receive the returning refugees, 
most of whom are hill tribesmen. There is 
already a regular flow of refugees 
returning to Laos under a voluntary 
repatriation programme, and some 1,600 
were repatriated in 1990. 
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Singapore prime minister 
relinquishes defence duties 
> In a cabinet 
reshuffle in Singapore 
on 29 June, Prime 
Minister Goh Chok 
Tong gave up his 
defence portfolio to 
Yeo Ning Hong and 
two junior ministers 
were promoted to be 
full ministers. Some 
other younger 
ministers were given new portfolios. 
Acting Information and Arts Minister 
George Yeo was promoted to full minister 
with the same portfolio. Lee Boon Yang, 
formerly senior minister of state for 
defence, was promoted to a minister in the 
Prime Minister's Office and will also serve 
as a second minister for defence. Yeo Ning 
Hong was promoted from second minister 
of state for defence to a full minister, but 
he relinquished his communications 
portfolio to Mah Bow Tan, who will be the 
acting communications minister as well as 
continuing to be minister of state for trade 
and industry. 





Goh. 


Indonesia and Singapore 
forge new water links 

> Indonesia and Singapore added 
another link to their relationship on 28 
June by agreeing to develop a major 
water supply project on the Indonesian 
island of Bintan. The project, at an 
estimated cost of US$800 million, will 
initially produce 121 million gallons 

per day, rising to 1 billion gallons per 
day. About half of the initial production 
will go to Singapore, accounting for 
more than one quarter of the island 
republic's current consumption. Singapore 
will pay about 1 S cent per m? for water 
from Bintan, more than double what it 
pays for water supplied by Malaysia. 


Dhaka move to change 

form of government 

> The ruling Bangladesh Nationalist Party 
placed two bills before the parliament in 
Dhaka on 2 July to amend the constitution 
to restore Westminster-style parliamentary 
democracy. The first of the amendments 
will enable Acting President Shahabuddin 
Ahmed to return to his old job as chief 
justice and validate all his actions during 
his tenure. The second seeks to change the 
presidential form of government into a 
parliamentary form. Prime Minister 
Khaleda Zia appealed for cooperation from 
all opposition parties for the passage of the 
amendments. 
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It is unlikely that another luxury cai 
approaches the overall technological edge. 


performance, reliability, safetv and comfort ol 


a Mercedes-Benz. 
And while they might have favoured the 


larger capacity models in the past, this couldn't 
be a more appropriate time to introduce a 
i i 
compact model to the distinguished fleet. 
' , | | | | | 1 ' i | | | The Mercedes-Benz 190 Series. 
An event that sees Mercedes-Benz enter 
the exciting compact sedan class with a fuel- 


] sh | | | 
injected, high performance and economical 


| ( | | ( engine in a dynamic and sporty shape. 
à And why not? They took the liberty of 


assuming that the upwardly mobile individual's 
profile is not unlike that of our own highly 
mobile model. 

An expression of stylishness, dynamism 
and integrity. At once taking the demands of 
roads and a fast-paced lifestyle in splendid stride. 

Yet it is every inch a Mercedes-Benz, with 
components that aren't just taken off-the-shelf 
but individually designed for the 190 Series. 

Thankfully, the tedium of features and 
technical details take on exciting proportions, 
as they should, when you assume control in the 
driver's seat. 

And that is what Mercedes-Benz is all 
about. The joy and passion of motoring and, as 
it usually becomes the case, of ownership as well. 

So when you examine closer this new pride 
of the Mercedes-Benz stable, you would be 
gratified to know that although we may have 
just bridged the generation gap, we ve always 


been the automotive world’s link in technology. 





Mercedes-Benz 


| Engineered to move the human spirit. 
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back to a Meridien hotel again and again. 
They're called L'Invitation and La Carte Noire. 
And they mean simply extraordinary service 
whenever you're our guest. 
As a recognition of your loyalty, you’ zm 


you pay full or corporate rate. 
After you stay five times at two or more 


Meridien hotels anywhere in the world you: i 


of a complimentary weekend room night at any 


Now there are even more reasons for coming. 


automatically receive your L'Invitation card ulen | dies notice 


receive certain privileges. This includes the luxury ~ Reservations, or as 
Meridien hotel. - 
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Meridien hotel you care to name. (We've 55 on 5 


continents, so you've plenty to choose from). 
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Deadly blast rocks both sides of politics 


pure naro Meh 


By Manik de Silva in Colombo 


he 21 June bomb which wrecked 

| the operational headquarters of Sri 

Lanka's Defence Ministry, killing 11 

soldiers and as many civilians, has led to 

an angry exchange between the govern- 

ment and opposition over alleged security 
negligence. 

The government has been sharply criti- 
cised for locating the virtual nerve centre of 
its operations against the separatist Libera- 
tion Tigers of Tamil Eelam (LTTE) in the 
heart of Colombo's plush residential area 
next to two elite schools, diplomatic mis- 
sions and one of the president's two offices. 
Government spokesmen have rejected 
charges of irresponsibility and hit back at 
the opposition for making political capital 
over human misery. 

The 21 June blast was more powerful 
than a similar explosion on 3 March, which 
killed then minister of state for defence 
Ranjan Wijeratne and 28 others. The March 
explosion also occurred in the heart of the 
capital, about 2 km from the military oper- 
ations headquarters. 

Although the LTTE has not claimed re- 
sponsibility for the latest attack from its of- 
fices in Paris and London, the Tigers did 
not dissociate themselves from the bomb- 
ing. When Wijeratne was killed, the LTTE is- 
sued a pro forma denial of responsibility, 
saying that the "ruthless" minister de- 
served to die. This was considered a matter 
of calculated prudence as the group wanted 
to avoid the risk of being expelled from 
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its havens in Western capitals. 

Some observers believe that the 21 June 
bombing was an LTTE reprisal against the 
security forces who had been accused of 
massacring civilians a few days earlier fol- 
lowing a landmine attack that killed three 
soldiers in the eastern Batticaloa district. 
More probably the Tigers wanted to give 
the Tamil people the message that the 
LTTE's end was nowhere near. Recently the 
movement has been feeling the heat of Co- 
lombo's military pressure in the northern 
and eastern provinces. 

“They want to tell the Tamils that they 
have the capability of striking the jugular of 
the government's military machine in the 
heart of Colombo," one well placed source 
said. "This bomb, like the one that claimed 
Wijeratne's life, took time to assemble. 
They had been preparing for a strike over a 
period of time and it is most unlikely that 
the attack had anything to do with the Bat- 
ticaloa incident." 

The Tigers are distinctly uncomfortable 
about the pressure of public opinion now 
building up in India, and particularly in the 
state of Tamil Nadu, in the face of mount- 
ing evidence that they were responsible for 
former Indian prime minister Rajiv Gan- 
dhi's assassination on 21 May. 

Although the LTTE claimed that it had an 
unpublicised meeting with Gandhi shortly 
before his death, and strenuously denied 
any hand in his killing, a substantial vol- 
ume of evidence points the other way. 
The rout of former chief minister M. 
Karunanidhi's party in Tamil Nadu's recent 
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elections has been largely attributed to 
his links with the Tigers. His successor, 
Jayalalitha Jayaram, has made clear that she 
wants the LTTE out of her state. 

There is no doubt that the LTTE's ability 
to build a formidable military machine, 
which took on not only the Sri Lankan sec- 
urity forces but also the Indian peace-keep- 
ing force (IPKF), was largely due to the pa- 
tronage and assistance it had from both 
successive Indian and Tamil Nadu regimes 
in the 1980s. The Tigers killed more than 
1,200 Indian troops during the IPKF 
sence in Sri Lanka's northeast in 1987-90. 

But following Gandhi's assassination, 
the picture has changed dramatically. 
There is a strong realisation in India that the 
LTTE, which introduced a cult of violence 
into the Tamil Nadu state, spells danger for 
India itself. Federal and state agencies that 
had once funded and trained the Tigers 
have a great deal of intelligence about the 
LTTE. 

Given the present bureaucratic and poli- 
tical will to stamp out what is perceived as 
a danger to India, the LTTE may once again 
be forced to negotiate with Colombo. At 
the very least the organisation stands to 
lose much of its military capability as well 
as the political backing it has previously re- 
ceived from India. 

That may be why the Tigers have to 
demonstrate both to the Tamil people and 
the Colombo government that the move- 
ment has not lost its teeth. The LTTE obvi- 
ously wants to put on a show of strength 
before resuming the abortive negotiations it 
began with President R. Premadasa in 
April 1989. 

Negotiations were made possible by the 
common desire of the Tigers and Pre- 
madasa to get the Indians out of Sri Lanka. 
But exactly one year ago, the LTTE abruptly 
broke off the talks and turned its guns on 
the Sri Lankan Government after it had re- 
armed and re-grouped during the 14 
months of peace talks. Those months had 
also seen the dismantling of many military 
installations in the northeast by a govern- 
ment anxious to demonstrate that a re- 
lationship of mutual trust had been forged. 

Premadasa has again indicated a willing- 
ness to negotiate. The majority Sinhalese 
community, tired of war and the resultant 
economic hardship, should be more than 
willing to be generous to the Tamils. The 
people of the northeast obviously want 
peace. But Premadasa may need opposi- 
tion help to sell a peace package acceptable 
to the Tamils and to those Sinhalese who 
are not supporters of the ruling party. That 
may not be an insurmountable obstacle if 
Colombo and New Delhi can make com- 
mon cause to tame the Tigers. The first sign 
of close liaison between the two capitals 
was manifest in recent weeks when the po- 
lice on both sides began a manhunt for 
Tiger suspects in the Gandhi assassi- 
nation. + 
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JAPAN 


Soka Gakkai movement heads for a split 


Priestly putsch 


By Ro By Robert Delfs i in Tokyo 7 





ong-standing tensions between the 

clergy of the Nichiren Shoshu Bud- 

dhist sect and leaders of the Soka 
Gakkai, the lay organisation of Nichiren fol- 
lowers, have erupted into an open battle for 
control of Japan’s most powerful religious 
body. 

The dispute could lead to the formal ex- 
communication of followers of the Soka 
Gakkai's charismatic globe-trotting leader, 
Daisaku Ikeda, and the reorganisation of 
the lay movement as a separate religion. 

However, the first casualty of the Ikeda- 
Nichiren war, may be the Komei (clean 
government) Party, Japan’s second-largest 
opposition party, which was originally 
formed as the Soka Gakkai’s political 
arm. 

Its image already tarnished by the in- 
volvement of party leaders in the Recruit 
shares-for-favours scandal, Komei is likely 
to suffer further losses as a result of the 
clergy-lay organisation split as well as from 
new allegations of Soka Gakkai involve- 
ment in tax scandals and illegal slush 
funds. 

The most recent sign that all was not 
well was a mysterious advertisement that 
appeared in major Japanese newspapers on 
5 June. The prominently placed notice was 
addressed to all Soka Gakkai members 
from the Taisekiji, the main temple and 
headquarters of the Nichiren sect. 

The notice stated that from 2 July, all 
Soka Gakkai members seeking to make the 
tozan pilgrimage to Taisekiji for the viewing 
of the daigohonzon — a scroll carved by sect 
founder Nichiren Shoshu Daishonin (1222- 
1282) which is the central object of worship 
of the faith — would have to make arrange- 
ments through their local Nichiren temple 
instead of their Soka Gakkai branch. 

Insiders in both camps immediately rec- 
ognised this cryptic announcement as a 
declaration of war. 

The first sign of open conflict, however, 
came last December when Ikeda was strip- 
ped of his title as sokoto, or head of all Nichi- 
ren lay believers, a position Ikeda had held 
since his succession to the leadership of the 
Soka Gakkai in 1960. 

“The priests are trying to assert their 
own authority and leadership over the 
Soka Gakkai movement,” says Isao Nozaki, 
Soka Gakkai vice-president. “Before, there 
was always harmony and cooperation be- 
tween the clergy and laity. But the present 
high priest and those around him have de- 
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viated from this spirit. They believe that the 
priests stand above the lay believers. They 
want to cut off Ikeda and destroy the Soka 
Gakkai.” 

The Nichiren headquarters at Taisekiji 
has so far refused all requests for press in- 
terviews. But one priest, speaking pri- 
vately, said the clergymen believe that 
Ikeda wants to destroy the Nichiren priest- 
hood and create his own religion. 

“Ikeda tried once before about 10 years 
ago. He said that the Soka Gakkai senior 
leaders are the real priests and their com- 
munity centres are the real temples, not the 
Nichiren Shoshu temples. That time he 
failed and had to back down. 

"Originally the intent of the Soka Gakkai 
was to propagate Nichiren Shoshu doctrine 
to the world, but now they 
have become rotten. Thev 
are attacking the priest- 
hood because they know 
that if there are two organi- 
sations then the member- 
ship of the Soka Gakkai 
will be divided. So they 
are trying to kil the 
parent." 

By requiring Soka Gak- 
kai members to arrange 
pilgrimages through local 
temples rather than the 
Soka Gakkai association, 
the Nichiren priests hope 
to separate sincere believ- 
ers in their doctrine from 
Ikeda loyalists. "Within a 
year or two, when there 
are no more pure believers 
who are willing to quit the 
Soka Gakkai, the Nichiren 
Shoshu will probably excommunicate the 
rest of the organisation," a priest ex- 
plained. 

Initially at least, the new regulations 
governing the fozam pilgrimage will be fi- 
nancially damaging to the Taisekiji, which 
depends on pilgrims' donations for much 
of its income. The Soka Gakkai denies 
claims that it has ordered its members not 
to visit the main Nichiren temple. 
Nevertheless, the temple expects only 5,000 
Soka Gakkai members during the 18-day 
July pilgrimage period. But for the dispute, 
there would be more than 6,000 pilgrims a 
day, according to the priest. 

The Soka Gakkai, or "Value-Creating 
Study Society," was founded in 1930 by 
Tsunesaburo Makiguchi. It claimed a mem- 
bership of 3,000 families in 1942, when 
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Ikeda: war with Nichiren. 
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Makiguchi, Josei Toda and other Soka Gak- 
kai members were imprisoned by Japan's 
wartime government. 

Makiguchi died in prison in 1944, but 
the movement was reconstituted under 
Toda after the war. By 1960, when Ikeda 
succeeded to the leadership, the Soka Gak- 
kai had a membership of 750,000 house- 
holds. 

The Soka Gakkai today claims more 
than 8 million member families, or about 13 
million individual members, in Japan plus 
1.26 million members in 115 countries over- 
seas, including 600,000 in South Korea, 
400,000 in Hongkong and about 100,000 in 
the Philippines. 

Critics of the organisation, basing their 
estimates on Komei voting results and the 
5.5 million circulation of the Soka Gakkai 
newspaper, doubt that the actual current 
membership in Japan exceeds 5 million. 
Even so, the Soka Gakkai would still be the 
largest religious organisation in Japan. It is 
also the richest and politically the most 
powerful. 

The Soka Gakkai does not comment 
publicly on its finances. Real estate and 
buildings, induding the 
Tokyo headquarters and 
800 elaborate meeting 
halls, are believed to be 
worth more than ¥2 
trillion (US$14.55 billion). 
Outsiders say the organi- 
sation also holds ¥400 bil- 
lion in time deposits and 
trust accounts with the 
Mitsubishi Bank’s Yotsuya 
branch near the Soka Gak- 
kai's Tokyo headquarters. 

Outside estimates of 
the Soka Gakkai's annual 
income are in the range of 
Y 100-170 billion per year. 
The largest source of in- 
come are the annual zaimu 
donations by members 
each July, which are not 
taxable. Money is also 
earned from publications, 
and from the sale of tombstones and grave- 
sites. 

The organisation operates five ceme- 
teries in Japan through a joint venture with 
Mitsubishi Corp. On 7 May, Soka Gakkai 
paid ¥640 million in revised corporate taxes 
after it was found guilty of failing to declare 
12.38 billion in profits from the sale of 
gravestones over the three-year period end- 
ing in March 1990. 

The Tokyo Regional Tax Bureau's inves- 
tigation of the Soka Gakkai's gravestone 
business was launched in 1989 following 
the discovery of ¥170 million in cash in a 
safe abandoned in a Yokohama garbage 
dump. 

The safe was traced to Haruo 
Nakanishi, a retired former managing di- 
rector of Seikyo Shimbun, the Soka Gakkai 
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newspaper. It had apparently been thrown 
out without being checked for its contents 
when the newspaper moved offices in 
April 1989. 

Nakanishi initially said that he had “for- 
gotten” about the money, but later claimed 
that it was his personal profit from the sale 
of Soka Gakkai souvenirs which he had left 
in the safe because he had not paid taxes on 
it. 

There has also been a swirl of specula- 

tion and accusations recently over a mys- 
terious transaction, initiated in March 1989 
and involving the Soka Gakkai, the Mit- 
subishi Corp. and two Renoir paintings — 
Woman Bathing and Woman Reading — in 
which nearly Yen 1.5 billion has gone miss- 
ing. 
Also involved in the Renoir fiasco, the 
main item of business at the annual share- 
holders’ meeting of Mitsubishi Corp. on 27 
June, are two Frenchmen who allegedly 
owned the paintings and were named on a 
receipt. However, the Tokyo Regional Tax 
Bureau has been unable to trace them be- 
cause no one corresponding to their de- 
scriptions lives at their alleged addresses in 
Switzerland. 

There is little doubt that the new scan- 
dals and the emergence of open dispute be- 
tween the Soka Gakkai leadership and the 
Nichiren is intensely traumatic for many 
ordinary believers, who essentially must 
now choose between the temple and the 
society. 

Soka Gakkai officials deny that there has 
been any attrition in membership. But one 
independent Soka Gakkai watcher says 
20,000 members have formally resigned 
and another 100,000 have become inactive. 
A Nichiren priest claims that 10,000 families 
have left the organisation within the past 
few weeks. 

This could deal a major blow to the for- 
tunes of Komei, which relies heavily on 
grassroots canvassing efforts by Soka Gak- 
kai members. Since the Tokyo Metropolitan 
Assembly election in 1989, the party has 
suffered four successive election set- 
backs. 

The decline has been mainly due to “as- 
sistance fatigue" on the part of Soka Gakkai 
members, according to Masaru Yamaguchi, 
a former secretary-general of Komei's 
Kagoshima city chapter, quoted in a local 
magazine. 

The open break with the sect will accel- 
erate the fall-off in support for Komei. 
Yamaguchi says that 40 Soka Gakkai 
families in his own Kagoshima neighbour- 
hood association switched allegiance to the 
sect after the Soka Gakkai announced in 
May that it would conduct its own funeral 
services for members. He predicts that 
membership in the association will drop to 
a third of the present level within the next 
few years. 

But attrition on this scale could lead to a 
further escalation of tensions. And the Soka 
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Gakkai, according to its critics, frequently 
plays rough. 

In March, 300 members of the Soka 
Gakkai Youth League allegedly physically 
attacked 10 people at Kaishinji, a Nichiren 
temple in Fukuoka, and injured the chief 
priest and members of his family. 

The motive for the attack, according to 
clergy sources, was to intimidate the priests 
in the temple where about 100 families had 
severed their ties with the Soka Gakkai. 
Soka Gakkai officials claim that clergy ac- 
counts of the incident are wildly exagger- 
ated and that no violence took place. 

Ryu Toshimitsu, a former Tokyo munic- 
ipal assembly representative for Komei 
who recently published a 10-part series of 
articles harshly critical of Ikeda, says that he 
received threatening phone calls and a visit 
to his home by Soka Gakkai Youth League 
members. 

A freelance journalist who wrote 
another article critical of Ikeda and the Soka 


Gakkai changed his telephone number 
after receiving more than 50 threatening 
phone calls a day. “Some of the calls were 
death threats," the journalist said. 

Ikeda resigned as president of the Soka 
Gakkai in 1979, but remains president of 
Soka Gakkai International (SGI), and is still 
the real power behind the scenes. "He is 
the leader," according to Nozaki. “His role 
is to give spiritual guidance and spiritual 
nourishment." 

Ikeda has had highly publicised meet- 
ings with Soviet President Mikhail Gor- 
bachov, Philippine President Corazon 
Aquino and other world leaders in recent 
months. Under his leadership, sci has be- 
come active in UN affairs and is a large con- 
tributor to the UN High Commissioner for 
Refugees (UNHCR). A recipient of the UN 
Peace Award and the UNHCR Humanitarian 
Award, Ikeda is said to covet a meeting 
with US President George Bush and the 
Nobel Peace Prize. E] 





SOVIET UNION 


Docile minority begins to assert itself 








By Sophie Quinn-Judge in Alma Ata 
T he Soviet Union may be preserving 





“correct” diplomatic relations with 
the hard-line North Korean Govern- 
ment, but its 437,000 citizens of Korean ori- 
gin are not. These descendants of farmers 
who fled drought and the Japanese annexa- 
tion in 1910, and refugees of the failed up- 
rising against Japan in 1919, were once one 
of the country’s more docile minorities. 
Now they appear to be shaking off the 
shackles of communist orthodoxy with re- 
markable ease. 
Chipping away at North Korean leader 
Kim Il Sung's image by the Soviet press 
does not disturb So Yen Quan, editor of 
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Kim: ‘personality from the past.’ 


LE 


FAR EASTERN ECONOMIC REVIEW 


Lenin's Road bends 


Koryo llo in Alma Ata, the capital of 


Kazakhstan. "Kim Il Sung is a personality 
from the past and he must leave the scene 
sooner or later," says So. "Everyone knows 
that socialism has been discredited," he 
adds. Until last year, though, his news- 
paper, which serves Kazakhstan's Korean 
community, was named .Lenim's Road. 
Today it is independent and self-support- 
ing, though it is published from the office 
block housing Kazakhstan's communist 
party press. 

Confirmation that "the great command- 
er" sat out World War II in a Soviet village 
near Khabarovsk was provided on 25 June 
by the youth newspaper, Komsom 
Pravda. A Russian with first-hand know- 
ledge of these events, Grigory Kuzmin, 
claims that Kim and his partisans, fleeing 
the Japanese, crossed the Soviet border 
either in 1939 or 1940. Kim then received in- 
fantry training in Khabarovsk and, on com- 
pleting his course, was given the rank of 
captain, as commander of a Korean battal- 
ion in the Red Army. He returned to Pyong- 
yang as the Soviets' hand-picked leader in 
October 1945, well after the Red Army had 
occupied Korean territory up to the 38th 
parallel. 

As So explains, not all Koreans who 
took refuge on Soviet territory were nur- 
tured as carefully as Kim, and their commit- 
ment to communism is fading fast now that 
they have the opportunity to share in South 
Korea's economic success and reassert their 
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se were mainly farmers who had 
wed into Russian territory to escape 
drought and the 1910 Japanese annexation. 
The failed 1919 Korean uprising against 
ian had brought another wave of mi- 
-grants — among them many freedom fight- 
. ers, So says. 

But in 1937, following Japan's move into 
Manchuria, the Koreans became a potential 
fifth column. In August and September of 
that year they were shipped out and scat- 
tered across the Soviet Union, mainly on 
uncultivated land in Uzbekistan and 
_ Kazakhstan. The deportees to Central Asia 
^... had to build their own earthen huts with 
de "their hands. In one settlement in Kaza- 
5| khstan the dead were taken away in carts 
. every morning for the first six months, 
_ eyewitnesses say. Until Stalin's death, the 
. ^ Koreans were restricted to their places of 
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ia. sia at the same time, So explains. Two | g 


thousand Koreans, among them writers, 
poets and former partisan leaders, were 
executed or disappeared in the camp-sys- 
tem. The systematic destruction o 
rean community's intellectual le 
was followed up by the ending of K 
language education in 1938-39. This signal- 
led a period of intensive assimilation into 
Soviet society. 






rean relations that began with the 

1988 Seoul Olympics has thrust the 
Soviet Union's Koreans into a new position 
of respect. At the same time, perestroika 
has opened great possibilities to the Korean 
community "to prove ourselves in any field 
of work," So says. The new laws on privati- 
sation and enterprise may soon create a 
Soviet contingent of Korean entrepreneurs. 


T he sudden thaw in Soviet-South Ko- 





?« PHILIPPINES 


c The US weighs the cost of refurbishing its bases 






By J John McBeth in Manila 


c DF yp he eruption of Mt Pinatubo has pre- pre- 
oe ] sented the US with a dilemma as it 
de faces up to the possible loss of Clark 
airbase and a heavy refurbishment bill at 
^. the equally devastated Subic naval base. 
While Manila maintains what is now look- 
.. ing very much like a contradictory position, 
.. the US must decide just how to proceed 
_. With the talks over the future of its military 
-* ^ presence in the Philippines. 
* 5 Perhaps the biggest question is whether 
-the Pentagon and the US Congress will be 
_ willing to pay for the cost of permanent re- 
|; pairs variously estimated at US$200-300 
|. million, when Philippine Foreign Secretary 
“Raul Manglapus insists the eruption has 
< made no difference to Manila's demands 
-. for an annual US$825 million in compensa- 
“tion for a new seven-year bases agreement. 
. The US wants to pay US$360 million for 
~ a 10-12-year lease extension, but State De- 
.partment sources say that, though that 
-amount has been included in the 1992 
- budget allocations and will still be sought 
for the first year of a new agreement, 
. it will be difficult to justify the same com- 
pensation level over subsequent years 
< given the extra repair costs and other un- 
: certainties. 
. .. Senior US negotiator Richard Armitage 
. will be carrying out a preliminary assess- 
. ment of the damage when he arrives here 
"this month for another round of talks with 
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Manglapus. With the deadline for a new 
treaty only three months away, nothing 
can disguise the fact that Pinatubo poses a 
significant complication to the whole issue. 

Manglapus says, if anything, the com- 
pensation will be upgraded "because the 
Americans suffered less than the Philip- 
pines." Certainly, duration may be an even 
more vexed question than it is now. The 
reconstruction of Subic alone, where 120 
buildings have been badly damaged, could 
take up to two years. Under Manila's 
terms, that would leave the US only five 
years to make full use of the facility. 

Although the adjoining Cubi Pt naval air 
station has been re-opened to traffic and 
the timely arrival of navy supply vessels al- 
lowed Subic to get back on its feet, the time 
it takes to restore the base's fleet support 
capabilities will depend, among other 
things, on how much damage has been 
done to precision repair equipment buried 
under collapsed structures. 

US officials insist they are not trying to 
exploit the Pinatubo eruption and that they 
are still seeking a 10-year lease on the mili- 
tary bases. But that optimism is not widely 
shared. ‘Tve got a feeling the mountain 
might have different plans for us," said one 
enlisted airman at Clark, now indifferent to 
the towering cloud of steam and ash boiling 
out of the volcano behind him. 

Obviously, there are serious concerns 
about whether the refurbishment of Clark 
will be worth it. The threat of mudflows 
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who is.a promir 
Nursultan Naz azal 
nomic advisers. 
Now, when representatives of the 
North Korean Embassy in Moscow visit So, 
they complain about his newspaper's reac- 
tionary stance. But their remonstrances do 
not appear to cut any ice. Since May 1990 a 
new All-Union Association of Soviet Ko- 
reans, advocating a peaceful resolution of 
the Korean problem, has begun to erode 
the influence of the North Korean-spon- 
sored Association to Facilitate the Reunifi- 
cation of Korea. According to So, this latter 
body is actually a propaganda arm of the 
embassy, which works to spread Kim's 
ideas. The All-Union Association of Soviet 
Koreans, though, is recognised by the US- 
Korean community and registered with the 
Soviet Foreign Ministry. " 








could linger over the base for years and as 
long as the volcano goes on venting, jet op- 
erations will be hazardous. 

No effort is being made to clear the 15-20 
cm of ash from the two runways. At least 
70 buildings have collapsed, including most 
of the hangars. Sludgy deposits 3-7 m thick 
dog the Sacobia River valley west of the 
base — evidence of the super-heated pyro- 
dastic low which surged out of the volcano 
during its 15 June eruption. Vulcanologists 
fear that a thick layer of similar material on 
Pinatubo's upper slopes could be dislodged 
during torrential rains. 

The US Air Force has been the least 
disposed of the armed forces to keep- 
ing a foothold in the Philippines. It has 
withdrawn the remaining two squadrons 
of F4 fighter-bombers and has scaled 
down what was once its biggest hospital to 
only a 50-bed facility. This reflects a loss of 
patience among air force generals over 
what they perceive to be Filipino intransi- 
gence. 

Despite its apparent take-it-or-leave-it at- 
titude, Manila is also in a dilemma. Long- 
term plans to convert Clark to a civilian 
aviation complex will now have to be 
shelved indefinitely, leaving tens of 
thousands of Filipinos without the prospect 
of alternative employment if and when the 
Americans pull out. The team that drew up 
the conversion programme had no idea Mt 
Pinatubo even existed when it was pape 
ing the study. Ns 

People in neighbouring Angeles. City y: 
see little hope of the base re-opening. Hun- 
dreds of unemployed have been hired. to 
help in the clean-up of essential facilities, 
but it is only temporary work. Some busi- 
nesses have been holding clearance sales in 
what may be the first signs of an exodus 











from the city that depended o on Clark for its 


economic lifeblood. a 
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You start by booking a British 
Airways flight to or from London this 
summer." 

When you do, we'l present you 
with your “Key To Britain’ promotion 
pack. 
In it, you'll find several vouchers 
entitling you to generous ‘two for the 
price of one’ offers on everything from 
hotel accommodation to sightseeing 
trips dunng your stay in Britain. 


.. .. You'll be able to see two West End 


vs for the price of one, hire a car 
1 days and pay for only five, spend 
hts in a luxury hotel for the price 


Here's how. 


Because even more importantly, 
your ‘Key To Britain’ pack will contain 
a special key, with instructions on how 
to find out if it opens one of our ‘Key 
To Bntain’ prizewinner boxes. 

You could win the holiday of a 
lifetime for two, sailing first class to 
New York on the QE2, and flying back 
on Concorde. 

You could go on a spending spree at 
London’s famous Harrods with one of the 


You could win the right to holiday 
at a beautiful Scottish castle every year 
for the rest of your life. 

Or you could win full rights to the 
Lordship of Gratwich, England, which 
means you'd enjoy the title of Lord (or 
indeed Lady) from now on. 

Even more extraordinary offers are 
being arranged as you read this very page. 

Small wonder, since this all comes 
under the title of the World's Biggest 
Offer. 

For more details, see your travel agent 
or call your local British Airways office. 
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40 £2,500 vouchers we're giving away. 


_ BRITISH AIRWAYS | 
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THE WORLD'S BIGGEST OFFER. 












AUSTRALIA 






By Jacqueline Re Rees in i Canberra 


tn Fiir ruat ————— Maie II 


I: has been a miserable birthday for the 





Australian Labor Party. It celebrated its 
zs centenary with a conference that was 
= an abysmal failure in addressing the na- 
--tion's problems, while Prime Minister Bob 
Hawke survived two further tests of his 
leadership only at huge cost to the standing 
-..Of his government and his already di- 
::; minished personal credibility. 

3 No comfort emerged from the centenary 
5; conference for the country’s 10% un- 
=< „employed. Nor did it offer answers to 
(s the problem of Australia’s A$130 billion 

(US$99.7 billion) foreign debt. The party 
_ that was born of vision and promise for or- 
© = dinary people and is now losing members 
^. across the nation failed to come up with a 
-< blueprint to begin another century. It of- 
fered nothing except the bleakness of the 
= status quo. 
$50. Yet opposition leader John 
_ Hewson has failed to capitalise 
on the situation, hitching his 
4; wagon to an unpopular and in- 
equitable consumption tax on 
c goods and. services. Hawke's 
. main. opposition remains 
within his own party, seething 
= with factional differences. 
ae Since his former deputy of 
-= eight years, Paul Keating, chal- 
<o> lenged him for the prime minis- 
C. tership a month ago, Hawke, 
> indebted to the Left, has de- 
voted himself to pandering to 
_ Labor Party factionalism rather 
|. than giving leadership to the nation. He 
_ v has infuriated the business community by 
_ banning a move to mine gold at Coronation 

Hill, an Aboriginal sacred site in northern 
Australia, and compounded it by breaking 
<a promise to speak at the biennial conter- 
ence against restrictions on uranium min- 
ing. 
|. The uranium mining controversy — the 
“major issue of the conference — was 
pushed aside and barely debated. Despite 
having given an undertaking to speak on it, 
‘Hawke refused to take any lead or even 
open his mouth on the subject. Hawke is 
-driven by the spectre of Keating — the man 
who is after his job. Keating's supporters 
want to see their man installed before the 
-end of the year, to give him a chance to es- 
„tablish himself before the next Australian 
"federal election which will be in two years 
time. 

However, Keating supporters still face a 
























- Labor Fel ty loses vision as it turns 100 


ihe hill 


major stumbling block — Hawke's remark- 
able personal populist appeal which, de- 
spite his inconsistencies and contradictions 
on basic issues of principle and policy, 
keeps him ahead in the popularity stakes. 
Polls show Hawke continues to command 
support from Australians in contrast to 
Hewson, the Liberal leader who has fail- 
ed to take advantage of Labor's woes. 
Hawke is preferred as prime minister over 
Hewson by 49% to 38%. Yet the same polls 
show only 3876 of Australians would vote 
Labor if an election were held now, against 
45% who favour the Liberal-led coalition 
with the minority National Party. 

Hawke's personal rating in the polls is a 
matter of small comfort to him. The Labor 
conference saw him lose further within his 
own party and the waning confidence of 
the Australian business community in him 
was shattered by the Coronation Hill deci- 





sion and totally dissipated when Hawke 
abdicated responsibility over uranium. 
Coronation Hill lies in a remote north- 
ern area within what is known as Kakadu 
Conservation Zone, but outside the prized 
Kakadu National Park. Geologists discov- 
ered the hill contained gold in 1953 and it 
was mined for gold on a small scale during 
the 1960s. Recently mining companies have 
sought to re-open mining for gold, 
platinum and palladium. 
Environmentalists successfully opposed 
mining during the late 1980s. As a result of 
their lobbying, Hawke refused mining in 
1990 and sent the issue to his newly created 
Resources Assessment Commission for an 
opinion on whether mining should go 
ahead. This year the commission handed 
down its view that mining should not be 
precluded on environmental grounds but 
that the Hill was sacred to a group of 
Aborigines, the Jawoyn people, whose 
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spirit Bula was ‘said to in 

Although most of his C V 
favour of approving mining or of givi 
Jawoyn the right to negotiate with the min- 
ers, Hawke forced through his view that 
mining would be a "desecration and sac- 
cand that the 
government should take responsibility for 
locking the miners out in perpetuity. How- 
ever, some Jaw yn appear to dispute 
whether the Hill is as sacred as others have 
said. In a letter to Hawke, 92 Jawoyn asked 
for the mine to go ahead to provide jobs. 

The geologist who found the minerals in 
the hill in 1953 claimed that he had Jawoyn 
people with him when he made his discov- 
ery and no one mentioned that the area 
was sacred. Furthermore there were no 
protests when the area was mined previ- 
ously. Someone also pointed out that the 
spirits move about. This might suggest that 
the hill should not be locked up for ever but 
left for the Jawoyn to decide whether they 
would permit mining at some time in the 
future. 

Industry leaders reacted. strongly to 
Hawke's decision that mining was not to 
go ahead. The managing director of New- 
crest Mining, the joint-venture partner 
which had proposed to mine the area, said: 

“This decision can be seen only 
.às a low water-mark in the gov- 
 .emment's attitude towards in- 

= vestment and economic recov- 
ery in Australia. It is clear that 
investors in Australia can place 
little reliance on assurances 
given by the prime minister 
and senior members of his 
cabinet." 

The resentment within the 
Labor Party over the mining 
issue provided an uneasy back- 
drop for the congress in Hobart 
over the last week of June. Far 
from providing the nation with 
an agenda for the future, the 
conference became another exercise in 
Hawke's survival. 

The conference opened with the spot- 
light off the leadership for the first two days 
while it brawled over the largely symbolic 
position of party president. Hawke who 















-had pledged to speak at the conference in 


favour of changing the present Labor policy 
on uranium mining. sat mute as the restric- 
tion of uranium mining to three existing 
mines was pushed through. This was done 
in the face of a committee report recom- 
Be that new Mes should be ap- 
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HONGKONG 


Taiwan incident highlights growth of smuggling 


Cigarette cruisers 





By Hugh Roberts in Hongkong 


he clash which occurred between 
China and Taiwan in the Taiwan 
Strait in mid-June when Chinese au- 
thorities unsuccessfully tried to seize a 
Panamanian-registered freighter which had 
sailed from Hongkong with a cargo of 
duty-free cigarettes cast a brief spotlight on 
one of Hongkong's lesser known business- 
es. 
On the surface the business the freighter 
was involved in is legitimate. Yet it is fairly 
common knowledge among sailors and of- 
ficials alike that the 20 freighters moored in 
Kowloon's Yaumatei anchorage at any one 
time are used to take cargoes of American 
cigarettes out into international waters, 
where the cigarettes are offloaded on to 
Chinese or, occasionally, Taiwanese trawl- 
ers to be smuggled into their respective 
countries. 

The cigarettes are bought legally from 
American or British suppliers at a standard 
duty-free rate of 50 US cents per packet, 
with the preferred brands being Kent, 555, 
and Marlboro. Container-loads of them are 
shipped to Hongkong and stored in 
godowns — a procedure common enough 
for goods destined for re-export, especially 
those being shipped to Macau where there 
is no airport — until a buyer is found. 

Each container holds between 930 and 
1,080 cases of cigarettes, or about 50,000 
cartons of 200 cigarettes each. Allowing for 
a 100% mark-up on the purchase price, the 
contents of each container would be worth 
about US$500,000 to the shipping com- 
pany. 

Operating costs include wages, storage 
fees in Hongkong and the cost of maintain- 
ing and refitting ships. But some of the 
costs may be paid in kind, making it almost 
impossible to estimate the final profit mar- 
gin. About 30 vessels are known to be in- 
volved in the trade, handling a total of 
about 50 containers per month. Some of the 
larger ships involved can carry up to 15 
containers per trip, though only 10 or 11 
may be loaded. 

Hongkong customs officials say they 
have no idea what proportion of the 
HK$6.557 billion (US$841 million) worth of 
cigarettes re-exported from the colony last 
year was smuggled into neighbouring 
countries. But a rough estimate is that the 
figure is one sixth. 

Shipping cigarettes out of Hongkong 
for eventual smuggling into China or 
Taiwan presents no major problems, unless 
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the authorities decide to check on the ship's 
destination. The cargo is loaded after only a 
cursory customs check, and within 48 
hours of loading, permission to leave the 
anchorage must be obtained from the port 
authorities. 

A company official ensures that the ves- 
sel leaves an hour or less after it informs the 
authorities, making it difficult for officials to 
arrange to have the vessel intercepted. No 
pilot is required for vessels of under 5,000 
tonnes, though this is currently under 
review. 

Once in international waters, the vessel 
heads for a pre-arranged rendezvous with 
the buyer or buyers. If no buyer has been 
found before departure from Hongkong 
the vessel may linger at sea for as long as a 
week, feigning engine failure so that log 
books can be maintained 
without arousing suspicion. 

Eventually fishing boats 
appear, usually from main- 
land China. On those occa- 
sions when a Taiwanese 
buyer is involved, the trawl- 
ers that pick up the cigar- 
ettes come from the 
Kaoshiung area in southern 
Taiwan. 

In major trans-shipment 
operations, larger fishing 
boats act as a screen while 
smaller boats offload the 
cigarettes. This is a precau- 
tion against Chinese navy 
boats which patrol the coas- 
tal waters. In March the Jo- 
hore Bahru out of Hong- 
kong was seized by the 
Chinese authorities, the containers confis- 
cated and the crew detained for 28 days. A 
fine of HK$200,000 was imposed on the 
company. In early April, another ship, 
Camp Adventure, was seized. Although 
both incidents took place in interna- 
tional waters the owners paid the fines 
rather than draw attention to their ac- 
tivities. 

Offloading cargo is an activity that in- 
volves all hands because their participation 
has a direct bearing on their final wages. 
Apart from the basic rate of about 
HK$2,300 per month for a deckhand and 
HK$7,000 for the captain, crew members 
earn a bonus of 25-35 US cents per case of 
cargo offloaded. 

For a shipment of 10 containers this 
bonus comes to between US$2,500 and 
US$3,000 — or US$190-260 for each mem- 
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ber of a 13-man crew. That boosts the 
monthly wage for a crew member to about 
HK$7,800 but a portion of this is lost as fees 
to hiring agents. 

Crew members are hired and fired at 
the whims of the shipping companies and 
agents, and it is a common practice to re- 
nege on paying the crew member's air fare 
to his port of origin. Contracts, usually 
drawn up in English, often include clauses 
nullifying international regulations. 

Crews are carefully selected: Hongkong 
Chinese are generally considered to be too 
expensive; Filipinos, Indonesians, Burmese 
and Taiwanese are popular as they can be 
paid at the lowest rates. Burmese are par- 
ticularly sought after for the more danger- 
ous operations because, having no govern- 
ment representation in Hongkong, they are 
unlikely to cause trouble — and if they do, 
it can be more easily ignored. 

Once a vessel gets rid of its cargo and re- 
turns to Hongkong, the company issues 
the captains with a set of fake stamps so 
that the log book will indicate a voyage to a 
legitimate destination. Typical notional de- 
stinations are Kaoshiung and Manila. The 
Hongkong Marine Department rarely 





Anti-smuggling patrol: big business for small operators. 


checks the vessels and, in any case, it 
would be difficult to prove any ir- 
regularities. 

Most of the companies involved in 
smuggling are small operations, run by 
Hongkong or Taiwanese businessmen 
operating with two or three secondhand 
ships bought from Japan for as little as 
US$200,000. This initial outlay can be re- 
covered with the successful sale of just one 
consignment of cigarettes. Payments are 
sometimes in barter form, a method which 
has the advantage of providing the ship- 
ping company with an “official” cargo 
which can then be sold for a profit. 

As the captain of one of the smuggling 
boats said: “This is a dangerous business. 
There are no guarantees from either the 
company or our governments, and we can 
be arrested very easily.” Lj 
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PAKISTAN 


Violence undermines confidence in government 


ee eon 


By Ahmed Rashid in Lahore 
IE as Prime Minister Nawaz Sharif 





appeared to be consolidating his grip 

on power, Punjab — Pakistan's most 
populous and politically important pro- 
vince — has been plunged into a spate of 
unexplained violence. With Punjab joining 
the violent ranks of the three other pro- 
vinces, a wave of panic has spread among 
the population and Sharif's regime appears 
to be in a state of siege. 

The prime minister was due to cap his 
six months of hard-headed economic re- 
form with a trip to Tokyo on 1 July to en- 
courage Japanese investment. At the last 
moment he cancelled the visit, as Punjab 
became the scene of mass murders and rob- 
beries. 

On 26 June, 16 people of one family 
were butchered at their home in Islampura, 
a quiet suburb of Lahore, by unidentified 
murderers. This was followed by another 
massacre in Sheikupura where 6 people 
including two children were strangled 
to death. In yet another incident, Abid 
Chaudry, leader of the Muslim Students 
Federation, was gunned down in broad 
daylight on The Mall, Lahore’s main 
thoroughfare. 

Violence in Punjab has also spread to 
the federal capital. The wife of a senior In- 
telligence Bureau official was murdered in 
Islamabad. Some two dozen burglaries at 
the homes of top government officials and 
foreign diplomats in Islamabad in late June 
forced some diplomats to send their 
families on home leave. 

In Sindh province fighting between rival 
groups of the Muhajir Qaumi Movement 
(MQM) claimed at least six lives in Karachi. 
On 2 July, followers of MQM and its main 
rival, the Pakistan People’s Party (PPP), 
fought a gun battle at Sukkur in northern 
Sindh, leaving another six dead. Similarly, 
in the North-West Frontier Province (NWFP) 
between 20 and 30 people were killed in tri- 
bal shootouts in late June, while the elec- 
tions in Azad Kashmir on 29 June claimed 
another 20 lives. 

In Sindh endemic violence due to ethnic 
and political tensions has been a fact of life 
since 1983, while the violence in NWFP has 
been fuelled by the presence of some 3 mil- 
lion Afghan refugees and a plethora of 
weapons. 

However, this is the first time that Pun- 
jab and in particular Lahore, the home con- 
stituency of Sharif, has seen such un- 
explained massacres. 


Senior government officials blame the 
massacres — during which nothing was 
stolen nor any demands for ransom made 
by the attackers, on Indian intelligence 
operatives. India, meanwhile, accuses 
Pakistan of supplying arms to militants in 
its parts of Kashmir and Punjab. 

Each country denies the charges made 
by the other but it is no secret that, since 
the uprising in Kashmir erupted in January 
1990, both countries have been waging a 
covert proxy war, with India supporting ex- 
tremists in Sindh and Pakistan doing the 
same in Punjab and Kashmir. 

Some analysts and officials also believe 
that the massacres could be the work of 
anti-Sharif political elements, who would 
like to see the collapse of his government 
and the imposition of martial law. In recent 
weeks a number of out-of-office politicians, 
who ostensibly belong to 
the ruling Islamic Demo- 
cratic Alliance (IDA), have 
called for martial law. 

After an emergency 
cabinet meeting on 1 July, 
which went on for most of 
the day, the government 
announced a package of 
drastic measures. It de- 
manded that all unlicens- 
ed weapons be handed 
over to the authorities 
within 15 days. The gov- 
ernment also declared 
that all terrorists caught 
by the authorities would 
be hanged in public. 

The cabinet decided to 
arrest all members of Al- 
Zulfikar, a pro-PPP militant 
organisation whose fol- 
lowers in custody had been freed when the 
PPP regime of Benazir Bhutto was in power. 
But these measures are unlikely to affect 
the mood of fear in Punjab and Sindh 
where protesting shopkeepers downed 
shutters and office workers stayed home in 
the last week of June. 

While the tension lasts, those who have 
acquired weapons for self-defence seem 
unlikely to surrender them to the govern- 
ment. The police are notorious for their lack 
of success in catching terrorists or even 
common criminals. Because of their incom- 
petence and corruption, the police them- 
selves have become the target of public dis- 
trust. Police officers are known to be in- 
volved in some of the robberies and mur- 
ders. 
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Sharif: under siege. 


Meanwhile, the campaign against the 
PPP is leading to acute political polarisation, 
especially in Sindh. According to the gov- 
ernment, several hundred PPP supporters 
have been arrested in recent weeks in 
Sindh by Chief Minister Jam Sadeq Ali, 
who has blamed a series of recent mishaps 
induding car and train crashes and all 
kinds of crime on the PPP. Bhutto has called 
the arrests political victimisation and de- 
manded the resignation of the provincial 
government. 

Islamabad is now considering a presi- 
dential ordinance which will allow the 
army to move into Sindh to help the be- 
leaguered civilian administration. This is 
being resisted by Ali, who is considered 
to be an appointee of President Ghulam 
Ishaq Khan, rather than of the prime minis- 
ter. 

The president is bent on crushing the 
PPP as a political force and is using Ali as his 
main prop. However, Ali knows that if the 
army moves into Sindh, even under con- 
stitutional cover, his political credibility will 
be further destroyed, allowing Sharif to 
exert his authority and replace him with a 
more conciliatory chief minister. 

In Punjab there is growing disenchant- 
ment within the IDA and 
amongst the public with 
Chief Minister Ghulam 
Haider Wyne. Although 
an honest and straight 
Muslim League politician, 
Wyne has been unable to 
assert his authority to 
curb the violence and IDA 
members of the Punjab 
provincial assembly are 
calling for his replace- 
ment. 

The countrywide col- 
lapse of law and order is 
now the biggest problem 
faced by the government, 
but Sharif is still reluctant 
to call in the army to 
solve it. Such a step may 
give too much power to 
army chief Gen. Mirza 
Aslam Beg. Although he is scheduled 
to retire on 16 August and his successor 
has been named, Beg shows no signs 
of ending his tenure quietly. Sources 
dose to the military say he is deeply in- 
volved in politics and harbours political am- 
bitions. 

The law-and-order crisis is compli- 
mented by a sharp rise in prices which 
has fuelled public anger. Other problems 
are growing instability in Kashmir along 
the border with India and bouts of fighting 
between rival Afghan mujahideen groups 
inside Pakistan and Afghanistan. Although 
Sharif is expected to weather the present 
storm, recent events have seriously eroded 
the public's confidence in his ability to run 
a good government. p 
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INDONESIA 


[nan Jaya seeks bigger say in its own destiny 


Eastern reproach 





By Adam Schwarz in Jayapura, Irian Jaya 





arnabus Suebu, Irian Jaya’s forceful 

45-year-old governor, fancies a chal- 

lenge. And in managing Irian Jaya, 
Indonesia's largest but most sparsely popu- 
lated province, rich in mineral wealth but 
desperately short of skills, he has his hands 
full 


Unlike his predecessors, who viewed 
Irian Jaya principally as a political integra- 
tion project, Suebu sees his role mainly in 
economic terms. “Irian Jaya is Indonesian. 
That's final," the governor said. “But I still 
have schools with computers next to 
schools with naked pupils. How to get all 
Irianese to prosper and progress together, 
that's my task," he said. 

Irian Jaya, the newest of Indonesia's 
provinces save for East Timor, remained 
under Dutch control after the rest of In- 
donesia achieved independence in 1949. In 
1962 control was ceded to the UN and, a 
year later, to Indonesia. A 1969 plebiscite, 
known as the Act of Free Choice, finalised 
Irian Jaya's integration into Indonesia but 
pockets of resistance to Indonesian rule 
continue into the 1990s. 

Despite Irian Jaya's abundant mineral 
resources, the province remains economi- 
cally backward, even by the modest stand- 
ards of eastern Indonesia. In all, eastern In- 
donesia accounts for only 3% of the coun- 
try's total industrial output, though the re- 
gion accounts for 15% of total employment 
and population. 

Of the Rps 60 trillion (US$30.77 billion) 
in new domestic investments approved for 
Indonesia last year, a paltry 4.6% was in- 
tended for the outer provinces of Sulawesi, 
Maluku, Nusa Tenggara and Irian Jaya. For 
approved foreign investment, the equiva- 
lent figure was a worrying 1.6%. 

Investment in Irian Jaya has lagged be- 
hind that into other provinces because of 
formidable terrain and extremely limited in- 
frastructure. Ports are few and roads from 
coastal cities into the highlands non-exist- 
ent. The governor communicates with 
rural-based subordinates by radio. “No 
telephones, can’t trust the mail,” he says. 

In some ways, Irian Jaya can be thankful 
for the neglect. It has avoided, for example, 
the widespread deforestation visited on 
Kalimantan. On balance, however, Irian 
Jaya’s isolation has caused the province to 
miss Out on the economic development en- 
joyed by Indonesia’s more heavily popu- 
lated regions. 

Political analysts say that the widening 
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“development” gap between Irian Jaya and 
the more advanced western Indonesian 
provinces is as much a political as an eco- 
nomic danger for the country. 

Covering 414,800 km2, Irian Jaya consti- 
tutes more than a fifth of Indonesia's land- 
mass but its 1.6 million people make up less 
than 176 of the population. According to a 
1986 census, infant mortality in Irian Jaya is 
133.4 per million, 85% higher than the na- 
tional average. More than half of the pro- 
vince's married women have had at least 
one child die. Life expectancy is just 48 
years; malaria and tuberculosis are still 
common. If Irian Jaya does not soon begin 
to catch up with western Indonesia, ana- 
lysts say, anti-Jakarta sentiment will surely 
grow. 

Suebu says that if the government can- 
not or will not build Irian Jaya's infrastruc- 
ture, the private sector will have to. His 
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Oil pipeline: abundant resources. 


plan is to lure major investment projects 
into the province, like the giant Freeport 
copper mine near Tembagapura or the 
Astra-Barito paper mill near the southern 
coast. 

These companies can build roads, ports 
and airstrips, he says, and then small and 
medium-sized investors will follow. “Put in 
the sugar and the ants will come,” he offers 
as an analogy. Last year Suebu led an in- 
vestment-promotion team to Korea, Tai- 
wan and Hongkong. This year he has trips 
planned to Japan, Europe and the US. 

But if Suebu is to succeed, potential in- 
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vestors and analysts say, he must first find 
solutions in four areas of contention: 

> A sharp and steady rise in Irianese fru- 
stration with the opportunities afforded 
newcomers to the province. 

> The reluctance of Jakarta to give Irian 
Jaya tax and investment concessions or to 
let the province keep a greater share of the 
revenues from sales of its minerals and 
other natural resources, 

> Better utilisation of the province's pri- 
mary resources in an era of increasing en- 
vironmental awareness, both in Indonesia 
and abroad. 

> A lingering security concern caused by 
the Free Papua Movement secessionist 
group that aims for an independent 
Melanesian state. 

The governor insists that he will not 
allow development to exacerbate inequal- 
ities in Irian Jaya’s distribution of income, 
as, he says, has happened in other pro- 
vinces. But a steady stream of migrants into 
the province is clearly having this very ef- 
fect. The newcomers are of two kinds — 
transmigrants and what are known as 
spontaneous immigrants. 

Under Indonesia’s controversial Trans- 
migration Programme — designed to move 
people from overpopulated islands, nota- 
bly Java, to less crowded areas — some 
30,000 families, or about 120,000 people, 
were moved to Irian Jaya in the 1980s. 

The World Bank-supported programme 
has had a rocky history. Critics accuse 
Jakarta of trying to “Javanise” Irian Jaya, a 
charge denied by the central government. 
The placement of transmigration sites, usu- 
ally in rural areas, has also played havoc 
with local land rights. The planning of sites 
was so inadequate that in the mid-1980s 
Jakarta introduced a plan called Second 
Stage Development, a euphemism for re- 
habilitating sites which had fallen into dis- 
repair or been abandoned. 

The transmigrants did bring some farm- 
ing skills with them but many of the sites 
were in such poor shape or so isolated that 
skills were rarely transferred. In response to 
complaints that the transmigrants got a bet- 
ter deal than nearby Irianese, the govern- 
ment set aside places in the sites for locals, 
but many of the Irianese subsequently left 
and returned to homes in the forest. 

To stem criticism that it was forcing 
Islam onto the mostly Christian Irianese, 
the government began sending in Christian 
settlers from Timor and Flores, but their re- 
lations with the Irianese turned out to be 
just as difficult. The transmigration pro- 
gramme is now slowing to a halt. Of the 
137,000 families earmarked for transmigra- 
tion to Irian Jaya from 1984-89, less than 
10% have arrived. 

Spontaneous immigrants pose a larger 
problem. Immigrants, mainly Buginese and 
Makassarese from Sulawesi, have been 
drawn to Irian Jaya’s growing coastal cities, 
taking jobs in the informal sector like food 
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vendors, retail sellers and day labourers. A 
1988 survey by Canadian consultants Lava- 
lin found that the non-Irian Jaya born 
made up 65% of the province's urban 
population in 1987, compared with 30% in 
1980 


In general, immigrants are more entre- 
preneurial and harder-working than the 
Irianese, says Daan Timara, who heads the 
social and political sciences faculty at Cen- 
drawasih University near Jayapura, Irian 
Jaya's capital. 

According to Cliff Marlessy, director of 
the Rural Community Development Foun- 
dation (YPMD), the province's most active 
non-governmental organisation (NGO), the 
better educated and commercially astute 
immigrants are benefiting the most from 
Irian Jaya's development. 

“You build a road and in a few years the 
immigrants have bought up all the land 
near the road and the Irianese have moved 
back into the bush, convinced that develop- 
ment efforts are not aimed at them," he 
said. lrianese are becoming increasingly 
jealous, missionaries and aid workers say, 
because they feel government agencies and 
new investors prefer hiring immigrants 
over indigenous Irianese. 

There is clearly some justification for this 
perception, as the contrast between Irian 
Jaya and neighbouring Papua New Guinea 
(PNG) shows. In an essay by Chris Man- 
ning and Michael Rumbiak in Unity and Di- 
versity, a 1989 book edited by Australian 
professor Hal Hill, the authors note that 
Irian Jaya's non-oil and mining GDP grew 
by 10% annually in 1971-84, much higher 
than PNG's 2% annual growth over that 
period. 

But, they say, "a considerable share of 
. . . [Irian Jaya's] growth has almost cer- 
tainly gone to immigrants." The gains from 
growth were "much less evenly distributed 
among the indigenous population in Irian 





Symbol of discontent 


Recent trials of suspected members of the outlawed Free Papua 
Movement (OPM) have refocused attention on the group, its 
aims and the degree of support it still enjoys in Indonesia's east- 


emmost ce 


province. 

Overt support for the OPM hard core, who advocate through 
violent means Irian Jaya's secession from Indonesia, is low and 
dwindling, Irian Jaya experts say. But sympathy for OPM's un- 
derlying motivations — a fear of domination by outsiders and a 
desire by Irianese for more say over their destiny — is wide- 
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Irianese logger: haphazard development. 


Jaya" compared with PNG, they added. 

To compensate for this, Suebu wants 
more resources from Jakarta. Like the lead- 
ers of Indonesia's other resource-rich pro- 
vinces, he complains that almost all the rev- 
enues generated in Irian Jaya go to Jakarta 
and not enough come back. Think of In- 
donesia as a village, Suebu told a Jakarta 
magazine recently. "The people in the 
house called lrian Jaya feed those in the 
other houses but are themselves starving. 
Do you think this is fair?" 

Jakarta maintains all revenues must be 
centralised so it can ensure that resource- 
poor provinces also develop, an argument 
Suebu has heard often and has little time 
for. “Irian Jaya is at the same level of deve- 
lopment as Java was in the 1700s. We can't 
be treated the same as other provinces," 
Suebu insists. 

The shortage of government resources 
means there is little left over for protecting 


most visible 


civilians. 
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the environment. Forestry concessions dot 


"ut" Irian's landscape but enforcement of felling 


restrictions is left mostly to loggers’ hon- 
esty, a proposition that terrifies environ- 
mentalists. 

Last year environmentalists scored a 
rare victory when the government shut 
down and fined Bintuni Utama Murni for 
damage to mangrove forests near the 
shores of Bintuni Bay. Press reports note 
that the firm had earlier received a USS3 
million capital injection and an exclusive 
long-term sales contract from the Japanese 
conglomerate Marubeni, which the Japan 
Tropical Forest Action Network calls the 
“world’s number one forest destroyer.” 

Marlessy says another danger area is 
unlawful trawling off Irian Jaya’s shores. 
“Trawlers come in and sweep near offshore 
islands. They churn up and kill the coral, so 
the fish go away and the local fishermen 
lose their livelihood,” he said. 

Willaim Rumainum of the Ministry of 
Environment says many investors think 
Irian Jaya is so vast, they can do what they 
like. “We have so many conflicts between 
conservation and development and we 
have so few resources,” he said in his 
Jayapura office. 

In many instances, the main environ- 
mental protection work is done by NGOs. In 
some cases, however, the NGO's high visi- 
bility has landed them in trouble. In 1988, 
the US firm Scott Paper pulled out of a 
joint-venture pulp-and-paper project plan- 
ned for south Irian Jaya, nominally because 
it had “reconsidered” its worldwide needs 
for eucalyptus pulp. Observers familiar with 
the project, however, say Scott caved in to 
pressure from environmentalists, especially 
a threatened boycott by San Francisco- 
based Rainforest Action Network (RAN). 

Scott's original partner, Indonesian con- 
glomerate Astra International, has con- 
tinued the project with Indonesian timber 


found the key to rooting out the insurgency. 

Irian Jaya was the last i 
quished by the Dutch colonial rulers. Jakarta gained authority 
over it in 1963 but Indonesian control was not finalised until a 
bor Sagi ge plebiscite in 1969 produced a vote for integra- 
tion. The OPM emerged in the mid-1960s and has since been the 


in Indonesia to be relin- 


of Irianese discontent. 


While the broad OPM objective 


ive is a separate “West Papua” 


state, the movement has no easily identifiable political program- 
me, leadership or stra 
gration sites, symbols of “outside” intervention. In 1988 and 
1989, three sites were attacked, resulting in the deaths of over 20 


. It has on occasion attacked transmi- 


One publicity stunt the OPM sometimes employs is to drive 
Irianese across the border into neighbourin 


g Papua New 


OPM activity has been cyclical since the group gained prom- 
inence in the 1960s. Active members bly number no more 
than 200, and opm violence has died down considerably after a 
flurry of activity in the late 1980s. But the mere fact of the 


group's continuing existence is evidence that Jakarta has not 
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Guinea (PNG). Inspired by the OPM, more than 11,000 Irianese 
sought refuge in PNG in 1984-86, according to Amnesty Inter- 
national, the London-based human rights group. 


More recently, Indonesia has prevailed on PNG either to re- 


patriate these settlers or move them further away from the com- 
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giant Barito Pacific and a state forestry com- 
pany. Indonesian NGO members say the 
pullout by Scott, with which they had had 
frequent consultations, was a setback for 
Irian Jaya's environment, since the new In- 
donesian shareholders have been decidedly 
uninterested in a dialogue with environ- 
mentalists. 

"For those of us that live in Irian Jaya 
and know the conditions here, we can't just 
oppose industry without offering an alter- 
native," said Marlessy. "American environ- 
mentalists don't understand how politics 
work in Indonesia. RAN thought it was 
great news when Scott pulled out but it 
wasn't. It was very bad news for the people 


of Irian Jaya." 
A security threat posed by remnants of 

the Free Papua Movement, or OPM. 
On occasion, the OPM has sabatoged pri- 
vate projects but in general it is less a hin- 
drance for investors than, say, inadequate 
infrastructure. 

But the OPM, with no more than 200 ac- 
tive members, has provided a ready excuse 
for the Indonesian armed forces to maintain 
a significant military presence — estimated 
by Western analysts to be 24,000 troops — 
in Irian Jaya. 

Security concerns weigh heavily as well 
in staffing civilian administrative positions. 
Doubts about Irianese loyalty, analysts say, 
explain why only four of nine regency 
heads in Irian Jaya are indigenous Irianese. 

Through mostly anecdotal evidence, 
long-time residents of Irian Jaya paint a 
dark picture of brutality by both the In- 
donesian military and the OPM. Several 
areas are off-limits to travellers and even 
the lrianese need special permission to 
travel outside urban areas. 

Aid workers say lrianese frequently 
complain of constant surveillance by the 


final concern for Suebu is a persistent 
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Transmigration sites; Irianese villagers: unequal distribution of development aids migrants. 


military, a complaint often heard as well 
from people in East Timor, the former Por- 
tuguese colony annexed by Indonesia in 
1976. Many Irianese believe that the troops, 
most of them Javanese, look down on 
Irianese and their culture, an attitude which 
aggravates tension and scares off some in- 
vestors. For Suebu, the solution to all these 
problems lies in economic growth. "If 
Irianese feel their quality of life is good, 
then there is no need to be worried." 

He advocates a four-plank platform of 
economic development. Large-scale private 
investors must be induced to invest all over 
Irian Jaya, creating growth centres which 
have a multiplier effect on neighbouring 
areas. Suebu says Freeport is an “excellent” 
example of such a growth centre. Second, 
he insists that new investment projects 
bring in local people as equity sharehold- 
ers. 

Third, he wants bigger businesses to ac- 


tively support smaller enterprises through 
“linkage” programmes or via small planta- 
tion schemes that depend on a “nucleus” 
agro-business plant. Lastly, Suebu expects 
more government-business cooperation on 
vocational training programmes. “The gov- 
ernment must push the people from below 
— by providing training and education — 
and business must pull from above by sup- 
plying jobs,” he says. 

The governor does not have the luxury 
of time to turn his ideas into fact. New in- 
vestment is urgently needed if Irian Jaya is 
to prevent indigenous dissatisfaction from 
bubbling over into overt political dissent, 
analysts say. And while Suebu says he 
would prefer not to tinker too much with 
free-market principles, non-governmental 
activists are becoming increasingly adam- 
ant that quotas be established to protect 
market share, jobs and equity ownership 
for indigenous Irianese. = 


11 JULY 1991 


mon border. “We want all Irianese to come home and we don’t 
punish them for leaving,” said Irian Jaya Governor Barnabus 
Suebu. 

Missionaries with long experience in Irian Jaya say that OPM 
members in the central Irian highlands have made little effort to 
win public sympathy. There are many accounts of OPM guerillas 
stealing food, supplies and even women from Irian Jaya tribes 
and punishing viciously any suspected informers. 

Stories of Indonesian army brutality are equally common. 
Missionaries say the army's occasionally savage response to 
Irianese secessionists tends to neutralise, if not cancel out com- 
pletely, the goodwill that otherwise would be generated by 
Jakarta's investment in Irian Jaya schools, clinics and roads. 

More problematic for the government are independence- 
seeking Irianese who eschew violence. In December 1988 hun- 
dreds of Irianese took part in a flag-raising ceremony in Jaya- 
pura, the provincial capital, to proclaim independence. The 
ceremony was led by civil servant Thomas Wainggai, who ear- 
lier had been a candidate for governor. Similar ceremonies took 
place a year later in Jayapura and other Irian Jaya towns. 


Many of the people who took part in these ceremonies were 
arrested and given long jail terms. Wainggai, for example, was 
jailed for 20 years and his Japanese-born wife for eight years, ap- 
parently for helping sew a “West Melanesia” flag. 

An April 1991 Amnesty report says 80 Irianese now in jail are 
“prisoners of conscience — persons held for their non-violent 
political or other activities or beliefs.” All were tried under In- 
donesia’s anti-subversion laws. The report alleges that many of 
the prisoners were beaten or tortured under detention and that 
those accused of subversion are automatically presumed guilty 
by Indonesian courts. A lawyer in Jayapura who has helped de- 
fend some alleged OPM members said accused of sub- 
version, a civil crime, were almost always held in military 
facilities and frequently beaten until they confessed. 

Almost no one believes the OPM poses a credible military 
threat to Jakarta. But many analysts say that Irianese fears of 
economic domination by non-Irianese will continue to generate 
sympathy for the movement unless the government can con- 
vince Irianese that credible channels exist through which politi- 
cal and economic aspirations can be directed. = Adam Schwarz 
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Hit where it hurts 


udging from the lobbying that is 
going on in Washington, the debate 
over China's most-favoured-nation 
(MFN) trading status is being taken 
more seriously in Hongkong than in Pe- 


While China issues stern warnings to 
the US about the diplomatic repercussions 
of the termination of MFN, Hongkong has 
assumed the role of supplicant. Delegation 
after delegation of officials and business- 
men from the British colony have lobbied 
the US Congress, all with the message: do 
not remove MEN from China because it will 
be disastrous for Hongkong. 

While these ents — and the 
Hongkong Government's contention that 
up to 1.8 percentage points would be 
shaved off the colony's economic growth 
— are unlikely to engage the sympathy of 
Congress as the US economy struggles out 
of recession, pro- and anti-MEN forces in the 
US have made use of Hongkong's plight 
for their own purposes. 

Bush administration officials, for exam- 
ple, cite the impact on Hongkong as one 
reason for arguing for the continuation of 
MEN to China, while a bill put forward by 
Rep. Nancy Pelosi links renewal of MFN 
with the release of political prisoners in 
China and Peking’s observance of the Sino- 
British Joint Declaration. 

Similarly, when Deputy Secretary of 
State Lawrence Eagleburger testified before 
the House Ways and Means Trade Sub- 
committee on 12 June, he bolstered the ar- 
gument for renewing MEN by citing the 
Hongkong Government's estimate "that 
approximately 43,000 jobs — which repre- 
sents 1.5% of Hongkong's labour force — 
as well as US$1.2 billion in income would 
be lost in the first year alone if MFN is de- 
nied." 

All parties concerned —  induding 
China — have raised the issue of Hong- 
kong’s plight for their own purposes. The 
question is, what should Hongkong’s own 
position be? If Hongkong stands for any- 
thing, it stands for free trade. From Hong- 
kong’s standpoint, it makes little sense to 
deprive China, or any other country, of 
normal trade relations. Such an act would 
be destructive, benefiting no one except to 
give those who vote for it a sense of self- 
righteousness. 

However, at a time when public senti- 
ment in the US is running strongly against 
China, Hongkong is not winning itself 
friends by appearing to champion China's 
cause. A more appealing course may be for 


By Frank Ching 
Hongkong to present itself as the victim of 
Chinese bullying, as indeed it is. Neverthe- 
less, support for the continuation of China's 
MFN status remains the proper course for 


Hongkong. 


While it may go against the grain for lib- 
erals who are appalled by China's human- 
rights record to accept that MFN should 
be unconditionally continued, this course 
would actually best serve the interests of 
China, Hongkong and the US. 

The problem lies partly in the termino- 
logy. The term "most-favoured-nation" is 


misleading. It merely 
means normal trading re- 
lations, which virtually 
all countries maintain 
with each other. It is 
neither a privilege to be 
withheld as punishment 
nor a reward for good be- 
haviour. 

The US maintains 
trading relations with 
many countries it holds 
in distaste. Moreover, 
all Western democracies 
maintain such trade rela- 
tions with China, and 
severing normal trade 
ties is not an issue in 
those countries. In the 
US, it has become an 
issue largely because of 
domestic political rea- 
sons. Feelings against 
China's leadership are 
running high, and many 
Democrats see it as one 
of the few areas where 
President George Bush is 
vulnerable. 

Would depriving 
China of MFN cause it to 
moderate its behaviour, 
specifically with regard to 
human rights? The an- 


swer is an unequivocal "no." An angry, 
sullen China, isolated from outside contact, 
is unlikely to be more subject to the influ- 
ence of the Western democracies than a 
China that is an integral part of the interna- 
tional trading community. 

The counter-argument — more emo- 
tional than rational — that China should be 
punished for its behaviour, fails on closer 
examination. While the removal of MFN 


Fujian. 


em China, in particular Guangdong and 


If the US — or any other nations — 
want to mete out punishment for the 


Tiananmen massacre or human-rights 


abuses in Tibet and elsewhere in China, it 
will have to work harder at targeting those 
responsible. Using MFN as a weapon is the 
economic equivalent of dropping a nuclear 
bomb on a civilian population, hoping that 


some of the perpetrators of outrages will be 


Using MEN ts 
equivalent to 
dropping a 
nuclear 
bomb on 
cwilians 





killed at the same time. 
More than a century ago, in 1860, Britain 


and France faced the 
same problem when they 
sent troops to Peking to 
punish China for its per- 
ceived mistreatment of 
foreigners. To teach the 
Manchu rulers a lesson 
they would not forget, 
the foreign armies burn- 
ed down the Summer 
Palace. 


Today, instead of 
attempting to damage 
China economically, 


which amounts to hurt- 
ing the population, it 
would be far more con- 
structive if efforts were 
made to deal with Tai- 
wan on its own merit. 
At present, the US and 
the countries of Western 
Europe are fearful of an- 
tagonising China by sup- 
porting Taiwan's mem- 
bership in such organisa- 
tions as Gatt. For this 
reason, they couple 
Taiwan's application 
with that of China, even 
though Taiwan qualifies 
and China does not. 
Where it would be 
wrong to punish China 


by withdrawing MEN, it would be right to 
acknowledge Taiwan's role in the interna- 
tional community by admitting it into Gatt 
— and even the UN. With Peking support- 
ing the two Koreas membership in the 


UN, now is the time for the Western demo- 


would undoubtedly hurt China, the pain 


would be most keenly felt not in Peking but 
in the more progressive provinces of south- 


writer. 
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crades to apply the same principle to 
China. The old men in Peking would feel 
such a move much more keenly than the 
non-renewal of MFN. =z 


Frank Ching is a Hongkong-based freelance 
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hy is it, a plump Oscar Wilde 
once asked plaintively, that 
everything ] like doing is 
either immoral or fattening? 
vee from the question of immorality, a 
| glance through the pages of most news- 
papers and magazines over the past decade 
or so has brought repeated reminders of 


_ the wages of the sin of gluttony. No, not 
 gluttony; simply of what was known, in 


the dear, departed days of common sense, 
as a healthy appetite. It is no longer suffi- 
cient. not to be plump or even obese; one 


must have a supremely fit interior, free of 


excess fat, supersaturated fats, cholesterol, 


galt, sodium, nicotine, tars and a host of 


other substances, and full to the brim with 
. Vitamins, proteins and fibre (whatever that 
is). 

It is not only the pages of cookery, fash- 
ion and “living” sections that have made 
depressing reading; almost every day, it 
seems, some group of scientists or dieti- 
cians have announced that yet another 
food is bad for you. Corn oil: no; olive oil: 
yes; red meat, butter, eggs, milk, cream, 
salt (all the tasty stuff): no; lettuce, brocoli, 
carrots, cabbage, fish, bran: yes. We should 
all eat like the healthy-hearted Esquimaux 
(minus presumably the blubber) or Japan- 
ese (minus presumably the deep-fried tem- 


pura and matsuzaka steaks, with the beer-: 


fed fat lovingly massaged into the marled 
lean meat). 


Dinner parties have become potential mine- 
fields (^Will Meilin eat sukiyaki?" "I know 
Charles is vegetarian, but does he eat fish, or 
eggs?"). Lunch conversations are often a 
bore, as men guiltily count calories and 
X-ray women exchange recipes. How the 
nut cutlet brigade shudder when someone 
orders oysters, pork cutlets and French 
fries followed by strawberries and cream 
— the frisson of shock almost matches 
that which accompanies an order of a cap- 
pucino, a glass of port and a cigar after- 
wards. 

As always, the bad currency drives out 
the good. In the US today, one has to go 
hunting for the delicious, nutritional pro- 
duce of Jersey cows, while supermarket 
shelves groan under packets of tasteless, 
‘bluey-thin skimmed milk, low-calorie pro- 
cessed cheese, diet-friendly artificial cream 
(from a pressurised can) and no-fat yoghurt. 
Bread is no longer the staff, but the stuff, 
: of life. Retailers prosper as sales soar of 
“organic” (does anyone eat inorganically?) 
health foods and “natural” vitamins (in the 
form of capsules and tablets). Restaurants 
: flourish as they contemptuously serve their 
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Traveller’s Tales 


customers visually pleasing but expensively 
minute portions, according to new or min- 
ceur cuisine. 


Aimost every day, the “findings” cancel 
themselves out. Frying is bad, of course, 
but so — according to one of the most re- 
cent of the myriad alarmist “results” of tests 
— is roasting or barbecuing (they could be 
cancer-friendly, experiments on laboratory 
animals had “indicated”). Flavour is out, so 
one should eat one’s food raw, poached, 
steamed or stewed. Monosodium glutamate 
enhances flavour, so it must be bad, despite 
the fact that MSG had only had deleterious 
effects on rats which had been filled to the 
gills with the stuff for weeks on end. 

No matter that such findings overthrow 
folk wisdom as often as they contradict last 
year's scientific wisdom. Animals may have 
made long pilgrimages to salt licks and hu- 
mans struggled to make salt from the sea in 
times of shortage; salt is now bad. So is 
sugar; no, it’s not, according to yet another 
finding: it is nature’s prime source of 
energy. Cholesterol is bad; well no; one 
type of cholesterol is fine, and low-blood 
cholesterol may cause cancer. It is depress- 
ingly evident that the scientists, the dieti- 
cians and other “experts” are as subject to 
the fad of the moment as are fashion de- 


“signers. It is all reminiscent of changing 
dentists instructions on cleaning one's 


teeth over the past 20 years: move the 
brush up and down; no, move it in big 
cirdes; no, small cirdes; no, wiggle the 
brush about a bit, and rely on flossing. I 
remain encouraged by the experimenters 
who isolated a group of young kids with a 
wide variety of food, including plentiful 
supplies of chocolate, cream, cake and 
sweets: the kids at first tucked into the 
sweeties but, over a period of days, in fact 
ate a well-balanced diet. 


Of course, it is possible that all these new 
discoveries reflect progress in understand- 
ing the working of the body. I remain cy- 
nical, as so much money is involved. A re- 
cent survey of food fads by a news 
magazine failed to correlate the frequent re- 
velations of new findings with the financ- 
ing that keeps the scientists employed on 
their surveys and experiments: a scientist 
friend told me that, as grants or fundings 
run out, the experts surveying, say, the 
diets of fat freaks or injecting white rats 
with large doses of pure gin can. be confi- 
dently expected to produce, often at a press 
conference, some fascinating "indications" 
that their experiments have thrown up: 
that there is a correlation between girth and 
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There have been gleams of encourage- 
ment and grounds for laughter from time 
to time. The occasional jogger crunched his. 
knees, impacted his spine or died of a heart. 
attack. The occasional food faddist was 
struck down with kidney stones or 
anorexia. An occasional survey revealed 
that the body welcomed a shot of whisky or | _ 
a couple of glasses of wine. But most of the - b 
findings were unwelcome to the bon viv- TU 
eur. unless 
But all things come to those who wait; a | . 
true beam of happiness penetrated the gen- 
eral gloom last week when three California |. 

researchers, using mathematical models, | 
found that the dedicated calorie-watcher | 
only lengthens his or her life by three or ^ 
four months. It’s all there in the current edi- |. 
tion of the august Journal of the Americam | - 
Medical Association. The models, geared to |- 
those who heed the current advice of the |. 
US Government health agencies and vas |. 
rious health groups and obtain 30% of their |. 
calories from fat (rather than the present. 
37% average), showed that the life span of 
the average woman would increase by 
three months and that of a man by fo ‘ 

months. | 


So much the claims that dieting — 
"save" one from heart disease and variou 
cancers, of the breast, the colon, the rectur 
and the prostate gland. They may, but fo 
90 or 120 days, on average. All that sa 
rifice; all that stupid ignoring of th 
stomach's signals; all those bad tempers 
that money on the faddish diet product 
For what? The ancients had it right: eat 
drink and be merry, for tomorrow we di 
— anyway. Or don't eat; don't drin 
be miserable — and gain another 
months. 


. -affairs magazines. But the prospect of 
| s China's 1997 takeover has politicised 


_ has spread to television, cinema, 
_ and other media once devoted pure- 
|. Jy to escapism. The climate today is i 
-a far cry from the 1970s, he says, when 

... even the print media hesitated to commis- 


(7 that we can comment on! 
































By Ste Stacy Mosher in | Hongkong 
When Mark Yuen started drawing 
comics nearly twenty years ago, no 
one was interested in politics. 
Now, however, Yuen has launched 

his own magazine, Rebel, made up 
entirely: of local political cartoons 

pl and satire. The magazine's motto: 
| MAE "When democracy i is a crime, you 
^c can only rebel." 

During the years that he made his fame 

^as a political cartoonist under the pen 

. name Ma Lung, Yuen's target audience 

-< has been the tiny minority of Hongkong 

| people that regularly reads current- 








_ Hongkong in a way that bodes a wider 
|. readership for Yuen. 
Already, he notes, social satire 


| -sion political cartoons, for fear of offending 
officials and advertisers. In those days, 


the one bona-fide political cartoonist was 
= -a rightwing supporter of Taiwan’s ruling 


<= Kuomintang (KMT), the losers in the 
cS Chinese civil war. 

m “But after the question of Hongkong’s 
_ future came up in the 80s, younger car- 


.... toonists started picking up on a new gen- 


T eral interest in politics,” Yuen says. “Now- 
_. .adays there's always something happening 


t^" 


. ^; Not that political cartoons are entire- 
- ly new to Hongkong. During 


= -the war-torn 1930s, the British 


colony became a centre for ref- 
ugee cartoonists from Shanghai, 
Canton and Vietnam. The car- 
toonists started their own club, 
and even staged an anti-war car- 
toon exhibition in the Central 
business district in 1939. 

.. When Hongkong fell to the 
Japanese at the end of 1941, 
the cartoonists dispersed, but 
returned again at the end of 
the war. Leftist Chinese car- 
. toonists, such as Liu Bingxiong 
—and Ding Cong, used Hong- 
kong as their base during the 
KMT ascendency in China. After 
he Communist victory in 1949, 


iarper satire amidst gathering gloom 
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Rebel magazine 
maiden cover. 


however, they returned to the mainland. 

This left the field open to a new genera- 
tion of local cartoonists, whose gentle 
humour is typified by Tong Wong Tsak's 
bumbling Confucian scholar Lo Fu-tzi and 
Wong Sze-ma's Neuu-tzai. Japanese influ- 
ence, however, began to intrude by the end 
of the 1960s, with the rise of today's comic 
book giants: the brothers Kwong Tung- 
yuen and Kwong Nam-lun (known as 
Sheunggun Siu-po and Sheunggun Siu- 
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Trigg’ " s triumverate. 
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wai, respectively), as well as the celebrated 
Tony “Jademan” Wong. 

These innovators brought comic books 

to a far wider audience. Their 

z output fell into a handful of key 

$ genres — classical-kungfu sagas, 

? ghost stories, gangland tales, and 

pure slapstick humour. Periodic 

alarms were raised about their sex 

and violence. 
Not just their content, but also 
their production methods revolu- 
tionised the comic business. Wong, 
in particular, ran his operation on a 
factory basis, with strings of specialised 
artists to allow for mass production and 
greater sophistication. 

Between them, Wong and the Kwong 
brothers continued to dominate the market 
until the late 1980s. Then a few of their star 
artists, such as Ma Wing-sing and Sheung- 
gun Siu-keung, defiantly struck out on 
their own. The Jademan empire was fur- 
ther debilitated by Wong’s arrest and even- 
tual conviction for conspiracy to defraud. 

The recent proliferation of comic-book 
publishers has allowed for more ex- 
perimentation with styles and formats. This 
new diversity has coincided with a time of 
socio-political exploration that is unpre- 
cedented for Hongkong. 

The political turmoil in China in 1989 
has had a lasting impact on both commer- 
cial comic books and political cartoons, 
blurring the formerly clear distinction be- 
tween high-brow satire and working-class 
escapism. Political cartoonists such as Yuen 
at the Hongkong Daily News and Zunzi of 
Ming Pao are enjoying unprecedented . 


popularity. 

"Ive been drawing cartoons 
for 10 years,” says Zunzi, “but 
since June 4th [1989], I’ve had . 
people tell me how much they |. 
like my work, as if l'd just 
started." His explanation: "Poli- 
tics has become a part of daily 

Years ago Zunzis publish- | 
ers used to sometimes shy . 
away from printing | his car- — 
toons because they cut too. 
close to the bone. Not any more, _ 
though. Both Zunzi and Yuen — 

feel that editors are more than 
ever looking for cartoons that 
"draw blood with a single 
stroke,” as the Cantonese pro- 
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nas it. They attribute this new open- 
. partly to a younger generation of 
itors, but also to the new demands of 
eaders. 
"People have become so frustrated with 
. the current political situation, they can 
< hardly bear to read the news reports,” says 
. Yuen. “T hope my cartoons will help people 
_ vent their frustrations, and also encourage 
political consciousness." 
-. Nearly all major newspapers now carry 
at least one political cartoon, though some 
of them still pull punches for fear of of- 
fending powers-that-be. Even among the 
strictly "entertaining" commercial comic 
books, politics is making itself felt. 

Ihe 1989 disturbances influenced story 
lines and inspired unprecedented political 
commentary in the writers’ columns of 
such unlikely publications as kung-fu com- 

dcs Drunken Fists and Laughing Sword and 











Li Chi-tak: nightmarish. 


the bizarrely misnamed gangland favour- 
ite, Love Story. Even Lo Fu-tzi and his pal 
Potato-Head carried banners proclaiming, 
"Long Live Democracy!" Since then, most 
of the comic books have retreated from 
explicitly political commentary, despite oc- 
casional guest appearances in their pages 
by Chinese leaders Deng Xiaoping and Li 
Peng. 

At a deeper level, though, the comics 
still resonate with the mood of post-1989, 
pre-1997 Hongkong — a feeling of helpless- 
ness, of unalterable fate, of time swiftly 
Tunning out. After an escapist happy end- 
one writer sees fit to deflate his readers’ 
horia: "Remember, real life doesn't 
ually work out this way." And even 
without expressly political themes, some 
comics show a new level of social aware- 

- Take, for instance, the recently launched 
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Serb. n. 6-1 
Changing of the guard, à la Zunzi. 


series Bums’ Counsel, which stars a young 
barrister who takes on the defense of sexual 
deviants, petty crooks, and other undesira- 
bles. Written by a lawyer, the comic in- 
cludes factual sidebars about the workings 
of Hongkong justice. 

In his opening column, the writer urges 
his public: "For the sake of the future of 
Hongkong's legal system and the preserva- 
tion of human rights, for the sake of 
China's progress toward democracy and 
the rule of law, please read every issue, rec- 
ommend these comics to others, and even 
mail them to China!” 

Bums’ Counsel is brought out by the 
rapidly expanding Free Man publishing 
house, which specialises in “alternative” 
comics. "There's a feeling of challenge that 
makes it exciting," says pub- 
lisher Chris Lau. "I want to 
see how much I can get away 
with — just so long as I don't 
lose money!" 

The canny Lau knows 
how to hedge his bets. He is 
introducing his less contro- 
versial comics to foreign mar- 
kets such as Singapore, and 
is preparing English editions 
to expand his market even 
further. "There are always 
rules to every game," he 
says. "Ive been through 
hard times before, and I'll 
press for my freedom as long 
as I can. But if I decide to quit 
and emigrate overseas, that's 
no problem." 

Less portable might be 
the art of Simon Kam (pen 
name Siu Man), a comic book 
author whose grotesque, 
scatologically obsessed char- 
acters speak in an earthy 
Cantonese argot that would 
be incomprehensible out- 
side of Hongkong. An ad- 
mirer of Chinese revolu- 
tionary Sun Yat-sen, Kam 
decided to add a polit- 
ical element to his comics 
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WERE NOT TAKING OVER HONGKONG 
WE'RE HERE FOR A ROBBERY, — 


‘Black Panther’ meets Deng. 


























after the blood-letting of 4 June 1989. 

Most of Kam’s political comments are 
throw-away lines, like when he compares. 
the New China News Agency to a whore 
house. But he does occasionally embark on. 
more ambitious satires, such as one issue 
entitled Cannibals Overrun Hongkong. In his. 
writer's column, Kam cautioned readers to. 
“please destroy this comic after you finish 
reading it, as the author fears settlement of. 
accounts at a later date." | 

Kam gets plenty of mail from readers __ 
about his newly politicised tone. “Many say. 
they like it,” he reports. "None have op- 
posed it. I’m introducing it little by little so. 
people can accept it more easily." As for. 



























ight as well say what I want while I can." 
-Future uncertainties weigh heavier 
pon cartoonist Li Chi-tak, whose comic 
ooks depict a strange, nightmarish world. 

\fter the Tiananmen tragedy of 1989, he 
undertook two commissions commemorat- 
1g June 4th. Now, he no longer dares even 
) visit China. “I should have used a fake 
name," he remarks. “In fact there may be 
‘no problem, but I don't want to take the 








Fear of future censorship is the main 
reason why Yuen has decided to start pub- 
lishing Rebel. "Up to now, editorial control 
isn’t a problem in the newspapers," he ad- 
‘mits. But, he predicts, "as we approach 
1997, all media will face the question of sur- 
vival, which could be affected by controver- 
= slal cartoons." 
~ By establishing an open forum for politi- 
=~ -cal satire well in advance of 1997, Yuen 
hopes to increase his magazine's chance of 
-survival by confronting Hongkong's even- 
> tual Chinese overlords with the fait accompli 

of a going concern with a regular and 
substantial readership. "If I wait two 
| c.years, no one will be willing to print this 

= magazine." 
Far more sanguine is Yuen's fellow car- 
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toonist, "Trigg," who draws for the Eng- 
lish-language Hongkong Standard. "I don't 
think there will be censorship," he predicts. 
"The writings on the wall for the Com- 
munist government. They've been grossly 
overrated. They're just a lot of ignorant 
peasants running the country by default 
and terror." 

A former policeman, "Trigg" has come to 


| Letter from Sermoan 


It took an act of Congress, but the little 
town of Sexmoan in the central Luzon 
province of Pampanga has finally been 
relieved of its shame — its name. Under 
legislation passed earlier this year, which 
somehow missed the attention it should 
have got for such an important historical 
event, Sexmoan became . . . Sasmuan. 

Mayor Abelardo "Call me Abe" Pan- 
laqui, who led the fight to restore the 
town's pride, insists that Sasmuan was 
what the 400-year-old fishpond commun- 
ity should have been called all along. The 
Spanish colonialists, according to local 
folk lore, couldn't get their tongues 
around Sasmuan and eventually it be- 
came the name that shamed. 

"| didn't like it,” says the 55-year-old 
Panlaqui, who moonlights as a marimba 
player in a local showband that enjoyed 
== at least until the recent rude interven- 
. tion of Mt Pinatubo — a 23-year run at 

the NCO Club of nearby Subic Naval 
Base. In his mayoral office, with its entry- 
way sporting a spanking new municipal 
seal (a large red heart emblazoned with 
the word "Love"), Palanqui bemoans the 
onus under which the town laboured for 
so long. 

"We were always being held up to 
public ridicule," he says. He has a point. 
Ask anybody in the nearby towns for di- 















rections to Sexmoan (as the place is still 
called in newspapers and even the latest 
maps) and you inevitably elicit a snigger. 

The determined Panlaqui found two 
powerful allies in his years-long crusade. 
They turned out to be Sen. Agapito 
"Butz" Aquino, President Corazon Aqui- 
no's brother-in-law, and local Pampanga 
congressman  Emigdio Lingad. They 
sponsored identical bills in the Senate 
and House of Representatives, respec- 
tively, which called for the name change. 

In an explanatory note to House Bill 
No. 2166, Lingad said Sexmoan had no 
meaning whatsoever in the Pampango 
dialect and noted indignantly that some 
people were even calling the place Sexy- 
moan, "causing embarrassment, disdain 
and contempt among residents therein 
with the inference of the word 'sexy'." 

Last 16 January, the Congress finally 
enacted the legislation into law. Still, 
there is a lot of follow-up work to be 
done. A sign at the river-landing says, for 
some reason or another, "Sex Fishport." 
And "SEXMOAN" remains in bold 
characters on the public market. Even the 
central government itself has been slow 
to update the name: "Sexmoan Munici- 
pal Office," proclaims the faded red let- 
tering on the Department of Agriculture's 
local bureau in the town square. 
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Siu Man's ‘Journey to the West.’ 


enjoy cocking a snook at authority figures, 
a function he deems especially useful in a 
society like Hongkong’s. “People [here] 
have no control over their lives,” he be- 
lieves. "[Chief Secretary] David Ford and 
others make all the decisions, but they bear 
no responsibility. If my comics can make 
them think about what they're doing, I feel 
l've accomplished something." * 


To make matters worse, the town has 
been cropping up in press datelines lately 
due to an unaccustomed run of news 
events. Sexmoan (as the news hacks per- 
sist in dubbing it) may have escaped the 
full fury of Pinatubo, but the eruption 
and accompanying tremors heaved up 
seven strange earthen mounds in the 
middle of the Dalan-Bapor River and an 
adjoining fishpond. Vulcanologists are 
still having difficulty explaining that. 

Local villagers were also excited about 
two springs, leaking an oily substance 
that smelt vaguely of gas or kerosene. 
But tests by the Caltex Oil Co. laboratory 
showed Sasmuan can go right on fishing 
and forget about Opec membership. De- 
posits in the sample were non-flammable 
and contained only silicon, sulphur and 
iron. 

Although it is unclear just how much 
social intercourse goes on among the 
towns of southern Pampanga, Panlaqui's 
successful campaign could set a prece- 
dent. Sexmoan — or, at least, its offend- 
ing name — may be a thing of the past, 
but what about the nearby town of 
Macabebe (pronounced, more or less, 
“make-a-baby”), home of 50,000 souls? i 

But do not be too quick to snigger, | 
Lingad cautions; these names are "inhe- | 
rently meaningful and of historical ori- 
gin.” For the record, Macabebe is the. | 
name given to native mercenaries whoo 
fought for the Spaniards against Filipino — 
revolutionaries. Sasmuan simply means 
meeting place. m John McBeth 
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Tin and tapioca titan 


Eating Salt: An Autobiography by Ho Rih 
Hwa. Times Editions, Singapore. $$35.00 
(US$19.75). 


Seventy-four-year-old Ho Rih Hwa has 
lived a remarkable life, one that in many 
ways mirrors the twists and turns of recent 
East Asian history. Born into a poor immi- 
grant family in the dockyards of Singapore, 
this likeable, plain-spoken man ended up 
sipping tea with kings 
and queens as the 
island republic's rather 
reluctant ambassador to 
the EC. 

In between, Ho saw 
the poverty and horror 
of wartime China, was 
feted by nouveau riche 
Chinese in New York, 
traded tin from a shack 
in Burma and became a 
powerful Bangkok 
businessman. As Ho 
tells it, his is a pecul- 
iarly Chinese rags-to- 
riches story, one which has 
depended on hard work, 
devotion to friends and fam- 
ily, and a belief that morality 
pays better than oppor- 
tunism. Eating Salt is a 
Horatio Alger tale informed 
by Confucianism. 

The best parts of Eating 
Salt concern Ho's early days. 
Drawing from a life-long 
habit of keeping a diary, Ho 
nicely captures the feel of 
sleepy, pre-war Singapore 
and of the petty tyrannies faced by a 
poor cousin sent to live with richer rela- 
tives. At the age of 11, Ho was sent to 
Lingnam College in Canton, where the 
sons of wealthy Hongkong merchants lived 
in sanctuary from the chaos afflicting China 
in the age of the warlords. 

It was at Lingnam during the early 
1930s that Ho's strong patriotism for 
China was forged, a feeling that was driven 
home hard by Japan's invasion of Man- 
churia in 1937. At that time, Ho was attend- 
ing the Tokyo Fishery College and had ad- 
mired the Japanese for their simple, 
hardworking lifestyle. He left quickly, 
alighting in Shanghai where a huge 
demonstration was taking place; "My 
blood boiled to hear the slogans shouted. 
Young and patriotic, I was very glad to be 
back on Chinese soil." 

For most of the next five years, Ho at- 
tended a series of universities in China, a 
moveable feast that kept one step ahead of 
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EATING SALT 


AN AUTOBIOGRAPHY 


Days of wine and noodles. 


the hostilities. He went to the frigid north- 
western front in 1938 to entertain com- 
munist troops and lived a life of hardship in 
Chengdu where he attended classes on the 
temporary campus of Nanking University. 
Graduating with honours in 1942, Ho was 
destitute; the money given to him by rela- 
tives had been eaten away by inflation. He 
scammed his way into the Chinese political 
service to attain a place as a foreign scholar. 
By 1944, Ho was living a 
considerably different life as a 
graduate student at Cornell Uni- 
versity (though still saving paper 
cups and bits of toilet paper, so 
precious in China but tossed away 
without thought by Americans). 
There he met a chemist named Li 









“a 


Lienfung, the daughter of a wealthy 
Chinese businessman, who was to become 
Ho's wife and provide the connection that 
would form the basis for his successful 
business career. 

Ho amusingly recounts the way Li's 
well-heeled family reacted to news of her 
engagement to the son of a ship's car- 
penter, with one aunt running through the 
names of every prominent Ho she knew 
while Rih Hwa sat there dolefully shaking 
his head. Lienfung’s father, K. C. Li, was 
not particularly bothered; he gave the au- 
thor, who by then was studying for a doc- 
torate in economics at Harvard, a job as a 
delivery boy. 

The corner-stone of K. C. Li's wealth 
was tungsten trading, a particularly good 
business to be in during the war years. As 
the Korean War erupted, Ho has his trial by 
fire as a businessman; he was sent to a re- 
mote outpost in Burma to buy up the metal 
for his father-in-law's Wah Chang Co. Ho 
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was not an immediate success in this or in 


many of the other ventures that followed: — 


tapioca trading, vermicelli noodle produc- 
tion and flour milling. But his diligence, 
his humility, and his wife's eye for tech- 
nical detail saw Ho through to great for- 
tune. 

As Eating Salt gets closer to the present 
day, it loses a good bit of its punch. The lat- 
ter section of the book is given over to a de- 
tailed recounting of the trials and tribula- 
tions of setting up noodle factories, of bust- 
ing a European-dominated shipping cartel 
that lorded over the Thai tapioca trade, and 
of trying to negotiate contracts with recalci- 
trant Indonesians. 

Even less satisfactory is Ho's account 
of life as Singapore's first ambassador 
to Thailand and later as its envoy to the 
EC. Ho shares few of his insights about 
what it was like to represent a young coun- 
try during an unstable time, preferring to 
dwell on the rigours of having to change 
evening clothes while shuttling between 
diplomatic receptions. Nor does the author 
even mention the difficulties faced by his 
first son Kwon Ping, a former REVIEW 
correspondent who was suspended from 
Stanford University for demonstrating 
against the Vietman War, and detained by 
Singapore's Internal Security Department 
in 1977. 

Discretion is also part of the Confucian 
creed that Ho adheres to. But it is a shame 
that he could not have brought the same 
earthy insight and humour to recent events 
that makes the tales of his early years such 
a pleasure. Nonetheless, for those anec- 
dotes of bygone days alone, Eating Salt is a 
worthy and enjoyable addition to the per- 
sonal histories of the region. 

m Jonathan Friedland 





Lady literati 


Bamboo Shoots after the Rain edited by 
Ann C. Carver and Sung-Sheng Yvonne 
Chang. The City University of New York. 
LS$14.95. 


In the story “A Woman Like Me," Aunt 
Yi-fen and her niece are undertakers who 
specialise in making the dead look good. 
They sew up "sundered bodies and split 
skulls” and apply “final cosmetic touches.” 
From the expression on a dead woman’s 
face, Aunt Yi-fen can tell whether she had 
“placed herself into Fate’s hands, of her 
own accord,” or “meekly” accepted her lot 
in life. 

Chinese women’s acceptance or rejec- 
tion of their lot is a prominent theme in 
many of the selections in Bamboo Shoots 
After The Rain, an anthology of stories by 
women writers in Taiwan. The stories rep- 
resent three clear-cut generations, and en- 
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able the reader to follow 
the evolution of women's 
social roles and literary 
styles. 

Stories written by the 
"older generation," main- 
landers who fled the com- 
munist takeover and set- 
tled in Hongkong, Tai- 
wan or the US, are set 
on the mainland in a Con- 
fucian society that seems 
a thousand years away. 
In this world, husbands 
devastate their wives by 
taking up with luscious 
concubines, and servants 
cook and clean for their 
masters with no hope of a change for 
the better. The women in Lin Hai-yin's 
"Candle" and Ch'i Chun's "The Chignon" 
protest their fate by becoming ill, giving 
up on their personal appearance, and turn- 
ing their faces to the wall. Locked in 
place by the restrictions of traditional 
Confucian culture, they swallow their fate 
in silence. 

Signs of change prevail in stories written 
by the "middle generation" who came of 
age in Taiwan in the 1960s and were heav- 
ily influenced by Western literary ideas and 
the rapid changes taking place on the is- 
land. The protagonist of Yu Li-hua’s “In Liu 
Village" triumphs over the stigma of rape 
while in Ou-yang Tzu's "Vase" a wife 
shrugs off her husband's attempts to domi- 
nate her. Women may be no longer subser- 
vient elements in an ossified family struc- 
ture. They are teachers, undertakers, even 
powerful "spirit doctors." 

The "younger generation" writers of 
today work in a climate of unprecedented 
free expression and live in a society con- 
fronting all the problems and pleasures of 
skyrocketting affluence. These writers are a 
substantial presence in modern Taiwanese 
literature: in the 1980s women were re- 
sponsible for the great majority of pub- 
lished fiction on the island. The preface 
notes that in 1986 "eight of the 10 best-sell- 
ers in fiction, poetry and essays were writ- 
ten by women." 

These younger writers, all second-gen- 
eration mainlanders reared on Taiwan, do 
not focus solely on women's issues or the 
lack of options for women. Society in its en- 
tirety is splashed across the canvas, from 
the stunted delinquent youth of Hsiao Sa's 
superb "The Aftermath of the Death of a 
Junior High Coed" to the loneliness of the 
elderly in Ai Ya's "Two Very Short Stories." 
Unmistakable symbols of modern Taiwan 
— imported whiskey, pocket calculators, 
sex comics and videotapes — dot the 
pages, minor yet significant hints of the ad- 
vent of a new age. 

This is not to sing the praises of life in 
modern Taiwan. Affluence and modernisa- 
tion create as many problems as they solve. 
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Quote me, baby. 


Women may be a rising 
force in society, but as 
co-editor Ann C. Carver 
points out, they still face 
the "cultural and economic 
restrictions women have 
always experienced in a 
male-oriented society." 
Now, the status quo, at 
least as expressed in litera- 
ture, is being undermined 
in Taiwan. The empower- 
ment of women in both lit- 
erature and society is evi- 
dent from this anthology. 
Compared to the enforced 
stagnancy that has charac- 
terised most Chinese litera- 
ture written on the mainland since 1949, 
these stories offer potent support for the 
products of "spiritual pollution." 
= Andrew Leonard 





Lost and found 


The Bamboo Cage hy Nigel Cawthorne. 
Leo Cooper, London. £18.50 (US$30.90) 


Subtitled "The full story of the American 
servicemen still held hostage in Southeast 
Asia," the author has delved deep into 
all the available information pertaining to 
the Missing In Action (MIA) 
issue. His conclusions 
largely contradict the claims 
of officials in both Washing- 
ton and Hanoi. 

Cawthorne is convinced 
that “300 or so” American 
servicemen are still being 
held in Vietnam and Laos 
today. The Bamboo Cage pro- 
vides many of the accounts 
used to support this claim, 
and gives a convincing argu- 
ment as to why these MIAs 
have yet to be released. The 
author concedes that many 
of the alleged sitings of MIAs 
in Indochina may be false. “People’s 
memories are faulty. They get confused 
and make mistakes. Stories get garbled in 
the retelling. Misinformation is deliberately 
spread. And some people lie.” He insists, 
however, that the sheer number of alleged 
first-hand sitings — 994 in all — indicate a 
strong element of truth. 

There is the remarkable case of Bobby 
Garwood, a Marine motor mechanic who 
was captured in 1965. Twelve years later he 
managed to pass a message to a World 
Bank official in Hanoi, and subsequent in- 
ternational pressure led to his release. On 
his return to the US, Garwood was court- 
martialled for desertion and collaboration, 
dishonourably discharged and later fined 
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the exact amount due to him in backpay. 

Possibly the most bizarre claim concerns 
a 1986 Sino-Canadian deal to get MIAs out 
through Yunnan province. The scheme 
was allegedly cooked up by disillusioned 
Vietnamese communist officers who hoped 
the clandestine release of the MIAs would be 
rewarded by international support for a 
planned coup attempt. After describing a 
plausible account of the precise events, the 
author openly concedes that the story 
comes from a convicted criminal and could 
well be “the Far Eastern fantasies of a Cas- 
cade County jailbird.” 

Much of Cawthorne’s evidence comes 
from a 15-volume, 10,000-page report by 
the US Department of Defence which was 
declassified briefly in late 1978. The author 
also relied on a retired National Security 
Agency analyst, Jerry Mooney, who had 
earlier pieced together (from North Viet- 
namese communications picked up by 
American intelligence) the whereabouts of 
“downed” US pilots. Mooney's work was 
largely ignored by his superiors at the time. 

It is argued that Vietnam's prime motive 
for keeping prisoners of war (PoWs) after 
1973 was a belief by Hanoi that it could 
negotiate their release in exchange for 
money, in particular the US$3.25 billion in 
reconstruction aid secretly pledged by 
Richard Nixon in February 1973. The au- 
thor supports this claim by citing the exam- 
ple of French PoWs in Indochina after 1954. 
More than 1,000 French soldiers that Hanoi 





Where art thou? 


initialy denied withholding "came back 
from the dead" over a 16-year period in 
which Paris made regular aid payments. 

Cawthorne plots the process whereby 
servicemen thought to have been taken pri- 
soner were later reclassified as MIA, and 
later still reported as killed in action by the 
Department of Defence. 

Cawthorne conveys the human suffer- 
ing still felt in the US 18 years after the 
American withdrawal from Vietnam. But 
this is no worse than the emotional and phy- 
sical scars the US inflicted on Vietnam. As 
Cawthorne states, "the American obsession 
with the MIA issue irritates the Vietnamese. 
They have 300,000 of their own soldiers 
listed as missing in action.” m Nick Freeman 
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: By Hamish McDonald in New Delhi 
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anmohan Singh, India’ s new fi- 
nance minister, is a man with 
few options. He has fore- 
Ee shadowed a two-to-three-year 
= programme of structural change for the 
economy, starting with an easing of foreign 
© -equity limits for business. A lot of New 
Delhi observers will believe this when they 
see it. In the meantime, Singh's credibility, 

.and the financial standing of India itself, 
-= depends on him producing the country's 
|. toughest-ever budget within the next three 

weeks. 
The symptoms of India's current eco- 
i. nomic crisis have revealed themselves most 
_ dramatically in the external accounts; more 
|... IMF credits and gold sales are the only way 
-*' India can avoid its first-ever default on for- 
eign loans. A 9.3% devaluation of the rupee 
against the US dollar on 1 July was one step 
— towards meeting IMF conditions for further 
«loans. 
But, as economic advisers from organi- 
5. gations such as the World Bank have been 
— « saying for two years, the sickness originates 
in the government's own finances. Public- 
(c sector borrowing has averaged more than 
~ 10% of GDP for the past five or six years. 
This in turn has fed money-supply growth 
averaging 17% a year and annual inflation 
of 9% by 1990. 
"5. For a while, the impact of the disease 
| -. was masked by the take-up of spare indus- 
_ trial capacity. The past four years of boom- 
^. ing agricultural harvests also eased pres- 
„sure on prices. But the final diagnosis came 
vat the end of last year, when petroleum 
"prices and interest rates were lifted. 
- The previous governments finance 
minister, Yashwant Sinha, began prepar- 
ing a remedy in December with emergency 
.tax and duty charges. In January, he ob- 
tained US$1.8 billion in credits from the IMF 
on the promise of a budget that would cut 
the central-govemment fiscal deficit from 
8.6% of GDP in the year ended on 31 March 
. to 6.5% in 1991-92. But politics intervened: 
“the Congress party, which underpinned 
.the then government, insisted on a tempo- 
rary supply bill until elections were out of 
the way. 

The money bill — and the patience of 
the international institutions — runs out on 
31 July. Unless the IMF relents, achieving 
the budget-deficit goal set by Sinha will be 
-that much harder, given that four months 


























ECONOMIES 


of the financial year will have elapsed. 
Moreover, the drastic braking of imports 
since April has cut customs duty receipts, 
normally 35-4075 of tax revenues. 

The inflationary pressure from the gov- 
ernment accounts built up over the 1980s, 
as the administrations of both Indira and 
Rajiv Gandhi pushed high industrial 
growth without reining in the public sec- 
tor’s appetite for national savings. 

Within the public sector, the deficit on 
the current revenue and expenditure ac- 
count grew significantly, rising from 0.6% 
of GDP in 1980-85 to 3.1% over 1985-90. As 





well as having a huge bureaucratic estab- 
lishment that looks after itself, New Delhi 
has been handing out free or subsidised 
goods and services to an expanding pro- 
portion of the population. When Finance 
Minister Singh warned there would be “no 
more free lunches,” he no doubt had food 
subsidies for the middle classes foremost in 
mind. 

Capital spending by government has 
fallen as a proportion of GDP over the past 
decade, And within this category, the pro- 
portion of “non-developmental” spending 
has risen, from 0.5% in 1980-85 to 1.1% in 
1985-90. This refers chiefly to defence- 
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India’s new finance minister cannot shirk difficult options 


NN bed of nails 


equipment purchases — both of imported 
items such as Soviet jet fighters, Swedish 
artillery and German submarines, and 
of a host of indigenously produced equip- 
ment such as ballistic missiles, fighter 
aircraft and battle tanks. The locally built 
items have been subject to massive cost 
overruns. 

The first task has to be a reduction in the 
current deficit, if development is not to be 
slowed even further. 

This approach would have the sharpest 
impact on the growth of government 
debt, for which the interest bill now con- 
sumes about 22% of total government ex- 
penditure. This year, the interest bill is 
likely to exceed new borrowings for the first 
time. 

Interest payments in 1991-92 will jump 
by more than 2076 from a year earlier to 
nearly Rs 250 billion (USS11.9 billion). 
Needless to say, the huge public-sector bor- 
rowings are crowding private businesses 
out of the credit market. 


he goal of keeping the budget 

deficit to 6.5% of GDP suggests 

savings in the order of Rs 100 

billion, out of projected spending 
of about Rs 1,100 billion (assuming that cus- 
toms duties are not too seriously down 
over the whole year). On the expenditure 
side, the three target areas for cuts are in- 
terest payments, defence spending and 
subsidies. 

In defence, the prospects for the kind of 
strategic detente that would allow major 
force reductions are dim. Indeed, India and 
Pakistan are well into a Subcontinental mis- 
sile race. 

But within the 16.5% of government ex- 
penditure that goes to defence, many 
economists believe there is ample scope for 
savings in a bloated administrative tail and 
the various "perks" assumed by the officer 
Corps. 

During a briefing to opposition leaders 
on 27 June, Singh heard complaints that the 
defence establishment could no longer be 
treated as a "sacred cow" and should be 
made more accountable. 

The interest burden could be cut most 
quickly by large-scale asset sales. So far, 
privatisation has been a very timid process, 
with only 20% equity in a limited number 
of state corporations proposed for sale. 

After-tax profitability is put at a low 
1.5% on the huge amounts of state capital 
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invested, and even TM the snis come 
= from only a handful of petroleum, power, 
transport and telecommunications enter- 

i taterun firms gobble up about 

| billion in budgetary support annu- 

.. ally. With Indian industry now quite capa- 

: blé c f handling large projects such as gas 

< €tackers and petrochemical plants, the case 

| State role is weak. Likewise, the air- 

. lines and hotels offer scope for quick asset 

. Sales. 

The most glaring examples of profligate 

-subsidies are in fertiliser and food. The 

.price of fertiliser has not been raised for 

.nine years, and the subsidy element is 

-more than half the retail price. Former Re- 

. serve Bank of India (central bank) governor 
R. N. Malhotra points out that the terms of 
trade have been favourable for agriculture 
throughout the 1980s, and in any case the 
cost of inputs is taken into account in set- 

ng procurement prices for food grains. A 
20% price increase would reduce the total 

- fertiliser subsidy by 40% or more, and save 

- Rs 20-24 billion. 

— Food subsidies, taking about Rs 25 bil- 
lion, could also be directed more precisely 
to the genuinely poor. At present, they go 
disproportionately to the urban employed 
in New Delhi, Madras, Bombay and Cal- 
cutta. 

The issue of ration cards could be tight- 
ened up, and operations by the Food Corp. 
of India made more efficient. Some 
economists have suggested confining food 
rations to coarse grains, which would tend 
to exclude those who could afford rice and 
wheat. 

Export subsidies take up about Rs 30 bil- 
lion. Finance Minister Singh has indicated 
he is wary about touching these, given the 
external payments situation. 

But a large element of these are spent 
on government trade offices and external 
promotions which have not shown their 

worth. Malhotra suggests export sub- 

sidies be cut by half, with the remainder di- 
rected to more specific rewards for export- 
ers. 

Cutting the fertiliser subsidy would be 
but the first brush with the powerful lobby 
of rural landowners, who effectively make 
and break governments in many states. As 
well as cheap urea and diesel, Indian farm- 
ers tend to take for granted that they do not 
have to pay income tax, irrigation and elec- 
tricity bills, or loan instalments. 

The banking sector is still grappling 
with the consequences of the rural loan 
waiver forced on previous governments 

..by hick politician Devi Lal, the champion 
of Haryana's Jats (a wealthy farming 

caste). As well as perhaps Rs 60 billion 

in write-offs, the step has ruined what level 
of loan compliance did exist in the rural 
e 

^. But to spread the tax base, restore the 

i budgets of power and water utilities, and 

strengthen bank balance sheets, local and 
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central governments will have to extend 
their sway over the farmers. As the con- 
stitution gives the states the power to tax 
agricultural incomes, this is a question New 
Delhi has easily dodged. 

It could, however, be made part of a 
broader programme to improve state fin- 
ances, which in many cases are in an even 
more parlous condition than those at the 
centre. 

On the revenue-raising side, India has 
already increased rates of direct taxation 
and excise and import duties to the point 
where a substantial proportion of economic 
activity is driven underground. Domestic 
industry, meanwhile, is made even more 
complacent in a protected market. 

Only about 3 million individuals, in a 
population of 844 million, declare income 


BANKING 


for taxation. HMM tax fell last year, d 
spite healthy profit growth and a reduc 
depreciation allowance. A broader expenc 
ture or consumption tax could help bring. 

revenue from the black. economy. But for 
a quick boost, New Delhi may © 10 
choice but to squeeze the ' aig tax base 
even harder. ee 
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Tawan awards lending licences to 15 groupe 


Bankers abound 


By Julian Baum in Taipei 
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decision by Taiwan's financial offi- 
dials to grant 15 new banking li- 


cences has raised fears that the sector 
could become dangerously overcrowded, 
with too many banks chasing too little busi- 
ness. 

But the officials contend that a newly 
competitive sector will result in a major ex- 
pansion of credit facilities, less onerous loan 
margins and a generally improved service 
to the often-neglected consumer. 

The Ministry of Finance (MOF) on 26 
June announced that banking licences 
had been awarded to all but four of 19 
applicants, a larger number than ori- 
ginally expected. It was the boldest 
move yet in a long-planned liberalisa- 
tion of the country's financial sector. 
At the moment, three state-owned banks 
dominate a sector regarded 
as unimaginative and un- 
sophisticated. 

At a national monetary 
conference in late June, 
Minister of Finance Wang 
Chien-shien insisted that 
Taiwan could accommodate 
a large increase in the 
number of private banks. 
The ministry’s regulatory 
staff would be increased 
threefold from 1 July to cope 
with the extra work, said 
Wang. 

The minister indicated 
the high number of licences 
awarded was the result of 
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Wang: liberal policy. 


applications being stronger ‘than antici- ay 
pated when criteria were drawn up a 
year ago. He argued that the gover-  . 
ment should adopt a liberal policy towards 
local private banking since it had relaxed re- 
strictions on admitting foreign banks to D 
Taiwan. — 
Nevertheless, the large number of l - 
cences granted by the MOF has surprised __ 
the established banks. Some executives ato __ 
state-run and foreign banks are doubtful - 
that so many new institutions will be able __ 
to prosper during the 1990s. Taiwan faces 
the prospect of slower economic growth 
and tighter liquidity than in the “mirade” — 
years of the previous decade. "This is thë __ 
equivalent of licensing 300 stockbrokers,” 
said K. H. Yeh, president of Chang Hwa p 
Commercial Bank, one of the three big — 
state-run commercial banks. (C 

At a cabinet meeting after Wang's an- 
nouncement, Premier H. 
Pei-tsun also voiced doubts 


















said, and sabi not sur- 
vive. 

Most of the new entran 
are backed by poweri 
business groups which € 
pect that a banking arm w 
strengthen their corpora 
operations. Executives - 
the new banks interview: 
by the REVIEW said the 
success would depend : 





g a superior consumer Service 
that of the big state-run commercial 
anks. New financial products are also ex- 
pected to enhance the appeal of the new 
banks, including proposals for mortgages 
extending over two generations and home 
banking via on-line personal computer 
links. 
= "To compete with the government-op- 
rated banks will be easy," said Loh Jen- 
kang, chairman of Ta-An Bank and a 
former finance minister. Loh said the new 
banks will build on the business base of 
their corporate shareholders to establish 
their credibility and identity in the mar- 
= ketplace. 

** Bankers estimate that in the initial com- 
. . petition for deposits, some NT$450 billion 
_ (USS17 billion) could be soaked up from the 
|. financial markets by the 15 new banks. 
|... Finding enough trustworthy loan did 
^... cants will be a bigger challenge, 
“since most customers will be small 
-> businesses and consumers. 

2 Alexander Dean, president of the 
-= newly licensed Grand Commercial 
_ Bank, expects that 75% of his bank's 

loan business will be among small 

and medium-sized companies, 

which in the past have had little ac- 
. cess to credit at the big government 
- banks. 

.. Dean said that the spread be- 
tween deposit rates and interest on 
loans should narrow from its pre- 
sent level of 3-3.5% to 2-2.5%, Some 
analysts expect that competition will 

> eventually lower the spread to 1%. 
<o Dean predicted that within five 

years, the new banks would have a 

13% share of deposits and 12% of 
loans and investments. 
But if the dizzying growth 
-.- rates for deposits and loans of 
.; the past decade continue into the 
..,1990s, the three big state banks 
may easily weather the onslaught of 
the new competition. Each of the 
Big Three now holds roughly a 10% 
share of the commercial banking mar- 
ket, with a plethora of deposit-taking 
companies accounting for the rest. During 
the 1980s, the average annual growth 
. rate for total bank deposits in Taiwan ex- 
. ceeded 18% and for loans was more than 
17%. 

Besides improving competition, the 
government is using the newcomers as a 
> lever to force modernisation. At present, 
. more than half of bank transactions are re- 
. corded by hand, but the new banks will be 
required to be fully automated. 
| They will also be required to install 

a minimum number of automated-teller 

machines (ATMs), equivalent to one-and- 

a-half for each office site. The new banks 
will be limited to seven such locations. 
Taiwan had 1770 ATMs at the end of 
1990. With the expansion of private bank- 



















ing, the number of machines is spedei E to 
increase to about 2,500 by the end of next 
year. 

: Despite a cost of NT$1 million for each 
machine, some banks are planning exten- 
sive networks of ATMs. Grand Commercial 
expects to install more than 50 ATMs at 
transport hubs, universities and high 
schools, as well as at some 7-Eleven outlets 
owned by one of its shareholders, Presi- 
dent Enterprises. 

But bank president Dean was doubtful 
that the 600-plus convenience stores were 
ideal locations since the customers were 
mostly teenagers. 

Far East Bank expects to set up ATMs in 
stores owned by one of its shareholders, 
Far Eastern Department Stores, which has 
10 branches, as well as in the factories and 
offices of its corporate shareholders. 

sakes the new banks are Tu 


Banking licences 





barred from foreign-exchange and trust op- 
erations, most anticipate being allowed to 
carry out such business within two or three 
years. Some expect to set up banking units 
and branches outside Taiwan by the mid- 
1990s. 

Hua Hsin Bank intends to be a regional 
bank by the end of the 1990s with offices in 
Hongkong, Singapore, Seoul and Tokyo, 
according to Paul Lo, a US-trained banker 
who will be its executive vice-president. 
"Eventually, when the laws permit, we will 
be in mainland China," Lo said. 

Aithough Hua Hsin is identified with 
the ruling Kuomintang (KMT), Lo said that 
the party held less than a 1576 stake 
through its Central Investment Holding 
Co. and two other KMr-affiliated invest- 
ment companies. 

MOF officials have reportedly said that all 
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the new bank applicants violated in minor 
ways the rule against over-concentration of 
capital, though it appears that the govern- 
ment is prepared to overlook them. Invest- 
ors are limited to a 15% share for institu- 
tions and 5% share for individuals. 

The four unsuccessful applicants either 
breached the rules on diversificiation of 
capital or had inadequate business plans. 
Some of the principal investors in the pro- 
posed Lan Yank Bank were also implicated 
in a stock-trading scandal. _ 

Five banks have registered paid-in capital 
exceeding the minimum of NT$10 billion. 
Chung Hsing Bank is capitalised at 
NT$13.5 billion, Grand Commercial Bank at 
NT$12.6 billion, the Wan-Tai and Union 
banks at NT$12 billion each and Ta Chung 
Bank at NT$10.5 billion. 

The MOF will continue to review the 
source of funds as the balance of the paid-in 
capital is collected over the next two 
months, averaging NT$6 billion for 
most banks. An initial deposit of 
NT$2 billion was required with each 
application. 

The final 20% of capital or at 
least NT$2 billion, must be raised 
though public offerings within six 
months, with a limit of 10,000 shares 
per person at a par value of NT$10 
per share. Bankers expect the public 
offerings to go smoothly, citing the 
low par value and a market price 
for existing bank shares which 
is 15-20 times this par value. The 
public sales could begin as early as 
August. 

Some bankers are worried that if 
sales are delayed until the end of 
the year, when liquidity in Taiwan's 
financial markets is traditionally 
tight, the banks could have difficulty 
raising the final tranches of funds 
before opening their doors early 
next vear. 

Foreign bankers say the new 
sources of credit will end the era 
of pawnshop banking, under which 
loans were offered in exchange for land or 
other property assets, and which saw small 
businesses and entrepreneurs looking to 
the kerb market for credit. 

But bankers also say that some of the 
new banks lack an adequate strategy and 
may have underestimated the difficulty of 
doing business in a more competitive envi- 
ronment. 

With the exception of Paul Lo of Hua 
Hsin, all the new bank presi 





idents and their 
senior staff have had purely local bank ex- 
perience. Financial officials have ruled that 
Lo’s former position as a vice-president at 
Citibank was not equivalent to a vice-presi- 
dent at a local bank, and he has been tem- 
porarily disqualified from serving as Hua 
Hsin’s president. Lo will serve as executive 
vice-president of the bank under a new pre- 
sident chosen by shareholders. " 
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MMODITIES 


T p apan s strained trade relations with the 
“EC are being further aggravated by 
eJ Tokyo's failure to prevent Taiwanese 
pork from being dumped on the Japanese 
market. According to EC sources, Euro- 
pean pork exports to lapan are being hurt 
because the Taiwanese meat is sold cheaply 
as a result of customs-duty fraud by meat 
saris at Nagoya, Japan’s third-largest 






‘One of the principal complainants is 
Denmark, which provides most of the EC's 
pork exports and counts Japan as its sec- 
ond-largest market for pork. Danish Prime 
Minister Poul Schluter raised the issue with 
his Japanese counterpart, Toshiki Kaifu, 
during a visit to Tokyo in mid-June. 

The Nagoya traders reportedly use 
fraudulent invoices to bypass the high duty 
Japan imposes on cheap imports. This en- 
ables them to sell Taiwanese pork for 30% 
less than EC supplies. According to Euro- 

sources, the cheaper prices have 
helped Taiwan increase its market share at 
the expense of the EC, Canada and the US. 

Pork makes up about 25% of EC food 
and drinks exports to Japan. With fair 
competition, a European diplomat says, 
its pork exports could easily increase from 
the current US$500-600 million a year to 
US$700-900 million, helping to narrow 
the EC's ballooning trade deficit with 
Japan. 

Brussels has raised the matter several 
times with Tokyo in regular bilateral meet- 
ings, but the matter has acquired new 
urgency because France and the Nether- 
lands also want to enter the Japanese mar- 
ket. In. April, the EC submitted a formal 
protest to Tokyo's Ministry of Foreign Af- 
fairs. Kaifu subsequently promised Den- 
mark's Schluter that Tokyo would take up 
the matter. 
^. Taiwan's pork exports to Japan soared 
.. 4095 last year to 153,000 tonnes, while Den- 
-mark's fell 22% to 107,811 tonnes. As a re- 
_sult, Taiwan's market share reached a re- 
. cord 49% in the first quarter of this year. 
The EC's share, once the biggest, shrank to 
. 3326, while those of Canada and the US 
L dropped to 5.3% and 11.7% respectively 
~ from 21% and 23% a decade ago. 
= -Taiwanese pork is popular because of its 
< low-price. In 1990, its average wholesale 
— price was 3586 (US$4.5) a kg, compared 
with 44776 for Danish pork and ¥899 for 
. pork from the US. 

c However, the European diplomat says 


















: l'aiwanese meat exports to Japan anger EC 
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the low Taiwanese price suggests tariff eva- 
sion. Japan enforces a minimum pork-im- 
port price — set at Y482 a kg last year — 
protect local pig breeders. Pork imported 
below this price is charged a duty high 
enough to remove any price advantage 
over domestically produced pork. 
According to an EC market study, 
Taiwanese pork would have to be sold 
at a wholesale price of at least 612.7 
a kg in order to meet the minimum im- 





INDUSTRY 


Buy-out stirs privatisation hopes in Pakistan 


Worker power 


—-———————————————————————E———————P—— 


By Salamat Ali in islamabad 


he employee-led takeover in June of 

Exxon Chemical Pakistan Ltd (ECPL), 

a subsidiary of Brussels-based Exxon 
Chemical, may put some life into the Pakis- 
tan Government's privatisation program- 
me. Analysts say the buy-out, believed to 
be the first of its kind in a developing coun- 
try, could serve as a model for some of the 
150 state-owned companies earmarked for 
sale. 

Executives at several public-sector enter- 
prises have already sought meetings with 
ECPL chairman Shaukat Raza Mirza for ad- 
vice on how to start their own employee- 
led takeover bids. 

Managers at Allied Bank of Pakistan are 
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port price and cover ios costs... ^ 5 
The finger is being p iphone Agoy 
which handles about 70% of the Taiwan 
pork entering Japan. Se 
in the city have been a 
evading tariffs by decl 
prices than they actu 
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lion and sentenced them to suspended jail __ 
terms for evading tariffs. totalling 3130 mil- E 
lion. According to police sources, traders. . 
are known to have laundered their profits. __ 
via Hongkong or Taiwan to Scape detec- —— 
tion. oe 
A source who visted. Nagoya late last p 
year described the operation as well or 
ganised, with a core of fou: 












our or five so-called —— 
Dowa meat traders operating 30-40 front 
companies and many more intermediaries. —— 
The source said police, customs and other __ 
government departments have done little 
to stamp out the tariff frauds because pow- .—.— 
erful local interests are involved. ue 
The Dowa, or “untouchables,” have a 
traditional role in the meat trade, once re- 
garded as “unclean” in ancient, Buddhist 
Japan. According to Japanese press reports, 
the Dowa traders in Nagoya run a profita- 
ble business with the help of gangsters and __ 
corrupt local politicians. |. URS 
It is too early to judge what impact, if — 
any, the recent arrests will have. "Well —— 
have to wait and see if the market prieof |. 
Taiwan pork will go up and ifa smaller vol- __ 
ume of it is going through Niye | te 
European diplomat says. | 


















particularly interested in the ECPL takeonies, : 
Mirza says. The bank's employees, who 
have acquired an 18% equity stake in th 
bank, have given the government a bu 
out proposal. ; 

Despite the enthusiasm generated - | 
the takeover of ECPL, a fertiliser maker, an 
lysts- say only a handful of state-owne 
companies are serious candidates: for: 1 
ployee buy-outs. eee 

They point out that except for bá inks, tf 
companies are usually administered by p 
litical appointees who lack the skills ne 
sary to manage negotiations with the go 
ernment and employees. 

Moreover, few government-owned en- 
terprises are financially sound enough to 
convince employees to invest their own 






























on red one of the highest salary scales 
he private sector. In 1990, ECPL had rev- 
nue of Rs 1.3 billion (US$54 million). Profit 
gures are not available. 
_Under the terms of the ECPL buy-out, 
xxon Chemical sold 75% of its equity in 
he subsidiary to a group of investors led by 
mployees and an employees' trust. ECPL 
mployees and the trust acquired 27.8% of 
the fertiliser maker, while the World Bank's 
nternational Finance Corp. (IFC) purchased 
596, Commonwealth Development Corp. 
0%, Asian Finance & Investment Corp. 
AFIC) 7.5% and Pakistani institutions 
























Eu The remaining 25% of ECPL’s 11.2 mil- 
lion shares is held by the public. Other 
„terms of the agreement have not been dis- 
closed. 

~~ Exxon Chemical, a division of Exxon 
Corp. of the US and a leading world chem- 
cal manufacturer, said it sold the ECPL stake 
because fertiliser production is no longer 
jart of its business strategy. 

. ECPL’s plant in Dharki, Sindh province, 
i -which employs about 500 people, was the 
^. group's last fertiliser plant. It had already 
" divested fertiliser operations in Malaysia, 
- the Philippines, Canada, Latin America 
. and Africa. 


irza says ECPL employees jumped 
at the offer from Exxon Chemical 
s to buy part or all of the group's 
- shareholding in the fertiliser maker. But 
«without the participation of IFC, the main 
< source of financing to private-sector enter- 
prises in developing countries, the takeover 
may not have been possible. 
à IFC not only agreed to acquire a sub- 
<c stantial portion of Exxon's stake, it also 
^. promised to find other foreign and local 
^. Investors to buy the entire Exxon share- 
*.. holding. 
s More than 80% of ECPL's employees in- 
x= vested in the takeover. The share allocation 
_. to employees is based upon a formula that 
|»... takes into consideration salaries and length 
-of employment. ECPL’s shares are quoted at 
-about Rs 75 each on the Karachi Stock Ex- 
change. 
ECPL is proceeding with a US$119 mil- 
lion expansion project envisioned by Exxon 
Chemical to increase its 13% market share 
in Pakistan. The company, which plans to 
change its name to Engro Chemical Pakis- 
tan Ltd, wants to increase its annual capa- 
city to 600,000 tonnes of fertiliser from 
"about 270,000 tonnes currently. Exxon 
. Chemical is to continue providing techno- 
logical support to the company. 
.. IC has approved a US$36 million loan 
: for the expansion project and has helped to 
arrange US$23 million in foreign-exchange 
financing. AFIC, the US Agency for Interna- 
. tional Development and the National Deve- 
lopment Finance Corp. of Pakistan are also 
expected to provide loans. " 





















in the concerns. ECPL, by compari- 
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The notion that an important individual can take responsibility : 
sions of an institution has long been accepted i in Asia. ME 
In Japan, acts of personal contrition have been elevated to a | 
the recent humiliating resignations of the presidents. of Nom: 
urities, or last year's departure of the chairman of Sumitomo B 
recently befell Taiwan's communications minister, C Clement Chang, and f bonis jaso 
minister of cooperatives, Bustanil Ar UE 

But while there is a certain amount of satisfaction to be derived from seeing pow- 
erful individuals humbled, it does little to cure the problems at hand. In the West, : 
the top man's demise is usually the first step towards a shake-out of the whole Or 
ganisation; in Asia, it is more often the end of the matter. 

The recent spate of cases underlines the need for governments to use such op- 
portunities as a pretext to right some deeply ingrained wrongs. . . 

The checks and balances do exist — at least on paper — to enable regulators to 
intervene when securities firms are flirting with legal boundaries, or when a bank 
is over-stretched by gambling on currency markets. Often, the regulators know both 
when and where abuses are taking place. | 

Take the scandal at Nomura and Nikko, whose chiefs made the ultimate cor 
porate sacrifice over their companies’ bailing-out of favoured clients and links toa- 

gangland boss. Few senior staffers at the securities bureau of the Ministry of Finance 
can reasonably claim ignorance of the compensation practices of Tokyo brokers — 
practices which, though not technically illegal, are V patena unfair. - | | 

Nor could Indonesia's so 
central bankers have 
been. completely una- 
ware of the goings-on at 

-Bank Duta, which were 

«ilegal and which forced 
Arifin to. abdicate his. 
chairmanship. when 
huge currency losses - 
were exposed last Sep- es 
tember, o5. d 
Regulators undoubt- ui 
 edly face problems in 

checking such abuses. 
No one who wants to advance his career takes action lightly against a powerful 
company or individual. This is particularly true in Japan, where retiring civil ser- 
vants habitually join the very institutions they used to regulate. In other places, they. 
are simply outgunned. Supervisors in Taiwan and Indonesia (or Thailand and the 
Philippines) have neither the budget nor staff to keep abreast of the rapid changes . 
wrought by a decade of financial deregulation. Yet that i is also precisely why "e 1 
ulators must not just rest content when a Chang or Arifin becomes a fallguy.  - 

The tattoo of seamy revelations coming out of Japan' $ be 
houses will hopefully prompt a stronger response from the auth ix 
ed i in the Taiwanese and Indonesian: scandals... | | 



















egi lings aside, it. : 
is not in the Japanese Government S interest to allow- these westors to become 
alienated. It is their savings which have fuelled the vaunted oa industrial 

machine. es | | 











must be followed by tough action. The Finance Ministry. 
blame for systematic abuses lies with. institutions, not eran 
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Economic relations be- 

tween Burma and Japan 
JAPAN IN have long been 2m 
more on irrational emo- 
=m tions than on sound 
^| business practices. A 
planetarium built re- 
cently in Rangoon by 
Nihon Sekkei of Japan 
and financed by Japan- 
ese development aid is a 
2 good example of this 
unusual and awkward 
relationship, one from 
which government lead- 
ers can draw more satisfaction than the 
country’s benighted people. 

The planetarium is not a planetarium at 
all; it is a house of astrology. To most obser- 
vers, the planetarium appears to serve no 
other purpose than to please — or appease 
— undisputed ruler Gen. Ne Win. Astro- 
logy, numerology and other occult beliefs 
have long been the strongman's favourite 
pastimes. 

The planetarium is an example of 

Tokyo's tendency to give developing coun- 
tries financial assistance for questionable 
projects. Today, this policy is increasingly 
being challenged in Tokyo by young politi- 
dans and economic planners, lt is espe- 
cially being questioned in regard to Burma, 
where a generation of army officers without 
any links to Japan has come to power. 
- To understand this peculiar relation- 
ship, it is particularly important in Burma's 
case to sketch the history of its ties with 
Japan. In the 1930s, when Tokyo was in- 
strumental in fostering an independence 
movement in the country against Britain. 
Japan also trained the Thirty Comrades, a 
group of Burmese nationalists which ac- 
companied the Japanese Army when it in- 
vaded Burma in December 1941 and be- 
came the nucleus of the Burmese army that 
still rules the country. Although the Bur- 
mese nationalists turned against the Japan- 
ese in the final stages of World War II, indi- 
viduals who once served with the Japanese 
became important in most Burmese admin- 
istrations after the country's independence 
from Britain in 1948. 

- Japan was Burma's main aid donor from 
the mid-1950s until the Burmese army mas- 
sacred pro-democracy demonstrators in 
Rangoon in August and September 1988. 
Japan cut its aid to the country in the wake 
oft the killings, but on 17 February 1990, 











ECONOMIC RELATIONS 


N artime allies forge enduring relationship 


Tokyo unexpectedly recognised Burma's 
State Law and Order Restoration Council 
(SLORC), the junta that seized power in Sep- 
tember 1988, and partially restored financial 
assistance. 

Hardly by coincidence, when the UN 
Commission on Human Rights decided in 
February 1990 to appoint a special inves- 
tigator to look into alleged human-rights 
abuses in Burma, the choice was a profes- 
sor at Tokyo’s Sophia University, Sadako 
Ogata. The appointment of a Japanese was 
considered most likely to be acceptable to 
the Burmese military. — 

Ne Win, one of the Thirty Comrades 
and the most crucial actor on the Burmese 
scene since independence, was originally 
trained by Japanese intelligence officers 
during his stay in Japan in the early 1940s. 
But second-generation Burmese leaders 
also had longstanding Japanese ties. 

Maung Maung Kha, Burma's prime 
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minister from 1977-88, attended an officers' 
training school in Rangoon during the Ja- 
panese occupation, as did Maung Maung, 
Burma's president for a few weeks in 1988. 
Tun Tin, who was prime minister during 
the same brief period, received training at 
the Japanese Military Academy in Tokyo in 
1943. Even the prominent opposition leader 
now under house arrest in Rangoon, Aung 
San Suu Kyi, went to Japan in 1985 to carry 
out research on her father, Aung San, the 
leader of the Thirty Comrades, and to learn 
the Japanese language. 

. Moreover, many Japanese who worked 
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further when Ne Win was named to hen à 
military-dominated caretaker government 
from 1958-60, the first period of military - 
rule in modern Burma. According to Stein- 
berg, Ne Win at the time contemplated 
bringing Japanese farmers into Burma to- 
settle the sparsely populated Yu River Vab- 
ley and to teach the Burmese how to grow | 
irrigated rice more effectively. 

That did not materialise, however, but 
the most important war-reparations pro- 
ject, a hydro-electric power installation, 
was built in the 1950s by the Japanese at 

Law-pi-ta in the eastern state of Kayah. 
The power station provided about 40% of 
Burma’s electric supply until 1990, but h 
fallen into disrepair. 

In 1962, two years before the first decade 
of Japanese aid came to an end, Ne. Win 
seized complete power of Burma in a coup 
and arrogated to the state all the means of 
production and distribution, and a mono- 
poly on imports and exports of all com 
modities. | 

From Burma's point of view, a con 
tion of Japanese aid was vital to keep. 
economy in gear. To a Burma that. wi 
non-aligned state wary of superpowi 
rivalries, a demilitarised Japan was an ¢ 
tractive source of support. Given Burr 
economic decline that followed the 1 
coup, many scholars argue that the N 
regime probably would have folded witl 
out Japanese aid. s 

Tokyo' s willingness to continue 
nomic assistance to Burma is often 
buted to the influence of an informal Bur 
mese lobby in Japan. For many years, 
lobby was led by Nobusuke Kishi, 
was prime minister of Japan i from 1957-60, 
and his private secretary a d son-in-law, 
























other influential | Japenese belonging 
-Burma lobby is Tadashi Ohtaka, 
ambassador to Burma from 1987-90 
whose wife is chairman of the Japan- 
na Association. During his tenure as 
bassador, Tadashi was the only dip- 
mat given regular access to Ne Win. The 
n-Burma Association counts among its 
ibers all 11 trading companies allowed 
rate in Rangoon despite the official 
t policies and various companies in- 

















dn the 1970s because of rapid expansion in 
_ the agricultural sector and increased foreign 
sistance, mainly from Japan. Burma had 
n the eighth-largest recipient of Japan- 
ese aid in the 1960s. By 1980, Burma had 
become the fourth-largest. In 1986, Japan- 
ese aid peaked at US$244 million, or 6.3% 
of all Japanese overseas assistance. 
2050 But by the mid-1980s, a new economic 
.. etisis was looming in Burma. Increased for- 
eign aid had kept Burma afloat, but it fail- 
5j ed to revitalise inefficient, state-run enter- 
~- pises. Worse, Burma's foreign-debt level 
-went through the ceiling. 
He *:In March 1988, the Japanese decided 
that economic pragmatism had to take pre- 
- eedence over longstanding personal ties. 
_ Tun Tin, then Burmese minister of plan- 
., ning and finance, was told during a visit to 
<- Tokyo that Japan would reconsider its rela- 
. . tions with Burma unless fundamental eco- 
< nomic reforms were instituted in the coun- 
try. This was the first time Tokyo unilater- 
ally demanded policy changes on the part 
of an aid recipient. 
| Japar's aid, cut-off a few months later in 
.. response to the killing of pro-democracy 

























intelligence operations. 








. demonstrators, apparently 


í : Roots of reliance 


- Japan's special relationship with Burma began more or less as 
an accident in the 1920s, when a reserve naval lieutenant, Shozo 
vid opened a dental clinic in Rangoon with his dentist 


it is not known whether Kokubu was sent to Burma for in- 
igence purposes or if he was recruited as a Japanese agent 
vhen the plans ce a Pacific war were drawn up in Tokyo in the 
ite 1930s, but the clinic soon became a listening post for Japan- 


| urmese. nationalist movement was becoming increas- 
ilitant in this period, and Japan quickly established links 
ists thrc ugh 1 the Glinic. In 1940, Keiji Suzuki, a 

vy, arrived i sap eens dr 


rocked Burma's leader- 
ship. It was embarrassed 
further when Japan made 
public its conditions for a 
resumption of aid to the 
country. On 27 September 
1988, nine days after army 
chief Gen. Saw Maung es- 
tablished the SLORC, Tokyo 
announced that "in con- 
sidering the future of its 
assistance, it would be 
important that a political 
settlement reflecting the 
general will of the Bur- 
mese people will be 
reached . . . [and] efforts $ ( 
will be made for economic RATHA 
reforms and for an open- 
ing up of the economy.’ 

The Japanese pressure is widely be- 
lieved to be the main influence behind the 
SLORC's decision to change the country's 
economic policies. Japan, however, reacted 
cautiously to the foreign-investment law in- 
troduced by the junta on 30 November 
1988. But opinions differ as to whether 
Tokyo was concerned more about Burma's 
political problems or about about how 
much condemnation an early move to nor- 
malise relations with Rangoon would draw 
from Western allies who had unanimously 
condemned the carnage in Rangoon. 

The Japanese Government had other 
problems. The social unrest in Burma in 
this period caused Japan’s 19 aid projects in 
the country to grind to a halt. But Tokyo 
soon came under pressure to resume eco- 
nomic assistance from companies involved 
in the projects. The companies were sup- 
ported by Japanese war veterans and other 
elements of the Burma lobby in Japan. 























Saw Maung: reform pressure. 





The opportunity for a 
new, drastic policy change 
in Tokyo came at the time 
of Emperor Hirohito's 
funeral in February 1989. 
According to Steinberg: 
"In order to avoid having 
the Burmese sit beside 
unrecognised delegations 
such as the Palestine Liber- 
ation Organisation, a deci- 
sion was made on 17 Feb- 
ruary to recognise the new 
government [in Burma]." 

Aid to Burma was also 
resumed, though Japan 
was emphatic it had not 
started any new projects. 
The resumption of aid, 
however, was much more 
considerable than Tokyo 
admitted. It had five continuing grant pro- 
jects totalling ¥9.2 billion (U5$66 million), 
of which 65% had already been disbursed, 
and 19 loan projects totalling 125 billion, 
of which only 20% had been disbursed. 

More importantly, for the second time 
in modern Burmese history, Japan was in- 
strumental in saving an unpopular regime 
in Rangoon on the verge of bankruptcy. 
The SLORC's new foreign-investment law 
had received only lukewarm response from 
foreign companies because of the still 
heavy control of the economy by the gov- 
ernment and rampant inflation. 

Japan’s Burma policy became more 
questionable in May 1990, when Tokyo 
suggested that aid donors be grouped with 
multilateral lending organisations such as 
the IMF and the World Bank to persuade 
Burma to adopt more sensible economic 
policies. Donor nations balked at the plan, 
complaining that Japan’s resumption of aid 
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that “as the West has failed us, we must now answer the call of 


the East,” which was exactly what the Japanese wanted to hear. 
Shortly afterwards, Suzuki established a Japan-Burma Friend- 
ship Association in Rangoon. 


in Japan. 
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The Burmese arrived in Japan in 
Rangoon's port on Japanese freighter 
nationalists was. assembled, it num berec 
came known as the Thirty Comrades. Suzuki becar 
er of the group, and he as: umed the Burmese 
Mogyoe," meaning Gen. Thunder. 
Twenty-two of the group iis me 

une San, who s saw the nd ers nip 





Seeking foreign military aid, a Burmese nationalist leader, d 
Aung San, left Burma in late 1940. He ended up in Xiamen on —— 
the Chinese coast, which was- occupied. by the Jap Wd He... i 
was escorted to Tokyo in early 1941 an 
few months later to fetch more nati onali 
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to Burma greatly reduced any outside lever- 
age over the country’s leadership. 

Japan's call to donor nations and the 
lending organisations was delivered shortly 
after general elections in May 1990, the first 
to be held in Burma in 30 years. Japanese 
cabinet secretary Misoji Sakamoto hailed 
this unlikely exercise in representative 
democracy, saying Burma had "at last dis- 
mantled its shell, [it is] heading for democ- 
ratisation and opening up of the economy." 


apan, however, had to reverse its 
praise of the SLORC later that year 


when it became dear that the junta 
had no intention of honouring the outcome 
of the elections. In October 1990, a Japanese 
Foreign Ministry official urged the junta to 
transfer power in a "prompt and smooth 
manner" to the opposition National League 
for Democracy, which had scored a land- 
slide victory. The SLORC had rounded up 
the party's leaders and sentenced them to 
long prison terms. 

But regardless of its pro-democracy 
rhetoric, Japan's main concern was Burma's 
staggering foreign debt. In 1989, Burma's 
foreign debt amounted to a record US$5.3 
billion, of which nearly half was owed to 
Japan. By May 1989, Burma was ¥11.6 bil- 
lion in arrears on repayments to Japan. 

In March 1990, Burma made its first debt 
repayment in years when it forwarded 
Y3.5 billion to Japan. Tokyo responded 
four months later by extending the country 
a ¥3.5 billion debt-relief grant. This year, 
Burma plans to make a repayment of X3 
billion, and Japan is expected to grant debt 
relief in an equal amount. Burma's debt to 
Japan is increasing at a rate of nearly ¥1 bil- 
lion a month in interest alone. 

In what many observers believed at the 
time was an attempt by Burma to solve its 


debt problems, Rangoon in 1989 sold part 
of its embassy in Tokyo, which brought in 
an estimated US$240 million. Rangoon is 
widely believed to have used the money to 
purchase arms. 

Allegations about arms purchases and 

the like have drawn no response from 
Tokyo and raise further questions about 
Japan's Burma policy. Japanese officials in 
private meetings with businessmen in 
Tokyo have effectively contradicted official 
policy. 
In May 1990, at the time Japan was ex- 
pressing its support for democratisation in 
Burma, the director of the Foreign Minis- 
try's First Southeast Asia Division, Masa- 
haru Kohno, gave a lecture in Tokyo to a 
small group of businessmen, in which he 
asked: "Can we automatically equate mili- 
tary rule with human-rights repression? . . . 
l'm not sure [in any case] that repression 
of human rights in Burma is as extensive as 
reported in the West . . . because Burma 
has not yet reached the stage of democracy. 
National security should come first." 

Burmese  resi- 
dents in Japan were 
angered by Kohno's 
remarks, which 
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they say were "in- 


sensitive." Some 
Japanese reacted 
strongly to the 
speech. Teruko 
Saito, associate pro- 
fessor at Tokyo 


University of For- 
eign Studies, says: 
"The Japanese Gov- 
emment has good 
relations only with 
its Burmese coun- 
terpart. We should 


listen to the Burmese people also, not 
merely the government and its spokes- 
men." 

There is little evidence to support the 
official Japanese assumption that being 
friendly to the SLORC will help improve the 
abysmal human-rights situation in Burma. 
Nor has Japan's relatively uncritical attitude 
to the junta enhanced its chances of secur- 
ing lucrative business opportunities in 
Burma. Direct Japanese investment in 
Burma from April 1989 to December 1990 
amounted to US$100 million, well behind 
Thailand with US$160 million and even the 
US, a staunch SLORC critic, with US$125 
million. 

Japan's Burma dilemma may be a legacy 
of history. On the one hand, there are 
strong personal and emotional ties between 
Japan's older leaders and their contem- 
poraries in Burma. But on the other, a new 
generation of Burmese leaders is emerging, 
and their Japanese counterparts appear to 
find it difficult to relate to them. 

A feeling is growing among many 
observers that Japan, by 
being overly cautious in 
dealing with successive 
Rangoon governments, and 
by letting sentimental 
reasons override the need 
for a comprehensive policy, 
is losing the unique posi- 
tion it once held in Burma. 
Whether the sSLORC will 
remain in power or whether 
it is replaced by a govern- 
ment with a popular man- 
date, Japan will need to 
mount a public-relations of- 
fensive if it is to regain the 
goodwill it once enjoyed in 
Burma. * 


Maung, who left Judson College in oon without a d 

in March 1931 to work as a der in Wee eoi pdst office. He 
was taller and more military-looking than the other members of 
the Thirty Comrades, and he quickly assumed the nom de 
guerre "Ne Win," meaning sun of glory. He was also selected 
by the Japanese for intelligence training and became closely as- 
sociated with certain circles of the Japanese elite. 

Japan's intentions in Burma became clear as the war effort 
escalated. In March 1940, US and British forces had opened the 
Burma Road, from Mandalay in central Burma to Kunming in 
China's Yunnan province, as a supply route for China's armies, 
which were trying unsuccessfully to stop the advancing Japan- 
ese forces. 

In order to cut the supply line along the Burma Road, Japan 
invaded Burma, and the Thirty Comrades were soon part of the 
Minami Kikan, a special-operations unit, the history of which 
every elementary student in Burma has to learn even today. On 
7 March 1942, Rangoon fell to the Japanese army, and a Japan- 

administration was set up in with a 
Burmese nationalist, Ba Maw, as its titular head. 

But friction soon arose between the Japanese and the 

Burmese. Disilusioned with Japanese-style independence, 
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flying beside - 
The war was over, | 
but not Fai pour | 
relationship with Japan. — 
Aung San was assassinated on 19 July 1947, six months before - 
the country became independent from Britain, and Ne Win — 
emerged as chief of the Burmese army. | | ARTE 
Ne Win was the only member of the Thirty Comrades to re- _ 
main in a powerful position throughout the post-World War II _ 
era. Under him was a generation of army officers who had — 
ties to Japan who became powerful in and out of govern- 
ment. m Bertil Lintner — 





Ne Win in Japanese uniform. 
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Developing Asia faces a new 
and strong threat to its share 
of the US market, the 
world's largest. The chal- 
lenge comes from Mexico, a 
nation with a population 
| twice the size of South Korea 
that was written off as an excessively in- 
debted basket case 10 years ago. It is now 
negotiating to set up a free-trade area with 
the US and Canada, a deal that would give 
Mexico open access to the huge market just 
across its border. 
Such an agreement would have seemed 
far-fetched a year ago. But the break- 
C | down of global trade talks in Brussels 
= in December and US frustration with 
‘some of its main trading partners, Japan 
| and the EC in particular, has transform- 
|. ed the mood in Washington in favour 
of closer economic ties with its big south- 
= cern neighbour. The vote by the 
(US Congress in May to grant Presi- 
|..dent George Bush “fast-track” au- 
_. thority to negotiate a free-trade pact 
without full scrutiny by the legisla- 
| ture has virtually guaranteed the 
successful conclusion of a North 
_ ^ American Free Trade Agreement 
(Nafta). 
_ The deal would create a US$6 tril- 
lion market with a population of 360 
| million and would vastly expand 
business opportunities among the 
member countries. 
Asians are justifiably worried about the 
outcome of the negotiations. They fear that 
Mexican products would replace their ex- 
ports to the US and that Mexico would lure 
away investment they would have received 
therwise. Asian businessmen attending 
umerous conferences on the future of the 
orld trading system almost invariably 
oice such fears. Asian officials are also 
“ orried. At the latest trade talks between 
US and Asean officials held in Washington 
| June, the Asean delegation registered 
imilar concerns. 
. Nafta’s proponents in the US, Canada 
and Mexico claim that their free-trade area 




























tionist-trading bloc. They say it w 
‘bute towards, not detract from, global free 
trade. To be sure, the ideological commit- 
ment of many Americans to an open, mul- 
tilateral- trading ma remains strong. The 
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an e aporters to the US fear threat from Mexico 


US has a strong interest in ties with robust 
Asian economies. Even US isolationists are 
loath to cede East Asia to Japanese domina- 
tion. Moreover, Mexico, as well as Canada, 
is keen to participate in the Asia-Pacific re- 
gion's economic dynamism. 

Two contrary trends appear to be at 
work, however. On the one hand, national 
borders are becoming irrelevant as firms set 
up manufacturing plants around the world. 
On the other hand, regional trading blocs 
are being consolidated in Europe and now 
North America. Ásia is worried about being 
excluded from a grouping such as Nafta, 
which contains the US — its biggest export 
market. 

Asian firms are rightly wary of the com- 
petitive threat posed by Mexico, a rapidly 
developing NIC with a population of 88 mil- 
lion and a living standard of US$2,000 a 
year, on a par with Malaysia's. After three 
years as president of Mexico, Carlos Salinas 
has done a great deal to rejuvenate an eco- 





nomy that suffered from many of the prob- 
lems dogging Latin America: excessive 
state intervention and heavy protectionism. 
Salinas has tamed inflation, balanced the 
budget, made a deal with world bankers to 
repay external debt of more than US$90 bil- 
lion and taken steps to attract foreign and 
flight capital. 

In addition, he has liberalised imports 
much more boldly than his "role models," 
South Korea and Taiwan, ever did at com- 
parable periods of development a decade or 
so ago. While pushing reform, Salinas has 
controlled the endemic Latin American 
traits of fiscally irresponsible populism and 


- anti-American nationalism. 


Now Salinas seems poised to win pre- 
ferred access for Mexican exports to the US 
and Canada. Nafta as a concept makes eco- 
nomic sense to the US, despite reservations 
about jobs being exported across the south- 
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ern border. Mexico is a growing economy 
with a big appetite for US goods. It offers 
abundant low-cost labour while being short 
of capital and technology, which makes its 
vertical integration with the US — unique 
for recent free-trade arrangements — an at- 
tractive proposition for many US com- 
panies. 

Canada has more reservations about 
Mexico than does the US. Canada's trade 
with Mexico is a lot smaller than that of the 
US, and it is afraid of losing jobs. But it is not 
expected to block moves towards an enlarge- 
ment of its trade agreement with the US. 

A free-trade deal is not without a politi- 
cal dimension. The prosperity that would 
be expected to flow for Mexico would 
strengthen its stability and stem the flood 
of illegal immigrants across the 3,200-km 
border with the US. Washington has a 
domestic imperative, too: a Hispanic 
community which comprises 9% of the 
total US population (compared with 
Asian Americans' 2.976) and is par- 
ticularly strong in two key states, 
California and Texas. 

Even before negotiations on à 
free-trade deal had begun, President 
Bush was looking beyond Mexico at 
a similar arrangement for the rest of 
the continent. In announcing his 
"Enterprise for Americas" initiative 
in June 1990, Bush anticipated 
a day when “all [countries of 
the Western Hemisphere] are 
equal partners in a free-trade zone 
stretching from the port of Anchor- 
age to the Tierra del Fuego.” 

Marking the first anniversary of his own 
initiative last month, Bush boasted that 
he had already signed 10 bilateral 
“framework” agreements (a first step to- 
wards free-trade negotiations) with Chile, 
Colombia, Costa Rica, Ecuador, El Sal- 
vador, Honduras, Nicaragua, Panama, 
Peru and Venezuela. 

Heartened by the experience of negotiat- 
ing a free-trade pact between the US and 
Canada (signed in January 1989 and due for 
implementation over 10 years), officials as- 
sume that an agreement on Nafta will be 
conduded within a year. But full im- 
plementation could take a further 15 years, 
due to the vastly different levels of eco- 
nomic development of Mexico on the one 
hand and the US and Canada on the other. 
Top. trade officials from the US, Canada 
and Mexico launched the talks in Ottawa 
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last month. They defined the areas of cover- 
age — trade in goods and services, invest- 
ment, protection of intellectual property, 
government procurement and disputes set- 
tlement — and established a mechanism to 
deal with each of these issues. 

In an effort to allay fears of a new eco- 
nomic fortress in the making, Nafta propo- 
nents stress that it will be "consistent" with 
the Gatt, thereby implying that the group- 
ing will be kept open to outsiders. But cri- 
tics point out that merely being consistent 
with Gatt rules does not give outsiders 
much comfort. It simply means that the 
bloc would not be allowed to exclude too 
many tradable items from the process of 
internal-trade liberalisation and would not 
erect fresh barriers against outsiders. What 
is often left unsaid is that even if external 
barriers were not reinforced, the dismantle- 
ment of barriers among members would 
automatically give them a trade 
preference, putting outsiders at 
a relative disadvantage. 

There is no doubt that 
Mexico's proximity to the US, 
as well as its low wages 
(roughly equivalent to 
Malaysia's) and preferential ac- 
cess, could result in the diver- 
sion of US imports from Asian 
sources to Mexican ones. Asian 
products likely to be affected 
immediately include cars, elec- 
trical goods and garments. But 
in the long term, all mass-pro- 
duced consumer products that 
Asia sells to the US in huge 
amounts could face Mexican 
competition. 

Protectionists in the US, 
who failed to block Nafta nego- 
tiations, are now advocating in- 
stead that total US imports will 
not be allowed to increase as a 
result of an agreement. Instead, 
any increase in Mexico's ex- 
ports to the US will have to 
come at the expense of other countries. 

There is a consensus among US eco- 
nomists that the scale-of-trade diversion 
away from Asia as a result of Nafta is un- 
likely to be large, though nobody has pre- 
dicted the size of the effect. Those suggest- 
ing the impact will be small cite the fact that 
US and Mexican tariffs against each other's 
products are already low. The average 
nominal rates are about 4% for Mexican 
products entering the US and 10% for US 
goods travelling south. 

In a study on Nafta's impact on the 
American economy, the US International 
Trade Commission points to the fact that 
most developing countries, including those 
in Asia, already receive sizeable tariff pre- 
ferences. This tends to reinforce the view 
that Nafta's trade-diverting effect will be 
small — at least in the early years when 
Mexico's advantage will be modest. 
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As for the displacement of Asian exports 
to Mexico by competing US products, this 
is not likely to be great, the argument goes, 
because the US already dominates the Mex- 
ican market. The US accounted for roughly 
70% of Mexico's imports of US$23.4 billion 
in 1989. Asia sold only US$1.2 billion worth 
of goods to Mexico in that vear. 

University of Texas economist Sidney 
Weintraub believes there would be little 
trade diversion. Indeed, he says that if the 
Mexican economy grows significantly fast- 
er under Nafta than the 0.7% a year it 
achieved in 1980-89, third-country exports 
to Mexico may actually be boosted. Mexi- 
can officials say the US-Canada free-trade 
agreement has had little negative impact on 
Mexico, contrary to earlier fears. 

Others, however, argue that the trade- 
diverting effects could be considerable. 
Some important US industries are heavily 


Where the trade goes 


(figures in brackets are for 1983) 





protected from foreign competition by 
tariffs and quotas. Full implementation of 
Nafta would eventually remove those bar- 
riers with Mexico and give its exporters to 
the US a significant advantage over non- 
member exporters. 

These industries include garments, 
shoes and commodities such as sugar. In 
the case of sugar, the Philippines’ share of 
total US imports is currently set at 16% — 
or about 320,000 tonnes for the year ending 
September — under preferential long-term 
contracts. It could therefore suffer consider- 
ably if Mexican sugar producers gained in- 
creased access to the US market. 

Trade is not the only worry for Asia. 
Under Nafta, Mexico could attract foreign 
direct investment that would otherwise 
have gone to Asia. Foreign investment in 
Mexico has risen sharply since the country 
liberalised its investment rules in 1989. Ac- 
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cording to investment bankers Salomon 
Brothers, Mexico last year took in a net 
US$8.4 billion in new capital — through 
bond issues, equity investments and other 
sources — compared with less than US$1 
billion in 1989. 

The Mexican central bank reports that 
foreign direct investment last year jumped 
to US$4.2 billion from around US$2.5 bil- 
lion in 1988 and 1989. Japan is the fourth- 
largest investor in the country, with about 
US$1.5 billion spent there by late 1990. 

Once Nafta is in operation, foreign 
manufacturers may try to overcome the 
disadvantage of selling in the US from 
outside the North American bloc by setting 
up factories in Mexico. A virtuous circle, 
from Mexico's point of view, could be set in 
motion. The expectation that Nafta would 
enhance Mexico's political stability and 
economic growth could accelerate the shift 
of investment there from 
Asia. 

Americans are particularly 
wary of "back-door" penetra- 
tion through Mexico by Asians 
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ter. One method of such penet- 
ration would be the trans-ship- 
ment of Asian products through 
Mexico and into the US with no 
additional processing. Another 
would be to bring Asian pro- 
ducts into Mexico for light pro- 
cessing before shipping them 
on to the US or Canada. 

Some Japanese and other 
East Asian maquiladora plants 
in Mexico have already been 
criticised in the US for reap- 
ing benefits which some Ameri- 
cans feel should be reserved 
for their compatriots. Other 
Asian firms were suspected of 
cheating on US duties. Maqui- 
ladora plants are bonded opera- 
tions along the US border. They 
are permitted to import US in- 
puts free of duty, process these inputs 
and re-export the product, paying US duty 
on the value added in Mexico and on non- 
US inputs. Calculating the US duty on 
maquiladora products is a complicated 
exercise, and there is deep suspicion in 
the US that foreigners are abusing the 
system. 

To prevent imports entering the US by 
these methods once Mexico is part of a free- 
trade area, the US would insist upon strin- 
gent rules of origin. These regulations are 
used to determine whether goods traded 
among member countries of a trade area 
are eligible for preferential treatment. Gen- 
erally, goods have to be manufactured 
wholly or largely within the trade area. If 
the goods contain third-country materials, 
the materials must have been processed 
and transformed to a significant degree 
within the area. a 
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— and Europeans, for that mat- 







Asian producers of con- 
sumer products which rely 
heavily on the US and Cana- 
dian markets appear to be 
most seriously threatened by 
the possible advent of Nafta. 
iem j Industries such as textiles, 
| “cars and electronics are already preparing 
for this prospect by investing in Mexico or 
by actively considering the idea. But if and 
` = when they do put money into the country, 
< their problems will not end there. Groups 
in the US are determined that Asian manu- 
_. facturers will not be able to use Mexico as 
a “screwdriver” base that does little more 
than put imported pieces together. 
(s. With its textiles gaining favoured access 
_ to the US under Nafta, Mexico is likely to 
_ attract investment in apparel and fabric pro- 
|... duction from both US and non-US manu- 
|. facturers. This could hurt Asia's.— " 
|. textile exporters to North Ame- 
| fia at all levels — apparel, 
c: fabric and fibre. Asia's emerging 
| apparel exporters, which have 
- benefited from the shift of pro- 
: duction from the Northeast 
"o" Asian NICs, could well be hit 
> hardest. 

Last year, Mexico exported 
174 million m? of apparel and 
.... 279 million m? of other textiles 
- vto the US, while comparable 
figures for Hongkong, South 
<= Korea and Taiwan together 
|." were 2 billion m? and 1.2 billion 
| " m respectively, and for Asean 
^. 954 million m? and 491 million 
., mv respectively. 
-~ 7 The industrys structure lends itself 
to vertical integration. Mexico's upstream 
textile industry is highly fragmented 
and technologically backward, in con- 
‘ast to its downstream apparel makers 
;hich can operate from simple work- 
hops. Conversely, the US textile in- 
:dustry is strong upstream and weaker 
‘in labour-intensive downstream processes, 
.due to high wages. The competitiveness 
-of Mexico's apparel industry has already 
‘persuaded many US businessmen to shift 
their downstream production south of the 
~border. 
- Nafta is likely to accelerate this shift. If 
at happens, Mexico would be able to 
‘compete with Asia's large, low-wage 
-suppliers such as China, India, Indonesia 
¿and Pakistan. Cheap transport costs may 
even make parts of Mexico competitive 
against emerging Asian exporters with low 
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Asian investors in Mexico will face strict rules of origin 


erica's back door 


wages and few quota restrictions, including 
Bangladesh, Burma, the Maldives and 
Nepal. Mexico now competes with China 
in cotton printcloth and women's coats, 
with Pakistan in cotton sheeting and under- 
wear, and with Hongkong in cotton fabric. 

Mexico's advantage would become all 
the more decisive if the current global sys- 
tem of quotas under the Multifibre Ar- 
rangement was maintained. It would be di- 
luted if the Uruguay Round of Gatt talks 
are finally successful and quotas are phased 
out over a period of time. In that case, the 
US would gradually remove textile quotas 
against third countries as well. 

A boom in downstream textiles manu- 
factured in Mexico would probably spread to 
upstream US suppliers. Given the domi- 
nance of US suppliers in the Mexican mar- 
ket, textile plants in Mexico tend to use US 


inputs. To ensure that Mexican textile 


manufacturers buy from them, US 
suppliers of inputs are pressing for strict 
Nafta rules of origin. The American Textile 
Manufacturers Institute, representing 
mainly fibre and fabric makers, insists on 
100% North American content, except in 
areas such as silk garments where such a 
condition cannot be met. 

The US textile companies are divided on 
whether they should support Nafta. La- 
bour unions at the downstream end fear 
that Nafta would lead to the export of US 
jobs to Mexico. But many US apparel and 
fabric makers that buy from overseas are in 
favour of Nafta. US fibre makers are di- 
vided over free-trade inclinations, but they 
seem to favour Nafta, which they expect 
would help to expand total North Ameri- 
can demand for their products. 

The US textile industry is agreed on one 
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xico would - 






Asia. | 

US makers of cars and car parts are 
equally adamant that Mexico should be pre- 
vented from becoming a back door for for- 
eign cars entering the US. The most likely 
prospect, though, is that Mexico would be- 
come a centre for producing small cars for 
the North American market, and this 
would affect producers from Japan and 
South Korea as well as from the US. In 
1989, almost 1 million small cars were sold 
by Asian firms to the US, all of them made 
in Asia. bw, 

Mexico is a small, rapidly growing 
supplier of cars and a major exporter of car 
parts, mainly to the US. The assembly 
plants are all owned by foreigners: Nissan 
of Japan; General Motors, Ford and 
Chrysler of the U5; and Volkswagen of 
Germany. Nissan is the largest car maker in 
Mexico, with a 22% share of the 445,000- 
unit market in 1989. In addition to the cur- 
rent assembly plant built in 1961, Nissan is 
building another 100,000-unit-a-year plant 
to be completed in 1992. 

! Each of the five firms has 
an efficient, export-oriented en- 
gine plant in Mexico built in the 
early 1980s at the behest of the 
host government. Mexico's car- 
parts industry consists of 
bonded maquiladoras tied to 
car assemblers in the US (in- 
cluding Japanese ones) and a 
multitude of domestic market- 
oriented small suppliers. 

US car makers fear that 
third-country manufacturers, 
notably the Japanese, would 
take advantage of Nafta to 
make Mexico an export base. 
They are trying to minimise the 
benefits of a free-trade pact to 
third parties by arguing that 
rules of origin should be tight. The US- 
Canada free-trade agreement requires 50% 
US-Canada content. Nafta may raise the 
North American content requirement to 
60% or even higher. " 

Japanese car makers are not particularly 
worried about Nafta, because they are pre- 
paring in any case to build a production 
network in North America — and in 
Europe for that matter — that would be in- 
dependent of their operations in Japan and 
would rely entirely on parts made locally, 
analysts say. Mexico would probably be 
their base (and for the South Korean firms) 
for small-car production aimed at the US 
market. 

A big obstacle to Mexico attracting 
small-car production facilities is a US regu- 
lation that requires each US-based car 
maker to achieve fuel economy (of 11.7 
km to the litre on average) separately for 
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ically produced cars and cars built 
ore. The regulation was set up under 


ressure from the United Auto Workers 
union to protect US jobs. With each of the 
two categories of cars having to meet the 
gel-economy requirement or pay a pem- 
lty, car makers cannot relocate small-car 
roduction offshore and concentrate on 
larger fuel-guzzlers in US plants. 
US companies want this regulation 
arating the domestic- and offshore-built 
:ts either eliminated or redefined to con- 
ider Mexican-built cars as "domestically 
produced." The latter solution, giving only 
Mexico among offshore locations a special 
advantage, would be particularly damaging 
to Asian small-car exporters to the US. 
~~~ In the field of consumer electronics, 
.. about 100 Japanese, South Korean and 
. . Taiwanese manufacturers have already set 
_ up shop in Mexico's maquiladora out of 
=~ a total of 1,500 factories, and they have 
.. linked their Mexican assembly lines with 
production and marketing networks in the 
. rest of North America. Nafta would not be 
|. expected to affect such Asian ventures 
much. 
.. But in other areas of electronics, includ- 
ing computers and telecommunications 
equipment, manufacturers are likely to shift 
"| some production to Mexico to benefit from 
|... reduced tariffs on Mexico's exports to the 
_ US and to overcome the tariff advantage 
that US producers would have over other 
_ foreign producers serving the growing 
*.. Mexican market. 


p T i any Japanese maquiladora moved 
o M their operations from the US in re- 


Uc cent years to cut costs. Now, some 
of the largest maquiladora factories in 
< Mexico are Japanese-owned electronics 
(plants in Tijuana, only 40 km south of San 
.. Diego, California. Hitachi, Matsushita, 
|^ Sanyo and Sony all have maquiladora 
-.. plants, some of them churning out state-of- 
`. the-art television sets for the US market. 
If Nafta is successfully concluded, for- 
.eign and US consumer-electronics manu- 
-facturers may decide to shift part of their 
‘production from Asia to Mexico. This may 
pread to computers and telecommunica- 
ons equipment as well spurred by 
"Mexico's determination to strengthen its 
-protection of patents and trade marks. 

. The US International Trade Commission 
says Nafta could displace US imports of 
Jow-end electronic equipment eligible for 
uty-free treatment under the Generalised 
Scheme of Preferences. 5ome Asian coun- 
“tries, including China, may be affected by 
-this loss of sales to the US and consequent 
‘diversion of investment to Mexico. The 
commission also predicts that tight rules of 
"origin, demanding high North American 
.content, would be enforced in the elec- 








































 cumvention of US customs duties and 
| other regulations.” & Susumu Awanohara 
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 tronics sector to prevent “third-country cir- 





Bangladesh eases investment rules. 


Dhaka's door ajar 


prompt follow-up by the Bangladesh 
central bank to liberalisation mea- 


sures announced by Finance Minis- 
ter Saifur Rahman appears to indicate the 
resolve of Dhaka's new democratic govern- 
ment to pursue economic deregulation. 

Bangladesh Bank issued a circular on 15 
June giving immediate effect to a number of 
measures that Rahman had signalled two 
days earlier. 

Effective from 1 July, foreigners and 
non-resident Bangladeshis may buy sec- 
urities on the Dhaka stockmarket, stock- 
market investors and most foreign com- 
panies may remit profits overseas without 
central-bank approval, state- and privately 
owned manufacturing companies may bor- 
row abroad, and resident and non-resident 
Bangladeshis may open foreign-currency 
bank accounts. 

The reforms aim to encourage inward 
investment and plug foreign-exchange 
loopholes — both steps which are vital if 
Bangladesh is to mobilise financial re- 
sources to achieve its growth targets. Trade 
circles in Dhaka have cautiously welcomed 
the measures, which appear to have broad 
support across the political spectrum. 

Announcing the measures, several of 
which had been sought by Bangladesh's 
foreign aid donors, Rahman said the 
Bangladesh economy "must match with 
the global wind of liberalisation to attract in- 
vestors.” Earlier, he had also told the 
REVIEW that he wanted to see the govern- 
ment's role in the economy reduced and its 
discretionary powers curtailed. 

Under the terms of the central bank's 
circular, foreigners and non-resident Ban- 
gladeshis are now allowed to buy securities 
on the Dhaka Stock Exchange against for- 
eign currency brought into the country 
through the banking system. Profits and di- 
vidends will similarly be remittable abroad. 

While the Dhaka exchange is unlikely to 
see a rush of investor interest, its opening- 
up is a major step towards improving 
Bangladesh’s image in the eyes of foreign 
investors. Some 135 companies, six domes- 
tically run mutual funds and four deben- 
tures are listed on the exchange, which has 
a total market capitalisation of Taka 11.9 bil- 
lion (US$334 million). Average daily turn- 
over is a mere Taka 583,000. 

Rahman said in his budget speech on 14 
June the government plans to sell shares or 
assets worth Taka 500 million during the 
fiscal year which started on 1 July. 
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The freedom for foreign companies to 
remit profits abroad is another important 
step in making Bangladesh attractive to in- 
vestors. Under the new measures, central- 
bank permission to remit profits will be re- 
quired only by foreign banks, insurance 
companies, airlines and shipping firms. 

The easing of controls on foreign bor- 
rowing will enable private-sector industrial 
companies to borrow abroad with the ap- 
proval of the Board of Investment at an in- 
terest rate not exceeding two percentage 
points above London interbank rates. Ac- 
cording to a Finance Ministry official, this 
measure is likely particularly to benefit local 
operations of foreign-owned multi-national 
companies, which face limitations on their 
ability to borrow locally. 

Under new foreign-exchange rules, vi- 
sitors are now allowed to bring in foreign 
currency worth US$2,500 without declara- 
tion, Bangladesh residents may bring in up 
to US$1,000 on their return from a trip 
abroad. There is no restriction, however, 
on amounts officially declared to customs 
authorities. 

In addition, Bangladeshis who maintain 
foreign-currency or non-resident foreign- 
currency deposit accounts in Bangladesh 
while living outside the country will be al- 
lowed to keep these accounts for up to five 
years from the date of their return. Previ- 
ously the limit was one year. Resident 
Bangladeshis will be allowed to open for- 
eign-currency accounts with money offi- 
cially declared on their return to the coun- 
try after a period abroad. 

A highly placed Bangladesh Bank 
source told the REVIEW that neither the cen- 
tral bank nor customs authorities will ques- 
tion the source of formally declared foreign- 
currency funds, provided they are not 
earned from the export of goods or services 
from Bangladesh, or commission on busi- 
ness deals contracted in the country. > 

The “no-questions” policy is aimed at 
pulling back into the official economy 
money that currently bypasses normal 
banking channels. Bangladeshi workers 
and businessmen overseas officially repat- 
riate about US$650 million annually. How- 
ever, economists have variously estimated 
that the true figure is well in excess of US$1 
billion. 

The central bank said it will not exercise 
any control over such funds and they may 
be freely transferred abroad by the account 
holder or used for travel purposes. Such 
deposits may also earn interest if the ba- 
lance remains in excess of US$1,000. m 
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Reliability, loyalty and mutual trust are essential our partner organization, CS First Boston Inc., we 
prerequisites for successful banking. That's why Credit have firmly established ourselves as one of the world's 
Suisse attaches so much importance to personal foremost international financial services groups. 
service. Wherever you are, we can offer you all the As a global provider of Swiss quality, Credit Suisse is 
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Minisub — a new dimension in 
fiore-optic communications 


Ever since the introduction of 
digital telecommunication 
networks, fibre-optic transmission 
links have increasingly replaced 
coaxial cable systems. The 
Siemens MINISUB, a submarine 
fibre-optic cable system, takes 
this development one step further. 
Forty times smaller than a coaxial 
tube and only half the size of a 
conventional fibre-optic cable, 
the MINISUB cable can carry up 
to 60,000 telephone calls 
simultaneously over a route 
length of up to 250 km without 
interposing a repeater. 


The first MINISUB network 
system was installed in the 
Philippines in 1988 and has been 
working continuously ever since. 
More recently, a MINISUB cable 
route was completed along an oil 
pipeline in Singapore. And soon 





construction of a 400 km 
communication link will 
commence in the Agaen Sea 
connecting several Greek 
islands, while MINISUB projects 
will be completed in Australia and 
Turkey this year. 


The MINISUB concept is but one 
example of innovation and 
progress brought about by 
Siemens research and 
development activities. With an 
annual R & D budget of more than 
US$4.5 billion Siemens is 
securing its position as one of the 
world's leading enterprises in 
electrical and electronics 
engineering 


For further information, please 
contact 

Siemens (Pte) Ltd 

MCS 

151 Lorong Chuan 

03-01 New Tech Park 
Singapore 1955 


Innovation is our strength. 
Siemens. 








Siemens offices are also located in: 
Beijing, Bangkok, Hong Kong, Jakarta, Kuala Lumpur, Manila, Seoul and Taipei 








Prot. Dr.-Ing. Werner Saemann 
CEO, BMW Motoren Gessellschaft m.b.H. 
Steyr, Austria 


“BMW has built a worldwide repu- 


tation tor automotive excellence. To 


maintain that leadership in building the 


BMW engine, especially in a time of ris- 
ing costs, we knew we needed the best 
computer technology to integrate our 
automated factory. In Digital, we 
found the perfect partner to help us. 

"Digital recognized that for effi- 
cient, flexible manufacturing, it was 
critical that applications in our engine 
plant be available 100% of the time. 
And even though these applications 
run on many different computers, 
information must be shared quickly 
and easily among them. 

"Digital's manufacturing systems 
and their multi-vendor applications 
integration were the answer. We now 


Digital I quipment Corporation 199] 


have the complete reliability we need. 
We can react quickly to production 
changes, thanks to rapid information 
sharing. And we lowered our manu- 
facturing costs. 

“In addition, Digital is a step 
ahead in implementing key standards. 
This makes our investment in Digital's 
integration solutions doubly wise- 
for today and for down the road.” 


The rewards of working together. 

Digital provides manufacturers 
with complete solutions that work in 
their complex, multi-vendor environ- 
ment. Solutions that are designed to 
meet tomorrow's demands because 
they're based on standards. 


digital] 


"Digital helps 
build the heart 
of BMW 


automobiles” 


Today, Digital’s manufacturing 
solutions give you an elegantly simple 
way for your people to work together 
more productively, more creatively, 
more efficiently, more competitively. 

To learn more, write to Digital 
Equipment Hong Kong Ltd., 19-21/F 
Fleet House, 38 Gloucester Road, 
Wanchai, Hong Kong, or Digital Equip- 
ment Corporation Japan, Sunshine 60, 
P.O. Box 1135, 1-1, Higashi Ikebukuro 
3-chome, Toshima-ku, Tokyo, Japan 170 
or Digital Equipment Corporation 
(Australia) Pty. Limited, 410 Concord 
Rd., Rhodes, New South Wales, 


Australta. H o 
A way to work Digital 


together like never 
before. 


has 
It 


now. 





A Ginna losses by the Bank of Credit 
and Commerce Hongkong (BCCHK) 


the scandal-ridden BCCI (Luxembourg) — 
raise questions about the health of the 
bank, the extent of its links with the rest of 
the group and the adequacy of Hongkong's 
banking supervision and bank auditing 
standards. 

The raw figures show BCCHK making an 
attributable loss of HK$431 million (US$55.3 
million) in 1990, reflecting HK$581 million 
in. loan-loss provisions. It now carries 
HK$960 million in accumulated losses — 
more than enough to wipe out all its capital 
reserves. 

: According to the printed accounts: 
"Ihe majoriy shareholders have con- 
firmed their intention to provide the fi- 
nancial support required to enable 
BCCHK to continue trading for the 
foreseeable future." 

That support was not easily won. 
At the beginning of the year, the 
bank was unable to comply with 
the capita-adequacy ratios requir- 
ed by the Bank for. International 
Settlements, which demands that 
a bank's capital base is equival- 
ent to at least 875 of its total as- 
sets, 

. The announcement of the results 
was delayed while the bank's major 
shareholders in Abu Dhabi pon- 
dered a rescue package. 

In the event, the shareholders in- 
ected HK$124.8 million capital into 
he bank in the form of a subordi- 
nated loan, which enabled the bank 
meet its capital-adequacy ratios. 
Javid Carse, the territory's new commis- 
sioner of banking, affirms that BCCHK is 
aow able to meet the capital-adequacy 
'atio. 

A senior executive at the bank says that 
he huge loan-loss provisions reflect a one- 
Xf fumigation of the balance sheet follow- 
ng a change of ownership of the bank's 
^arent in April last year. BCCHK, though 
ocally incorporated and regulated, is a 
wholly owned subsidiary of BCCI (Luxem- 
x0urg), whose major shareholders are the 
oyal house of Abu Dhabi and its govern- 
nent agencies. 

Since taking control the Abu Dhabi 
hareholders have dismissed the mostly 
'akistani management, and grappled with 
in international banking scandal which has 
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proliferated far beyond the 1988 revelations 
that the bank was laundering drug money. 
BCCI (Luxembourg) has in the past had few 


scruples about covertly raiding the assets 


of its profitable subsidiaries to keep itself 
afloat. 

Senior bankers at BCCHK are at pains to 
claim that their troubles are entirely home- 
grown. The bank says its provisions are 
made against bad loans which stem from 
the Hongkong property crash of 1983-84 
and against a future which is blackened by 
the continuing financial and criminal scan- 
dals engulting BCCI (Luxembourg). 

A senior executive says that intermit- 
tently performing loans in the past had rep- 
resented 5-8% of the bank's portfolio — 
HK$400-620 million at the beginning of 
1990. 

If these bad loans are a result of the 
travails of 1983-4, it means the company 


Bank of Credit And Commerce (Hongkong | 


_of which: Cash & due from banks 
Customer loans & almi | 88 


earnings reserves 


105 
105 


reserves | reserves 


i. "902 
EN 





has been in serious trouble for at least three 
years. 

In 1988 the company took loan-loss pro- 
visions of HK$550 million, stemming from 
"the downturn of markets," according to 
the annual report for the year. 

It continued: "The group did not book 
loan-loss provision against these amounts 
in prior years as the losses were covered by 
various forms of support from the ultimate 
holding company who maintained the pro- 
visions." The bank now suggests that at the 
time it did not have either the capital or the 
income to own up to its other non-perform- 
ing debts. 

If this is true, it casts doubt not only on 
the bank, but also on its auditors and 
supervisors. Neither the banking commis- 
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sioner nor  BCCHK's ddion. Prie 
Waterhouse, are allowed to cofirm or deny 
that the non-performing | loans have beer 

i 83-84. Observers” 
within the banking industiy: doubt it. 

There is no shortage of expl 
the losses, which fall sho 
the Hongkong bank: V 
the rest of the group. F 
observers point 
Hongkong's | 
ing forays into 
up to U5$500. m li 
paper. Es 
The bank says it 
of its links with the r 
néss community. EXE 

Similarly, BCCHK’ $ Middle Faster con 
nections are not likely to have served it we 
during the latter part of 1990, when much _ 
of the region's business was thrown out of » 
kilter by Iraq's invasion of Kuwait, and the 
subsequent preparations for war. 

The bank says it made a net operating — 
profit of about HK$140 million during the 
year. Close examination of the shrinking - 
balance sheet shows that this cannot have — 
been easy. At the end of the vear, the bank 
had HK$14 billion in assets, HK$2.6 billion 
less than 12 months previously. | 

Two key elements provoking this p 
contraction appear to have been a 
HKS$1.23 billion fall in the deposits - 
base and an HK$851 million drop in _ 
lending to the bank from other: 
banks. ui 
The bank claims the drop in de- 
posits mainly reflects its decision not | 
to pump up its year-end balance: 
sheet by attracting short-term de- 
positors with abnormally high in- 
terest rates. E 

This argument is not. borne out 3 
by the rest of the balance sheet. In. - 
response to the HK$2.6 billion con- - 
traction in assets, the bank has re- . 
duced its loan portfolio by only 
HK$919 million, making up the dif- 
ference by selling all but HK$23 mil- 
lion of a HK$374 million holding of 
certificates of deposit built up during 
1988, and gathering in HK$582 million in 
debt owed it by group companies. In addi- 
tion, it ran down its cash MONUI by 
HK$760 million. 

The effect of this shuffling of assets | 
that the bank has managed to maintain at 
around 5076 its ratio of cash assets to de- 
posits liability. However, this is the kind of 
balance sheet juggling which leaves it pre- 
cious little room for manoeuvre this year. - 

Meanwhile, BCCHK is suing the Hong 
kong Government for freezing HK$25 
million in deposits against which it had lent 
money to a third party. The REVIEW under- 
stands that the account was frozen on the 
grounds that it contained the proceeds of 
drug trafficking. Litigation is said to be im- 
minent. n 
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Japan cuts interest rates to stall market crisis 


Tremor in Tokyo 





By Anthony Rowley in Tokyo 

hile Japan’s securities industry 
WW sess to improve its image in 

the wake of scandals at two major 
broking houses, the authorities moved 
swiftly to try to shore up the damage done 
to the Tokyo stockmarket. They had little 
option. After last year’s 40% crash in share 
prices, a further collapse would threaten 
the health of the financial system and the 
wider economy. 

Public confidence was badly under- 
mined by the involvement of Nomura Sec- 
urities, the stockmarket's principal prac- 
titioner, and Nikko Securities with under- 
world figures and with dubious compensa- 
tion deals to certain clients. 

In the space of several days following 
the 24 June resignations of the brokerages' 
presidents, the Nikkei-225 stock average 
plunged more than 4% and approached the 
23,000 level at which extensive damage can 
result, via multiple linkages. 

The ability of the Big Four brokers — 
Daiwa and Yamaichi make up the quartet 
— to support the stockmarket in their time- 
honoured fashion has been badly eroded 





BANKING 


both by their falling profita- 
bility and reserves and by 
the damage done to the 
broking industry by recent 
scandals. 

In this situation the cen- 
tral bank, the Bank of Japan 
(BOJ), appears to have 
bowed to pressure from the 
Ministry of Finance (MOF) 
to reduce interest rates 
and thereby help bale 
out brokerages and banks, 
who are the ministry's 
charges. 

When the Boj announced 
a half-point cut in the official 
discount rate (ODR) to 5.5% 
on 1 July — unusually, on a Monday — it 
was dressed up as a measure justified by a 
perceived slowdown in the Japanese eco- 
nomy. Prime Minister Toshiki Kaifu gave 
the move political legitimacy by publicly 
welcoming it. 

Speculation also linked the reduction in 
the discount rate — the first since February 
1987 — to the need for Japan to coordinate 
its monetary policy more closely with that 


Closing the account 


The 26 June conviction of former high-fly- 
ing Bank Duta executive Dicky Iskandar 
di Nata on corruption charges may have 
raised more questions than it has answer- 
ed. Iskandar is viewed in many quarters 
as a scapegoat, convicted by a govern- 
ment keen to close the book on the bank's 
embarrassing foreign-exchange scandal. 

The 39-year-old Iskandar, until Sep- 
tember 1990 the vice-president and trea- 
sury chief of Bank Duta, one of Indonesia's 
largest private banks, was sentenced to 10 
years in jail, ordered to re-imburse Bank 
Duta for Rps 811 billion (US$416 million), 
fined an additional Rps 20 million and had 
his assets confiscated by the state. Iskan- 
dar says he will appeal. 

Robinson Sarigah, the presiding judge, 
said the severe penalties were warranted 
because Iskandar harmed the national 
economy and damaged the reputation of 

onesian banking. Bank Duta concealed 
from Bank Indonesia (Bi, the central bank) 


1 


foreign-exchange trading losses of US$420 
million accumulated in the 30 months up 
to September. The pending losses were 
disguised at the end of 1989 by transfer- 
ring some losses to a client's account. The 
bank later deceived the public about the 
extent of its unrealised losses when it 
went public in May 1990. 

Bank Duta's troubles confirmed ana- 
lysts’ worst suspicions concerning the 
quality of management supervision and 
the reliability of accounting practices at In- 
donesian banks. Analysts say the Iskan- 
dar case raises questions about the fine 
line that exists between public finance and 
private wealth at the top of Indonesia's 
business community. 

Bank Duta is 72%-owned by charity 
foundations headed by President Suharto, 
though his exact relationship with the 
foundations is unclear. Similarly, precise 
information on how the foundations raise 
money is unavailable. Nor is it known 
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Mieno: inflation purge. 


of other leading industrialised democracies 
prior to the Group of Seven (G-7) summit 
in London later this month. But neither 
explanation really holds water. 

Since BOJ governor Yasushi Mieno pre- 
vailed over Finance Minister Ryutaro Ha- 
shimoto two years ago by forcing through 
a sharp and sustained rise in official in- 

terest rates, the austere cen- 
3 tral bank head has insisted 

that asset inflation, based on 
surplus liquidity, must be 
purged from the Japanese 
economy. 

Mieno has given no indi- 
cation that he believes this to 
have been achieved and 
neither did he say so expli- 
citly when announcing the 
ODR cut on 1 July. Mean- 
while, the weakness this 
year of the yen, despite rela- 
tively high interest rates, has 
given a boost to exports 
which threatens to aggra- 
vate trade tensions. Against 
this background, Japan 

could have justified a neutral stance on 
rates to its G-7 partners. 

But there was no mistaking the impera- 
tives of the new stockmarket crisis. A fall 
to 23,000 — and quite probably much fur- 
ther, given the clear selling pressures 
even before the Nomura/Nikko scandals — 
threatened the integrity of the financial sys- 
tem and the economy generally. 

Several days before the ODR cut, the cen- 


why these particular foundations chose to 
invest funds in a private bank. 

One month after the foreign-exchange 
losses were disclosed, Bank Duta said it 
received a “grant” from the foundations to 
cover its losses. It is widely believed that 
businessmen Liem Sioe Liong and 
Prajogo Pangestu privately contributed 
roughly US$200 million each to the foun- 
dations to restore Bank Duta to solvency. 

Following the disclosure of Bank 
Duta’s losses, the bank’s board was re- 
placed. Bustanil Arifin, president commis- 
sioner of the bank as well as the minister 
of cooperatives and a long-time Suharto as- 
sociate, was also removed. No other Bank 
Duta employees or directors besides Is- 
kandar, however, have been accused of 
wrongdoing by the courts. 

Iskandar has protested at the govern- 
ment's decision to single him out for 
punishment. The court, he says, blames 
him for the actions of foreign-exchange 
dealers who reported to him, but it places 
no responsibility for the losses on the 
bank’s president, Abdul Gani, or on the 
bank's directors. 

"Everyone in Bank Duta knew what 
was going on," Iskandar told a local 
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tral bank gave a signal ti that an x unexpeited 
i easing of its tight money policy was immi- 
nen t suspended so-called “window gui- 
di anks on discount finance levels. 
ollowing the ODR cut, it was 
t commercial banks would 
iort-term lending rates. 
ng to Akio Mikuni of Japanese 
ting agency Mikuni & Co. and to 
: nneth Courtis at Deutsche Bank Capital 
Markets in Tokyo, a number of Japanese 
banks would be unable to meet capital- 
asset ratios required by the Bank for Inter- 
national Settlements (BIS) if the stockmarket 
breached 23,000. 

With evidence emerging that capital-in- 

vestment intentions among Japanese 
manufacturers are weakening — their over- 
seas direct investment has already been re- 
duced — banks’ ability to lend is becoming 
more critical as domestic demand softens 
and corporate liquidity erodes. 
- Japanese corporations and banks have 
massive volumes outstanding of converti- 
ble and warrant bonds, which will crys- 
talise as a major financial liability unless the 
stockmarket finds its way back up to levels 
where investors have an incentive to con- 
vert these instruments into equity. 

Against this background, wider eco- 
nomic and financial considerations appear 
to have taken precedence — at least for the 
present — over concerns about asset infla- 
tion. There is a suspicion that further ODR 
cuts might be forced through if the stock- 
market fails to respond sharply enough to 
the latest reduction. 


MÀ 


nagazine. "I was just part of a team." 

Further, Iskandar’s lawyers say the 
udge would not allow them to question 
vitnesses thoroughly and forbade them 
9 call such key witnesses as the charity 
oundations' representatives and Bustanil. 
We had many, many questions for Bus- 
anil,” Haryono Tjitrasoebono, Iskandar's 
hief lawyer, says. 

A bizarre aspect of the case was Iskan- 
lar’s conviction on corruption charges, 
vhich are normally associated with the 
raudulent use of state finances and which 
n general carry heavier penalties than for 
ther white-collar crimes. "Duta's losses 
we a private matter," Haryono argues. 
"There were a continuous series of trading 
udgments, which were wrong. If the 
‘ourt wants to also say the bank withheld 
nformation from the central bank, OK. 
jut that's not corruption." 

The attorney-generals office argues 
aat- Iskandar was guilty of corruption be- 
ause the bank had raised funds from the 
"ublic, through social foundations and 
arough the stockmarket. In Bank Duta’s 
ase, this is a tricky point, since there 
iust be a loss of public funds to support 

charge of corruption. Describing Bank 
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The ODR cut had the immediate effect of 


boosting the Nikkei average by 817.8 points 
to 24,108.76 on 1 July. By 3 July, the market 
had fallen back to 23,373.47 and trading 
volumes remained thin. This suggests that 
brokers will gain little relief unless banks 
are encouraged to step up lending for 
financing stock transactions. 

The position regarding the ¥5 trillion 
(U5$36.4 billion) of eigyo tokkin (discretio- 
nary managed funds) which Japanese brok- 
ers launched in the late 1980s is still 


opaque. The MOF in effect has ordered 


brokers to liquidate such funds, by handing 
over their management to trust banks or 
fund-management companies. 

This is being interpreted as shifting from 
the brokers to the original investors the ob- 
ligation for meeting the 11.3 trillion of loss- 
es on these funds caused by the stock- 
market crash. Investors will then be able to 
claim tax relief. But brokers say they are 
having to pay "penalties" to clients who are 
reluctant to see the management of funds 
shifted in this way. 

Meanwhile, major Japanese securities 
houses say they expect much more 

"severe" control over their dealings by 
the MOF. From next year, brokers will 
be obliged by law to check the credentials 
of all clients. The objective is to prevent 
a repeat of Nomura and Nikko's involve- 
ment with a Yakuza (gangster) figurehead. 
But it is difficult to see how such checks 
could be operated effectively given that a 
firm like Nomura has more than 5 million 
clients. u 


Duta's losses in this way, however, leaves 
little room for distinction between public 
funds and wealth controlled by Suharto 
through nominally private foundations. 
Iskandars lawyers also argue that a 
corruption charge cannot be made with- 
out establishing a legal link between the 
foundations and the bank. In Bank Duta's 
articles of association, three men repre- 
senting the charity foundations are listed 
as shareholders. However, they could not 
produce documents establishing any re- 
lationship with the foundations. During 
the trial, the judge waved aside objections 
on this point by Iskandar's lawyers. 
Several questions remain. Bankers and 
lawyers say corruption defined this 
broadly could be applied to almost any 
case of fraud or malfeasance in a publicly 
listed company. Moreover, if it indeed 
were businessmen Liem and Prajogo who 
made good on Bank Duta's losses, then the 
charity foundations and the government 
would not have lost any money, at least 
not directly. Even cabinet ministers, nota- 
bly Bustanil and vice-president Sudhar- 
mono, have argued publicly over whether 
it was proper to consider Bank Duta's loss- 
es as public. a Adam Schwarz 
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AE to’ set wt parli ssi Raum m- 
quiry into the nation's newspaperin- 
dustry may complicate a bidding c or 
the John Fairfax Gr ) ap, the country ssec 
ond-largest press empire. - us d 
Since Fairfax was placec d in receivership Due 
last December, several potential bidders — . 
have emerged, among them. Australian t 
businessman: Kerry. Fa ke fw rh B 
has media interests. — — — P 
The prospect of Packer | gaining control ; 
of Fairfax was largely responsible for the - 
Labor move to examine concentration of — 
ownership. Delegates at the party's confer- - 
ence, held in Hobart, Tasmania, from 24-28. — 
June, called for the inquiry to be set up 
when the federal parliament resumes in 
August. It will report by early: next year, = 
While the uncertainties posed by the in- — 
quiry may introduce a new twist to Fairfax’s — — 
prolonged agonies, they seem unlikely to 
hold up its sale, as some had feared. Tu 
Fairfax publishes the Sydney Morning 
Herald, the Age of Melbourne, the Australian 
Financial Review and the Sun-Herald. It has- 
been struggling under heavy debts since. __ 
the group's young heir, Warwick Fairfax, 
launched a highly leveraged bid to take the 
company private shortly before the stock- 
market crash of 1987. The price tag rose to 
an unexpectedly high A$2 billion (US$1.5 - 
billion) when Warwick's cousin John and : 
stepbrother James, both major sharehold- = 
ers, insisted on being bought out. | ! 
Since it was placed in receivership, the. 
group's financial position has continued. 
to deteriorate because of the Australiar 
recession and uncertainty over the com- 
pany's future. Its former chief executive, 
Chris Anderson, who left late last year, 
has not been replaced. Profits before in- 
terest and tax are expected to fall to around © 
A$109 million for the year ended on 30. . 
June, from a record A$193 million in the 
previous year. 
Besides Packer, possible bidders are 
Canadian newspaper magnate Conrad 
Black and Irish-born businessman Tony 
O'Reilly, chief executive of Hei 
the US. Two local groups a: 
running. 






































owner of a Queensland-based newspaper 
chain, Australian Provincial Newspapers, 
leads a syndicate that is currently seeking 
financing from major Australian institu- 
Hons. This would be essential to comply 
th foreign-investment regulations. 
.. Under Australian law, any bid for an 
Australian newspaper company involving 
more than 1596 foreign ownership must be 
referred to the Foreign Investment Review 
Board. The board makes a recommen- 
dation to the treasurer, who has wide dis- 
cretion on the matter. It is considered un- 
likely that the Labor government would 
allow foreign ownership of more than 20% 
in the case of Fairfax. 
-~ ce Black, the owner of London's Daily Tele- 
t.c graph, has confirmed he would be in- 
terested in joining a syndicate to bid for 
Fairfax. Local media reports have 
_ suggested that he may link up with Packer, 
whose Australian magazine and television 
^. interests include control of the top-rated 
Nine Network. 
7 = There has been considerable contro- 
.. versy within media circles at the prospect 
cof Packer gaining control of Fairfax. Al- 
_ though the Broadcasting Act prohibits 
the owner of a television station from hold- 
ing more than 15% of a newspaper group, 
there is concern that Packer could still find 
|. ways to control Fairfax from a 15% equity 
























Be his possibility was largely responsi- 
oe i ble for the controversy boiling up in 
s the Labor Party conference. The 
ownership question has been a sore point 
-. in media circles since 1988, when Rupert 
= Murdoch's News Corp. took over the Mel- 
bourne-based Herald & Weekly Times 
group. That acquisition gave Murdoch con- 
trol of more than 60% of the country's 
major daily newspapers. 
p While Murdoch would be prevented 
= from buying any further newspapers in 
Australia, one local newspaper recently re- 
rted a claim that a Packer adviser had 
talked about a “game plan" to carve up the 
' ^. ándustry between Packer and Murdoch. 
Packer is also known to have had close 
.ties with supporters of Paul Keating, Aus- 
 tralias former treasurer. Keating was a 
| long-time critic of the Fairfax group, which 
“is noted for its aggressive reporting and in- 
. vestigative journalism. However, Keating's 
successor, John Kerin, who may have to 
~ exercise judgment over a future Fairfax bid, 
has a more positive view of the Fairfax 
. press. 
. There are two all-local bidders, who 
. may benefit from any strengthening of sen- 
timent against foreign ownership. They are 
Sydney-based Jamison Equity, controlled 
“by merchant banker Chris Corrigan, who 
. ran Bankers Trust's Australian operations 
` án the 1970s, and the Melbourne-based syn- 
dicate Australian Independent Newspap- 
a 
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Against the odds 


rospects are improving for a full- 

! year growth rate in the Singapore 

economy of 7-8%, rather than the 

! 5-6% earlier expected. Although 

this would be lower than the 8.3% achieved 

in 1990 and the 9.2% rate in 1989, such 

expansion at a time of global slowdowns 

re-affirms the underlying strength of the 
economy. 

GDP rose by 7.5% in the first quarter of 
this year, compared with the same period 
last year. The best performances came from 
previous laggards such as the construction 
and manufacturing sectors, while the more 
recent star performers, particularly financial 
services, slowed down. 

As further evidence of the resilience of 
Singapore’s economy, this respectable rate 
of growth was recorded during the Gulf 
War and at a time when the US, the island 





“Resilient as ever 
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republic’s most important trade and invest- 
ment partner, was in the grip of recession. 

The strength of manufactured exports 
can be explained by the fact that sectors of 
the computer industry are still holding their 
own in the US, recession or not. The elec- 
tronics industry, whose products are the 
mainstay of Singapore’s exports to the US, 
grew by 12% in the first quarter, compared 
with 8% in the previous three months. 

The performance of the manufacturing 
sector was also boosted by the large 
amount of third-party oil processing di- 
verted to Singapore's refineries from Iraqi- 
occupied Kuwait. 

External demand, mostly in the form of 
trade, provided the main spur to growth, 
increasing by 7.7% in the first quarter on a 
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reversed during’ 


year-on-year basis. Domestic demand, af- 
fected by the negative mood generated by 
the Gulf War, grew by just 1.6%. 

Most analysts expect the pattern to be 
the rest of the year, with 
external demand slowing moderately while 
the domestic demand picks up sharply as 
the euphoria in the equity markets works 
its way into the system. 

A strong stockmarket in the first quar- 
ter, as Singapore participated in the world 
equity rebound that followed the conclu- 
sion of the Gulf War, was not enough to 
compensate for the slowdown in other 
parts of the financial-services sector. The 
sector slowed to 10.2% in the first three 
months of the year, compared with 12.6% 
in the previous quarter. 

The slowdown. in the sector was most 
marked in bank lending, in both the 
domestic and offshore sectors, though 
analysts believe that. lending recovered 
sharply in the April-June period. With a 
still-active stockmarket, though somewhat 
less buoyant, the financial-services sector 
should regain its dynamism as the year 
progresses. 

The island republic was not immune to 
the Gulf-related nervousness afflicting the 
leisure travel business: visitor arrivals fell 
by 8.1% in the first quarter. Most signific- 
antly, the number of visitors from Japan, 
the freest spenders, fell by 36%. Hotel-oc- 
cupancy rates declined by 16.5% to 70.7% 
during the same period. 

The commerce sector, under which 
tourism is bracketed, expanded by just 
5.1% in the first quarter, compared with 
8.5% in the last three months of 1990. A slow 
revival is expected in this sector in the re- 
maining months of this year. 

With a growth rate of 11%, construction 
was the fastest growing sector in the first 
quarter, and it is expected to remain strong 
as contracts awarded in the boom years of 
1989 and 1990 have entered their construc- 
tion phases. . 

After gaining about 9% against the US 
dollar last year, the Singapore dollar shared 
the post-Gulf War fate of other major cur 
rencies against the greenback. After hitting 
a record S$1.6980 against the US dollar ir 
early February, the Singapore unit fell back 
to about $$1.79 in March and has since 
traded in a range of 5$1.76-1.79.. 


Interest rates declined in the first quarte 











when the major banks cut their prime rate 
by.25 basis points to 7%. In June, the majo: 
banks raised the rate to 7.5%, but analyst: 
expect the lending rate to hold steady for the 
| u N. Balakrishnas 


rest of the year. 











India devalues currency 
twice in three days 


> Indiaon3 July devalued its currency for 
the second time in three days. The second 
devaluation, of about 1196. against major 
currencies, was the biggest slide in more 
than two decades. It followed a cut of more 
than 9% against major currencies on 1 July. 
The actions were believed to be related to 
New Delhi's efforts to secure a loan of up 
to US$7 billion from the IMF to shore up the 
Indian economy. Besides a US$70 billion 
foreign debt, the country is struggling with 
a foreign-exchange crisis that has reduced 
reserves to less than one month's worth of 
imports. Following India's action, 
neighbouring Nepal on 3 July suspended 
all foreign-exchange dealings. A day 
earlier, the kingdom had devalued its own 
currency by 876 in response to the first 
devaluation by India, its major trading 
partner. A senior official of the central 
bank, Nepal Rastra Bank, said the second 
Indian action made a further cut in the 
Nepalese rupee inevitable. 


Peking gets US$500 million 
in loans from France, ADB 


> China secured loans totaling US$500 
million in separate agreements with France 
ind the Asian Development Bank (ADB). 
The French Government lent Ffr 2.14 
zillion (US$370 million), its largest-ever 
oan to Peking, reportedly to finance an 
iutomobile joint venture, an airport and 
Nater-processing, power and gas plants. 
[he ADB lent US$85 million and plans to 
seek US$45 million of co-financing from 
'ommercial banks for the construction of 
in acrylic fibre plant in Anhui 

province. 


Hanoi demands foreigners 
re-register businesses 

> Vietnam's Commerce Ministry has 
dered all foreign companies to re-apply 
or permits to work in the country, 
iccording to the official newsagency. The 
nove apparently reflects concern in Hanoi 
hat many foreign firms are operating 
vithout formal authorisation. Firms not 
ipplying by 5 July will have their 
yperations terminated, the report 

said. 


Malaysian exchange seeks 

o trade financial futures 

> The Kuala Lumpur Commodity 
ixchange (KLCE) has applied for a 
'overnment licence to trade in stock-index 
ind financial futures. The move is likely to 
‘lace it at odds with a rival consortium led 
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by Renong, the chief investment arm of 
Malaysia's ruling party, which was 
authorised last year to create a futures and 
options market. The KLCE move apparently 
marks a failure of efforts to reach a deal 
with Renong. 


Jakarta drafts changes - 

to financial legislation 

» The Indonesian Government has 
drafted legislation to require closer 
supervision of financial institutions and 
mobilise long-term funds. Legal changes 
affecting banking, insurance and pension 
funds were submitted to parliament on 20 
June by Finance Minister Johannes 
Sumarlin, along with amendments to the 
1983 income tax law. The changes, unlikely 
to be enacted before year-end, will allow 
state-owned banks to go public and will 
open all bank shares to foreign investors. 
Under the proposed tax revisions, some 
dividends received from corporate equity 
investments will be exempt from tax — a 
move expected to boost venture-capital 
and mutual-fund companies. 





China lowers estimate 
of 1990 budget deficit 


> China's budget deficit in 1990 was Rmb 
14 billion (US$2.7 billion) — about Rmb 1 
billion less than previously estimated — 
Finance Minister Wang Binggian told the 
National People's Congress at the end of 
June. Factors contributing to the deficit 
were the poor performance of state 
enterprises, the expense of building extra 
grain stores to hold bumper harvests, 
increased refunds of export duties to 
enterprises, and a 6% shortfall in tax 
revenues. By conventional measures 
which exclude loans from revenue, 

the deficit would be almost Rmb 50 
billion. 
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. Assam Co., a leading Indian tea producer, | 


Indonesian TV station’ 
gains satellite access 
> Indonesian private TV « 
granted permissiot 
through the coun 
was previously : 
Bandung, West Ja 
reaches all of So 
will seek approv 
nationwide so tha 
signal through TV. 
satellite dishes. State 
second private channel already trans 
throughout Indonesi. e Ut ue — $ 













Thailand, US ondue 

textile quota agr ement | 

> Thai and US negotiators reached 
agreement on quotas for Thai textile 
exports to the US, 30 months after the 
previous agreement expired. Under a 
compromise, the US will apply an - 
aggregate quota covering all textile 
categories, but Thailand will be allowed to 
retain sub-quotas in certain categories. The 
US has been attempting to introduce 
aggregate quotas in all its textile agreements 
worldwide. The new pact, covering : 
1991-93, will allow a 6% annual rise in the 
aggregate quota, set at 215 million m? for 





Oei, Lee exoneraied ^ 

in UIC share inquiry — 

> Singaporean Finance Minister Richard 
Hu said on 28 June that stockmarket 
officials had found no evidence of insider 
trading in last year’s sales of shares in e- 
United Industrial Corp. (UIC) by Oei Hong. 

Leong, its former president and chief ^ 
executive, and chairman Lee Kim Yew. Loss 
The two sold a 24:5% stak > to Indonesia 
Liem Sioe Liong. Hu said Liem had en 
informed before buying the shares that UIC _ 
had lost $$79 million (US$45 million) inthe | 
Japanese stockmarket. There was thus no - 
case to be made against Oei or Lee the . 
brother of former prime minister Lee Kuan. P 
Yew. UlC's Japanese losses were not made: 
public until some months later. 



















Indian tea firm Assam 
is acquired by Mehta 
> Mehta International Group has bought... 


from British trading group Inchcape. 
Mehta, a Bermuda-registered company 
owned by a non-resident Indian, 
Mahendra Nanji Mehta, paid US$49 y 
million for Inchcape's 74% holding. Assam 
controls 16 tea estates and produces 16 
million kg of tea annually. 
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shareholders are abused as much 

by the securities companies that 
handle their money as by the companies in 
which they invest. Foreign shareholders 
are regarded with even greater disdain. 

But if individual foreign shareholders 
cannot hope to alter Japanese corporate 
practices, foreign-investment institutions 
can, according to Joseph Lufkin and Aron 
Viner of Global Proxy Services Corp., a 
New York company that is pressuring Ja- 
panese businesses to change their ways. 

The main aims of Lufkin and Viner 
— who are involved with the US-Japan 
Structural Impediments Initiative nego- 
tiations through the US Investment Com- 
mittee — are to force Japanese companies 
to pay higher dividends, to end the practice 
of diluting the interests of ordinary share- 
holders and to appoint more outside direc- 
tors. 

Aggregate foreign holdings in some of 
the largest Japanese companies average 
between 1-2%, of which Global Proxy typi- 
cally represents around 0.25%. Lufkin and 
Viner are trying to ensure that votes be- 
longing to American investors do not lie 
dormant in Japanese banks or other re- 
positories. “Japan is important for us be- 
cause it is one of the last bastions of man- 
agement indifference to stockholders,” Luf- 
kin explains. 

Dividend policy is a case in point. 
Among the 30 largest foreign share- 
holdings represented by Global Proxy, 24 
fall well below the minimum 35% di- 
vidend-pay-out ratio the company views as 
desirable and well below the average 50% 
ratio in the US. 

Japanese giants such as Matsushita Elec- 
tric Works were at the bottom of the heap 
in fiscal 1989 with a pay-out ratio of only 
around 10%, according to Global Proxy. 
Other blue chips such as Sony Corp. and 
Industrial Bank of Japan pay less than 25%. 
But there are generous payers. Japan Air- 
lines and Nippon Steel Corp., for instance, 
pay out more than 40%, and some com- 
panies pay virtually their entire net in- 
comes. 

Meagre dividends match the scant re- 
gard Japanese companies pay ordinary 
shareholders when it comes to increasing 
capital. By having regular new share issues 
in Japan — where there are only limited 
pre-emptive rights for shareholders — cor- 
porations can dilute the holdings and influ- 
ence of the public, particularly troublesome 
foreign stockholders. 


he latest scandals on the Tokyo 
| i | Stock Exchange (TSE) suggest that 
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A typical US company might increase 
its authorised capital by around 25% a year, 
but Japanese corporations think nothing of 
increasing their capital by 10076. This ex- 
plains why ownership by individual share- 
holders in Japan has declined to around 

% of all listed equity, from 70% in 1980. 

m Anthony Rowley 


Shroff believes a Dutch-auction system 
being considered by the Stock Exchange of 
Singapore (SES) for initial public offerings 
could eliminate for investors what is left of 
the fun in the IPO scene. The IPO market had 
much of its fire zapped last year by rules im- 
posed on multiple applications and the im- 
plementation of an allotment system that 
favours small applicants. 

Because of the stagging profit that could 
be made from trading new shares on the 
secondary market and the easy financing av- 
ailable for large applications, it had been 
common for new issues to be over- 
subscribed hundreds of times. In January 
1990, Kim Eng's IPO was oversubscribed a 
record 784 times. Now, however, the level 
of oversubscriptions for new issues on the 
SES barely surpasses 100. 

The old system was profitable for banks 
and investors lucky enough to be allotted 
shares, but it played havoc with the inter- 
bank market. Inter-bank rates jumped to 
65% as institutions first gorged themselves 
with funds and then released them into the 
system. 

The SES is now proposing to give com- 
panies making iPOs the option to go the 
Dutch-auction route. Investors would 
bid for the number of shares they want at 
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prices they consider to be fair value. As a 


. result, investors, and not companies, will 


set prices. 

Bids and the number of shares applied 
for by investors would be arranged i in de- 
scending order, and the offer price of the 
issue would be the level at which a full sub- 
scription rate was achieved. Investors who 
bid at the offer price and above would be 
given the full allotment. The system should 
discourage speculation since investors will 
have a much greater chance of picking up all 
the shares they want. — m N. Balakrishnan 


Dreams of black gold in the Philippines 
have triggered a struggle for control of 
Oriental Petroleum. Not surprising that, ex- 
cept that in this case the protagonists in- 
clude the Philippine Commission on Good 
Government (PCGG) and a phantom cor- 
porate raider. 

Oriental holds 21% of the West Linapa- 
can oil well, which has an estimated 109 
million barrels of recoverable oil. Oriental's 
chairman, Robert Coyiuto, controls 8% of 
the company directly and is allied with 
shareholders controlling roughly 30%. The 
PCGG holds another 36.6%, which consists 
of sequestered shares. 

The third party is the subject of intense 
speculation. On 31 May the PCGG sold 308 
million of its Oriental shares for P18.4 mil- 
lion (US$700,000) in order to settle (at the 
last moment) its unpaid subscription to a 
rights offering in 1989. If the PCGG had not 
paid for the scrip, its share in the company 
would have slipped considerably. 

Coyiuto demands that the buyer be 
identified, suspecting that a Manila mag- 
nate has secretly struck a deal with the 
PCGG to wrest control of the firm. The PCGG 
in turn suspects Coyiuto of seeking to ease 
it out of Oriental by scheduling a P625 mil- 
lion 2:1 rights offering at a cheap P0.02 per 
share on 15 July. This threatens once again 
to dilute PCGG's holdings in the firm. 

The PCGG has asked stockmarket reg- 
ulators to block the rights issue. Although 
Shroff wonders how the PCGG can — with 
a straight face — try to block one rights 
issue after having just taken up an earlier 
one, investors perhaps should follow this 
fight with interest. 

Would the PCGG, Coyiuto, and a 
shadowy corporate raider (rumoured to be 
either Yao Shiong Shio, one of the founders 
of Oriental, or the powerful Yuchengco 
group, owners of Philippine Long Distance 
Telephone Co.) be locked in a power strug- 
gle if Linapacan were a dud? 

m Rigoberto Tiglao 
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ADR News 
You Can Use 


Foreign corporations have discovered 
that it pays to ‘‘shop and compare'' when 
it comes to establishing an American 
Depositary Receipt facility and selecting 
the right bank to serve as the depositary 
institution. 

One reason is that issuers want to max- 
imize ADR potential and here the 
depositary choice can make all the dif- 
ference in the world. 

Another big factor behind the trend, 
however, is the aggressive, pro-active, 
""value-added'' approach SecPac's 
Sequor Group has taken to this special- 
ized marketplace. 

‘Today,’ says Sequor's key ADR execu- 
tive, senior vice president Ralph Marinello, 
"the ADR depositary has to be highly 
innovative. . . particularly on the investor 









Ralph : than the com- 
Marinello pw petition to earn 

its money. 
How it does so is very much in line with 
Sequor's views on the best way to access 
and grow in the U.S. capital markets. 

Recognizing that sponsored but un- 
listed programs—so-called Level 1 
ADRs—stifle trading activity in the 
secondary market, Marinello's ADR Group 
has been the industry's leading propo- 
nent on the use of sponsored ADR pro- 
grams which utilize listed securities along 
with strong investor relations support. 

Consequently, Sequor's ADR Group 
functions as a key intermediary between 
the broker/dealer community and in- 
vestors to expand ADR visibility, support 
the buy side of the market and elevate 
investment values. What's more, it does 
this at its own expense. 

Such service support is rare among 
depositary institutions and this gap is 
becoming more and more noticeable. As 
a result, the ADR Group is concentrating on 
working with issuers whose sponsored, 
listed programs have not performed 
because they lack the investor relations 
and marketplace support Sequor can deliver. 








Terminating an existing depositary rela- 
tionship and starting a new one with 
Sequor is easy. And, to make such a 
decision a very comfortable one, 
Marinello's ADR Group offers a highly 
attractive range of cost incentives. 

With these initiatives, the ADR Group 
has introduced a new standard of leader- 
ship to the field, one backed up by two 
key factors: (1) Security Pacific's strength 
as a global financial power and (2) the 
ADR Group's position as a unit of 
Sequor's Corporate Trust Division. 

One of the largest corporate trust oper- 
ations in the U.S., the Corporate Trust 


Division is the most diversified organization 


of its kind—and the fastest growing. While 
providing complete trust and agency 
services, it also occupies top tier status 
as America’s leader in processing 
asset-backed securities and other struc- 
tured financings. Additionally, it has 
pioneered major new developments in 
puts, options, tender services, reorgani- 
zations and related fields. 

Because of the Corporate Trust support, 
the ADR Group is the only depositary that 
can process ADRs on both U.S. coasts. 
And, due to this facility also, an ADR 
issuer who selects Sequor as its depos- 
itary benefits in other ways. 

Sequor executive vice president, Cor- 
porate Trust, Al Pagliaro puts it this way: 
"Once a foreign corporation has estab- 
lished a financial base here, there's a 
definite need for an array of support 
services. We'll perform them on a con- 
solidated purchase basis with the ADR 
business to create a unique savings 





How Security Pacific is redefining the 
American Depositary Receipt Marketplace. 


advantage. Moreover, we are expanding 
quickly as an international entity and so 
we can offer one-source service 
assistance in other world markets. ' 
According to Pagliaro, another major 
point is this: 
“Our account 
> management 
> structure is 
MU — such that 
" u every client 
v4 » | enjoys pre- 
e ferred status 
Se ...and re- 


Pagi Ww. 4 ceives guar- 
: anteed 
first-rate, quality service. There's no 'big 

fish. . .small fish’ distinctions.” 
That's why foreign corporations expect 
more and get more with Security Pacific. 











The Sequor Group 


Sequor, a division of Security Pacific, 
is an integrated securities processing, 
treasury management, fiduciary ser- 
vices and international payments 
processing organization. Major Sequor 
operations involve: 


* Institutional Custody/Securities Lending 
* Cash Management 

* Clearing and Settlement 

* Corporate Trus/ADRs 

* Dollar Clearing 
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Property 


*Rescue me from my 


| as — MIKE GORE, CREATOR 
OF THE WORLD FAMOUS 
SANCTUARY COVE RESORT - 


QUEENSLAND, AUSTRALIA. 


"I must liquidate these 2 properties urgently. 
I've got divorce lawyers and bankers all over me. 
Both Saddleback and Southport Square must be sold!" 


The largest 
development site in 






Saddleback 
Country Resort, 
Gold Coast Hinterland. EE the Gold Coast CBD. 


* Recently a AUS $25 Million contract on 
this property did not settle ... Upset 
reserve now AUS $12 Million! 


Australia's Gold Coast. 
è At 991 ha, this is the largest resort site * Most land parcels with existing 
for sale on Queensland's Gold Coast 


D * 
CRM) Tokyo AN buildings, some income producing. 
* Site large enough for 3 or more 18 hole CHINA 3 ; 


e "Southport Square" is a comprehensive 
commercial development site on 





| JAPAN * To be offered firstly in one line, then 
parece Hong e 0 sold as 11 individual lots. 
* Approved "Special Facilities” zoning for Manila s i 
multiple uses. 5 pouic * 9 lots from 505m? to 6310m?, zoned 


"Comprehensive" ... 
and 2 lots, 688m? and 2610m? zoned 
"Light Industry”. 


è Suitable for multi use. Approved for 
restaurants, offices, retail showrooms, 
hotel and shopping complex ... 
approval in total for 42,500m? of 


* ideal opportunity to create a fully 
integrated residential golf resort. 


* Easily Australia's best golf resort site this 
close to major tourism and capital city 
infrastructures. 


* Natural, unspoilt bushland beauty. 
* ALL OFFERS WILL BE PRESENTED. building. 
* All enquires to Max McMahon * Contact Max McMahon 


A - Max McMahon — Special Projects Division 

U CTI O N " Ph: INT'L -6175 88 0088 

Wednesday July 17 at 11am A/hrs: INT'L - 6175 97 1262 I, REALTY 
Ramada Hotel, Surfers Paradise Mobile: INT'L - 61018 75 1899 Dedicated to Service 
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This space is reserved for 
Classified Advertisements 


Readers are recommended 


to make appropriate enquiries and take appropriate ad- 
vice before sending any money, incurring any expense 
or entering into a binding commitment in relation to an 


advertisement. The Far Eastern Economic Review shall Reservations should be addressed to: 


not be liable to any person for loss or damage incurred 
or suffered as a result of his/her accepting or offering to 
accept an invitation contained in any advertisement 
published in the Review. 


International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel: 8328300 Telex: 62497 REVAD HX 



















THE AUSTRALIAN ? NAT IONAL UNIVERSITY 


Research School of Pacific Studies 


Postdoctoral Fellow/ 
Research Fellow/ 
Senior Research Fellow 


The Department seeks to appoint an economist with a primary applied 
research interest in Indonesia/Southeast Asia. The person would be 
expected to undertake research of international significance on the Indo- 
nesian economy and to contribute to the work of the Department's 
] indonesia Project, including its publication, The Bulletin of Indonesian 
Economic Studies, along with his/her own research program. Applicants 
would be expected to possess some first-hand experience of Indonesia, and 
an established record of scholarship, including PhD or equivalent. Appoint- 
ment beyond a two year period will depend on a reveiw currently underway 
rA outside funding of the post by the Department of Foreign Affairs and 
“Trade. 


Further Particulars: Please obtain these before applying from the School 
Secretary, RSPacS, Tel: (06) 249 2678, or FAX (06) 257 1893, The Austra- 
lian National University, GPO Box 4, Canberra, ACT, 2601, Australia. 


Closing date: 30 June 1991. Late applications will be accepted. Ref: PacS 
6.6.2 
"SALARY: Senior Research Fellow: $45,729 ~ $54,254 p.a. Research Fellow: 
$33,163 — $43,096 p.a.; Postdoctoral Fellow Grade 1 (fixed point): $28,792 ~ 
$32,762 p.a. 
APPOINTMENT: Senior Research Fellow/Research Fellow up to three 
years, possibility of extension to five years; Postdoctoral Fellow up to two 
years, possibility of extension to three vears. 


APPLICATIONS should be submitted in duplicate to the Registrar, The 
Australian National University, GPO Box 4, Canberra ACT 2601 Aus- 
tralia, quoting reference number and including curriculum vitae, list of 
publications and names of at least three referees, The University reserves 
the right not to make an appointment or to appoint by invitation at any 
time. Further information is available from the Registrar. 


ARI 9091 





THE UNIVERSITY IS AN EQUAL OPPORTUNITY EMPLOYER 


REGIONAL ADVISER ON SOCIAL DEVELOPMENT 
POLICY AND PLANNING 


The United Nations Economic and Social Commission for Asia and 

the Pacific (ESCAP) is inviting applications for the above-mentioned 

post from persons with high academic qualification in the social 

sciences with specialization in social planning, public administration 
OF development studies. Candidates should have atleast 12 years of 
experience at the national level in social policy formulation and 
programme development and implementation. Duties mainly involve 

providing advisory services to ESCAP members and associate 
~ members in these fields. Detailed job description may be obtained 
"from. ESCAP Personnel Section indicated below. The Regional 
Adviser will work under the general supervision of the Chief, Social 
|» Development Division. 

















me year appointment with possibility of extension. The 
rries a minimum net base salary per annum of US$43,784 
ependants) or US$47,302 (with dependants) plus post 
nt at the rate of US$12,259 (without dependants) or 
3,244 (with dependants) per annum and other benefíts and 
llowances. 


pply with cv and references by 31 July 1991 to Chief, Personnel 
ection; Division of Administration, ESCAP, United Nations Building, 

















ajdamnem A Avenue, cca 10200, Thai Ende eee 


investment Opportunity 


NEW US 
IMMIGRATION LAW 


will allow green card with 
investment of as little as 


US$250,000 


to share in management -f 
of profitable South Florida. - 
apartment buildings —- 
also sugar farming, lawn 
maintenance, and medical 
centre. | 










Equity for sale by owners: rac to: 


Editor. 










Fifth Housing Corporation, Review Publishing TN 
P.O. Box 9168, . Limited GPO Box 160, Hong Kong 
: ; Wel: S32838I ^ Fax: 8345871 
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c We welcome. inquiries from all.in-- 17 o 
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For QUALITY response. jaw 
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Miscellaneous 


AN EXTRA HAND o 
FOR ONLY US$13.95* | 

Yes, that's exactly what Grippa - . 
is - an extra hand to hold copy a 


a height and position that's 
perfect for you. g 


* Reduces back and 

nack aches 
* Reduces eye strain : 
‘Uses no desk space K ei 
«Folds away neatly 
* Fixes left or right 
* Non-magnetic 


Yes, here's my check for$ — 
Grippa copy holders. Mail them to: 
Name 

Company 

Address —— 

City & Country 


Make check payable to Telesis Investment Ltd., mail to GPO Box 11163, Hong Kong 
SATISFACTION GUARANTEED, OR YOUR MONEY BACK. 0f1i- 





























BUSINESS AFFAIRS 


RESEARCH AND 


INNOVATION 


Pollution eaters 


ome natural organisms thrive in 
conditions normally fatal to living 
things. Bacteria, other micro-organ- 
isms and plants have been disco- 
vered living happily — and multiplying — 
in a variety of inhospitable locales. These 
have included strongly acid solutions near 
volcanoes, sea water at extremely high tem- 

tures and soils containing high concen- 
trations of toxic compounds. 

In recent years, researchers have started 
to examine these hardy specimens closely 
in the hope of enlisting their help to clean 
up the environment. 

Scientists at the Hongkong Institute of 
Biotechnology (HKIB) and the Chinese Uni- 
versity of Hongkong are using this ap- 

in an effort to cope with two forms 
of pollution that are endemic in the British 
territory. One is discolouration of local 
-waterways by indigo dye from the manu- 
facture of jeans; the other, contamination of 
landfills by toxic heavy metals from indus- 
trial processes. 

The concept is simple. Organisms that 
thrive in highly polluted surroundings do 
so because they have somehow evolved 
ways of using the pollutants to sustain their 
growth. In other words, such organisms 
naturally consume the specific pollutants 
that surround them. 

In theory, then, solving a particular pol- 
lution problem is a three-step process. First, 
find an appropriate plant or micro-or- 

ism that feasts on a particular pollutant. 
Next, check how it reacts under the pres- 
sure of an environment tougher than it is 
used to — in which the concentration of 
pollutants is higher than the organism en- 
counters in its natural state, for example. Fi- 
nally, adapt the organism by genetic mani- 
pulation to make it even more effective. 

Indigo dye, which makes blue-jeans 
blue, is a serious blot on the waters of 
Hongkong. Discharged from garment fac- 
tories in large quantities, the dye does not 
dissolve. Instead, it remains in particle 
form, staining waters an unappealing 
shade of blue. 

Kai-Keung Mark, reader in biology at 
the Chinese University, estimates that 10% 
of the 4,000 tonnes of indigo dye imported 
annually by Hongkong’s garment makers 
ends up in the territory's waterways. 

About five years ago, Mark started to 
search for a micro-organism that would 
break down the dye. In 1989, he found a 
suitable strain of bacteria close to an area in 
which indigo was discharged. 

Biologists think that an "exo-enzyme" 
does the actual work of breaking down 





the indigo into harmless, colourless compo- 
nents. These enzymes are biological cata- 
lysts produced inside individual bacteria 
that somehow squeeze out onto the micro- 
organism's surfaces. 

Now, Mark and scientists at HKIB plan to 
discover more about the process. They 
want to learn how much of the enzyme the 
bacteria produce, and how the bacteria will 
behave in industrial conditions — such as 
in a stream of waste water from a garment 
factory. 

The researchers already see two poten- 
tial uses for the indigo-destroying bugs. 
First, the bacteria could substitute for 


pumice in stone washing, the process that 
gives designer jeans their fashionable faded 
look. 

Instead of mixing a few pairs of jeans 
with 80 kg of stones in a washer for an hour 





Blot on the landscape. 


or more, garment manufacturers could set 
the bugs onto the task, getting them to gob- 
ble up the required amount of dye. That 
would minimise damage to the denim and 
reduce the amount of indigo di ed 
into waterways. Eventually, it might even 
be possible to use bacteria to put patterns 
on jeans. 

The indigo-destroying bacteria promise 
to do more, however. According to Mark, 
modified strains should be able to flush in- 
digo out of sewage ponds containing waste 
water from denim factories. The cleansed 
water could then be discharged into rivers 
and streams. 
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Eventually, says HKIB’s associate diretor, 
S. L. Lee, it should be possible to do away 
with the sewage ponds, and instead use 
bacteria to clean waste water as soon as it 
pours out of the factory. Researchers also 
hope to use biotechnology to develop better 
strains of indigo-decolourising bacteria. In 
the meantime, HKIB is seeking industrial in- 
vestors to commercialise the process. 

Further in the future is the possibilty of 
using micro-organisms or plants to remove 
heavy metals, such as cadmium, copper 
and zinc, from the environment. Chinese 
University biologist Paul Wong is studying 
micro-organisms found in the soil that ac- 
cumulate such metals. 

They do it by a process known as chela- 
tion. The organisms trap metal atoms in 
miniature molecular cages inside their 
bodies. Applying this characteristic to 
deaning up landfills may prove difficult, 
however. 

The micro-organisms must be injected at 
the precise locations where heavy metals 
are concentrated — something that is not 
easy to do in landfills containing a wide 
variety of solid wastes. And once the or- 
ganisms have done their job of leaching 
heavy metals from the landfill, they must 
be recovered and disposed of — an even 
trickier challenge. 

A more promising approach harnesses 
naturally occurring varieties of plant known 
as hyper-accumulators. Found in metal-rich 
soils all around the world, these plants at- 
tract huge concentrations of heavy metals 
from the soil into their leaves. Accumula- 
tion of zinc by one form of the Thlaspi 
species can amount to almost 4% of the dry 
weight of the plant's leaves. 

Two years ago, Rufus Chaney of the US 
Department of Agriculture suggested the 
use of hyper-accumulators to dean up 
heavily polluted soils. The HKIB is now pre- 
paring to test the concept. 

According to HKIB director Dominic 
Lam, scientists at the Hongkong institute 
will seek to boost the hyper-accumulation 
ability of selected types of plant, and wil 
then plant them in landfills. 

It is hoped that while the plants are 
drawing metal from the soil, they will alsc 
improve the look of the local landscape 
Once they have finished their task, they 
will be harvested and burned. Another op- 
tion is that if the metals are accumulated ir 
sufficient quantities, it may be possible tc 
recover and recycle them. 

“Nature has these clever ways of doing 
things that are much smarter than humar 
methods,” says Lam. 8 Peter Gwynne 
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with backlit Hane and LCD. 
for easy dialing in the dark. 







Plus an optional car mount 
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LETTERS 


Saving what's left 

Last December, your ARTS AND SOCIETY sec- 
tion carried an article about what was 
described as “the continuing war" over 
the preservation of northern Thailand's 
watershed forests. The article was cynical 
and disparaging about conservation efforts 
and the role of the forest monks, who are at 
the forefront of a movement to save what is 
left of the forests. 

Hill settlers from minority tribes are 
clearing these forest areas to live and to 
plant cash crops. As they do so the hy- 
drological cycle in the valleys is changing 
to one of alternate periods of flood and 
drought. 

Tributaries feeding the large rivers are 
drying up. Hillside erosion is leading to 
added siltation. Toxic pesticides used ex- 
tensively on cash crops are washing into 
the valleys and settling in already im- 
poverished soil. Evidence of an impending 
environmental disaster is plain to see. 

But the Thai Government is caught in a 
dilemma, so little is being done to avert it. 
The article, in sensationalist style, depicted 
a stand-off between supporters of the hill 
tribes (royally patronised opium crop-sub- 
stitution projects, government ministries 
and overseas aid donors), versus “a coali- 
tion of ecology activists, populist lowland 
politicians, military and bureaucratic sat- 
raps and commercial developers.” 

The Hmong tribespeople are seen as 
hapless and bewildered, caught between 
opposing factions, first encouraged to grow 
the crops then belaboured for doing so. 
Leading the “green posse” against them, 
the. article says, is Phra Ajarn Pongsak, a 
Buddhist monk “adept at sloganeering, 
media management, Bangkok lobbying 
and fund-raising.” 

This grossly distorted picture does par- 
ticularly grave injustice to Ajarn Pongsak, 
an internationally recognised environmen- 
talist. His Dhammanat Foundation spreads 
the message of “silatham,” the practical ap- 
plication of Buddhist principles to protec- 
tion of the environment. The foundation’s 
resources are modest: just a small office in a 
monastery in the Chiang Mai hills and a 
meditation centre in the nearby Mae Soi 
valley. 

The foundation has joined forces with 
the villagers of the valley and the Royal 
Forest Department in a project to preserve 
and restore the watershed forests above 
Mae Soi. Money donated to the foundation 
goes to seedling nurseries, replanting, land 
formation and irrigation. Some is also set 
aside for the education of villagers and in- 
terested people from all over Thailand and 
abroad in the environmental philosophy of 
the foundation. 

The solution to the Mae Soi valley's 
problem is as obvious as it is unpalatable: 
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the hill tribes must leave the watershed 
areas. These forests (or rather what is left of 
them) must be left completely undisturbed. 
Land somewhere else must be found, irri- 
gated and planted as suitable alternative 
crops to resettle the tribals (who have in 
any event only recently moved into the 
areas). 

But most difficult of ali, there must be an 
admission that the crop-substitution pro- 
ject, however necessary in the past, has 
had unforeseen and undesirable environ- 
mental consequences. Politics can all too 
easily obscure this simple truth. 

"Scientific" studies can be produced 
to deny what is plainly visible. An- 
thropologists can be found to proclaim the 
sacred status of the Hmong way of life. The 
"innocent" Hmong are, in fact, tough and 
shrewd, well able to take advantage of their 
position and in no mood to give up the 
high ground — though they seem to have 
no qualms about giving up their culture to 
join the modern consumer society. 

It is wrong to brand the environmental 
stand of Ajarn and his fellow monks as part 
of a sinister grouping of self-interested 
pirates and politicians. Even when the 
monks, in desperation, have acted by fenc- 
ing off areas of the forest against further en- 
croachment, it is not part of a conspiracy 
against the Hmong or the government. 

The monks have nothing to gain from 
what they are doing. The only offence of 
Ajarn and his followers is in daring to con- 
front the authorities with the issue squarely 


A. B. S. PIERCE 


Indonesian myths 

Margaret Scott's thoughtful, conservative 
review of my book, Language and Power: 
Exploring Political Cultures in Indonesia, in the 
30 May issue of the REVIEW, was a pleasure 
to read. But it contains two errors which 
might mislead some readers. 

First, she writes: "He tells of how writ- 
ers and artists and intellectuals nurtured 
Malay from its roots as a trading medium 
into the language of opposition to Dutch 
rule and of colonialism." This is indeed the 
standard myth. 

In contrast, my book, drawing on the 
work of John Hoffman, argues that 
the true ancestor of Bahasa Indonesia was 
the Dutch colonial.state which, uniquely 
among European imperial regimes, used a 
non-European vernacular, which it called 
dienstmaleisch (bureaucratic Malay), as a col- 
ony-wide medium of administration and 
schooling. From these institutions the lan- 
guage moved into the press and became 
available for "nationalising," in the 20th 
century, by nationalist intellectuals. 

Second, she observes that I refer to "In- 
donesia as ‘my Indonesia,’ an odd claim for 
an anti-colonialist." But the context in 
which "my Indonesia" occurs is a passage 
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—mense political, economic and cultural 
changes created by the anticommunist 
er nd the consolidation 
-of Suharto's New Order regime. "My In- 
 donesia" is simply short-hand for "the In- 
 donesia I remembered from my first en- 
counter with it in 1962-64, as it were before 
-the deluge,” not at all a claim that In- 
-donesia belongs to me! 
i BENEDICT R. ANDERSON 
Cornell University 
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Stalin, Saddam or the US? 

The anti-American feelings of our former 
great neighbour Gen. Charles de Gaulle 
were at least as strong as yours. 

When he threw the US troops and navy 

out of France, a nice joke went through 
Europe: "Mr president, should you need 
us again, please remember our phone 
.number: 14-18, 39-45." At about the same 
time, a famous Belgian sang: “If the Ameri- 
‘cans had not come, we would all be in Ger- 
many ..." During the Cold War, he could 
have added: "Without America's presence, 
we would all be in a gulag... 

Many experts are of the opinion that the 
press, anti-American, naively pacifist and 
possibly manipulated, was the best ally of 
the Vietcong. At present, one might won- 
der whether it would not have been better 
to avoid the communist experience in Viet- 
nam. 

The world being as Darwin defines it 
and not as religions wish it to be, it is obvi- 
ous that power vacuums are dangerous. 

Therefore, why not a strong US, even if 
it is not perfect? Would Stalins and Sad- 
dams be preferable? 
Geneva 


ROBERT THALMANN 





lran as a bridge 

First of all, accept my congratulations on a 
superlative publication. The REVIEW is my 
way of keeping in touch with Asia. 

I do have one request: please include 
more coverage of Iran. I believe this to be a 
legitimate demand as you do cover Pakis- 
tan, Afghanistan and India. Iran, as a non- 
Arab nation, is the bridge between these re- 
gions and the Middle East. Furthermore, 
there are many exciting policies and events 
unfolding which deserve your attention. 
This is particularly so since Iran is distanc- 
ing itself from its past alienation and at- 
tempting to jump start its inflation-ridden 
economy. 
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Presidential pondering 

Filipinos will continue to wonder whether 
Corazon Aquino will stand in the 1992 elec- 
tions because they realise her final ia 
cannot always be believed [Hot gossip, 30 
TUE This was seen in her change of heart 








án the introduction where I speak of the im- F 





over the Hacienda Luisita Estate, which she 
promised to the Comprehensive Agrarian 
Reform Programme, then withheld. 
Technically she should be entitled to 
stand because the ban on second terms as 
president was not made until she was al- 
ready in power. Aquino has never been 
elected into the presidency. She usurped it 
from Ferdinand Marcos. In the euphoria 
which followed the People’s Power Revolu- 
tion, no one considered recounting the bal- 
lots. These have remained intact. It was 
only claimed that Marcos rigged the elec- 
tronic tally count. In the 1986 elections he 
was never accused of ballot box stuffing. 
Participation by the National Movement for 
Free Elections ensured this. Why weren't 
the official votes counted? Shortage of 
money is not the answer because much 


more has been wasted on the fruitless: 


searches for the fabled Yamashita treasure. 
Caloocan City, 


Philippines TACHI COJUANCO 





Khmer Rouge realities 
In Blueprint for more conflict [THE 5TH 
COLUMN, 9 May], Raoul Jennar has cor- 


rectly pointed out that the UN plan for dis- | 
mantling different armed factions in Cam- | 


bodia runs the risk of "the Khmer Rouge 
continuing to have an armed force at its dis- 
posal, when all other forces have been de- 
mobilised." This is because the Khmer 
Rouge forces are largely dispersed and its 
weapons are in jungle hideouts while 
Phnom Penh's army is easily accounted for. 
Given such a possibility, it is absolutely 
natural that Hun Sen has refused to dis- 
mantle his civil and military apparatus. 

It is also pertinent to ask why the UN 
is trying to provide legitimacy to the 
Khmer Rouge when its brutal past is well 
known? Jennar has also correctly pointed 
out that the UN plan in its present form 
“not only authorises the former butchers to 
represent their victims in all legality but also 
to govern them.” 

This leads us to the question: Is there 
any way to find a solution without com- 
promising with the Khmer Rouge? It is 
naive to believe that the Khmer Rouge will 
allow a “free and fair” election in which it 
will face a crushing defeat. Elections in 
most Third World countries, as events in 
India have shown, are hardly a peaceful 


occasion. An election in Cambodia, with | 


armed Khmer Rouge gangs in the coun- 
tryside, will be hardly free or fair. 
Moreover, the Khmer Rouge is likely to 
exploit the popularity of Prince Sihanouk 
who is allied with them nominally. 

The only alternative lies in excluding the 
Khmer Rouge a priori from the negotiation. 


They should be declared murderers and be | 


outlawed. The UN should direct its energy 
to bring about a negotiated settlement in- 
volving Hun Sen, Sihanouk and Son Sann. 

Ottawa MAHMOOD ELAHI 
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agkong : Airport 

Memorandum of Understanding on 
kong's proposed new airport 
iblished by Britain and China on 4 July 
cludes provisions for consultation 

hich will allow Peking to intervene 
extensively in Hongkong affairs before 
1997 10 


Philippines : Politics 

+ Executive Secretary Orbos is forced to 
“> resign, but is likely to run for the 

_ presidency next year 12 


^|: Cambodia : Peace Talks 

-Cambodia's Supreme National Council is 
to meet in Peking to discuss the UN peace 
. plan 13 


- Bangladesh : Constitution 

_A political compromise is in the works to 
'change over to a parliamentary system of 
government 16 


—. Thailand : General's Mistress 

-~ — The press has a field day at the expense 

v Of the country's military leader whose 

|. . mistress, 22 years his junior, is causing 
considerable embarrassment for him 16 










|o EC : Emergency Aid 
«The European Commission plans to 
ooe launch a fund for emergency aid to 
countries hit by natural disasters 17 


cs E -Japan : Foreign Policy 
now : T oky o's hesitant response to Us requests 
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_ At Sixes and Sevens 
__ The latest attempt to forge a consensus 
^. among the six Asean countries over 
Malaysia’s initiative for an East Asian 
Economic Grouping (EAEG) ended with 
little change to the opposing positions of 
_ certain member states. If anything, 
observed one Asean diplomat who 
attended the 3-5 July meeting of an EAEG 
working group in Kuala Lumpur, 
countries previously supportive of the 
idea began voicing reservations. 
Indonesia’s unhappiness with the 
. proposal is well known, and was 
underscored by the Jakarta delegation's 
E declaration that it had no mandate to take 





for a direct contribution to the Gulf War 
effort has sparked criticism of the 
Gaimusho, as Japan calls its Foreign 
Ministry. But the ministry appears only 
partly. to blame for the chronic failure of 
Japanese foreign policy to match the 
country’s status as a major economic 
power. Tokyo bureau chief Robert Delfs 
explains why Foreign Ministry officials 
lack the political pull enjoyed by their 
colleagues in other ministries and why 
the ministry is often seen as nothing more 
than a channel for the transmission of 
foreign pressures. The Gaimusho 
administers Japan's foreign aid 
programme, now the world's largest, - 
and is effectively in control of defence 
policy. But, because of restrictions 
imposed after World War IL, Tokyo has 
fewer diplomats than other advanced 
countnes 18 


Malaysia : Water Rights 
States are suspicious that a 
move to bring water 
resources under federal 
control is another step 
towards diluting their 
power 22 


Malaysia : Mahathir's Decade 
In 10 years as prime 
minister, Mahathir 
Mohamad has hectored, 
cajoled and nudged his 
countrymen towards 
ambitious goals he had < 


decisions at the meeting. The Philippines 
also remains wary of the proposal. 
Thailand, which has been supportive of 
the proposal so far, has now begun 
pushing its own preference — the 
creation of a free-trade area within 

Asean. 


Canberra Express 

The Australian Government has moved 
so fast since its recent decision to be the 
first to be accredited to the Cambodian 
Supreme National Council (SNC) that the 
Australian Embassy in Bangkok has 
already printed special letter-headed 
notepaper. The letter-head states that 
Australian ambassador to Bangkok 
Richard Butler is also accredited to the SNC 
in Phnom Penh. The SNC, comprising 
members from the four warring 
Cambodian factions, is not due to set up 
its headquarters in Phnom Penh until 
November, according to an agreement 
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achievements has 
changes he has 
society in general and 
numerically dominant Malaysin |... 
particular. But as he enters his second 
decade, the "father of modern Malaysia 
still shows no sign of slowing down — or 
handing over the helm. 23 : 


Philippines : Volcano 

The Aeta tribe which lives near Mt 
Pinatubo and worships the volcano is 
facing forced evacuation. from its 
traditional homeland 25 - 


Taiwan : Politics 

Politicians are pressuring the government 
to assert itself abroad and gain access to` 
international agencies 26 
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Orbos climbs too high (12). 





reached by the factions in Pattaya, 
Thailand, in late June. 


Exodus Again 


More refugees from Arakan are expected 
to flee to neighouring Bangladesh after 

the Burmese Government intensified a 
campaign against Muslims in the western 
Burmese state. Before Bangladesh was hit 
by a cyclone in April, more than 3,000 
refugees had already escaped across the 
common border and are now living in 
camps near the border villages of Teknaf, 
Ukiya, Naikongchari and Alikadam. 
Several mosques have been destroyed 

and entire Muslim communities uprooted 

in Arakan in the stepped-up campaign 
involving thousands of government 
troops. Meanwhile, Islamic groups in the T 
Middle East are showing: increased 1 
interest in the Muslim problem i in 0€ 
Arakan. Funds have been provided for- 
newsletters and other forms of publicity, 
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Chinese Americans 
In the US, Chinese Americans are 
polarised between hard pressed fresh-off- 
the-boat inner city immigrants and 
upwardly mobile suburbanites eager for 
more political dout 50 


Philippines : Banking 

The clout of the Central Bank of the 
Philippines will be virtually destroyed if it 
loses a Supreme Court case on whether it 
erred in closing Banco Filipino in 1985 54 
A new breed of banks 54 


Hongkong : Projects 

China's approval of a new airport opens 
the way for major elements of the 
colony’s sea port to be developed 56 


Hongkong : Trade 
A textiles trade agreement with the US is 
renewed for another four years 57 


Profile : Adriaan Zecha 

The Dutch-Indonesian hotelier made his 
name developing a string of five-star 
resorts. Now he is putting his reputation 
as one of Asia’s savvier investors on the 





and some reports indicate that Muslims 
from Arakan are undergoing military 
training in some Middle East 

countries. 


Reform Fallout 


Japanese Prime $ 
Minister Toshiki e 
Kaifu's political 2 
reform package, 7 


originally designed to 
reduce corruption, 
could result in a 
major reshuffling of 
political parties. 

Three reform bills 
which would end 
lapan's present multiple-constituency 
election system could be approved by 
parliament this summer, in large part due 
to the unexpected decision by the 
dominant Takeshita faction of the Liberal 
Democratic Party (LDP) to push for the 
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. government slashes taxes on imported 


line in Burma, where he is refurbishing 
three Rangoon hotels 58 
Strand Hotel gamble 59 


Thailand : Policies 
Aiming to make the exports of the car 
industry more competitive, the 


cars and car parts 61. 


China : Policies 

Moves are under way to protect 
intellectual-property rights, but the 
bureaucracy is still dedicated to poaching 
foreign technology 61 


Bangladesh : Industries 

The explosive growth of the garment 
industry is encouraging the emergence of 
a textile industry 64 

Father of the garment industry 64 
Price of success 65 


Malaysia ; Markets 

The government discloses that Bank 
Bumiputra's securities unit was hit with 
heavy losses because of questionable 
share-trading transactions 66 


India : Trade 

New Delhi announces a simplified trade 
regime that is intended to lead to full 
convertibility of the rupee in trade matters 
within five years 67 

Hongkong : Banking 

The worldwide troubles of the Bank of 
Credit and Commerce have caught 
Hongkong and other regulators asleep at 
the wheel 68 


package. The faction may be 
considering leaving the LDP to join 
breakaway elements of the Social 
Democratic Party of Japan once the new 
single constituency and proportional 
voting system is in place, political 
observers speculate. The Takeshita faction 
is the only one in a position to form a new 
political grouping, Keiwa Okuda of the 
Tanaka faction recently said in a lecture in 
Nagoya. 


Secret Delivery 

Under cover of darkness on 17 June, a 
Chinese vessel docked at Rangoon to 
deliver the latest consignment of arms 
supplies to the Burmese military regime, 
according to intelligence sources in 
Bangkok. The Chi Feng Kou, a roll-on 
roll-off vessel of the Chinese Cosco line, 
delivered about 20 T63 main battle tanks, 
a bridge-layer, ammunition and tank 
spare parts. China has already supplied 
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Just Between the Two of Us | 
Japanese Embassy staff in New Delhi . 
were surprised to read in the local 
press on 9 July that the Bank of Japalt 
(BOJ) was prepared to lend funds to 
its Indian central bank counterpart, the _ 
Reserve Bank of India (RBI), if India 
ran short of foreign reserves in 

coming weeks. The RBI had shipped. 25 ; 
tonnes of its gold reserves to the Bank of. 
England in London as collateral for s 
borrowings from the British and Japanese 
central banks — and Tokyo had not 
demanded physical transfer of gold to 
cover its part of possible loans. Aside 
from irking the Japanese Foreign 
Ministry, the unheralded — and 
apparently unprecedented — BO] 
involvement marks a further assumption . 
of international "responsibility" by Tokyo. 












































By / Stacy Mosher in Hongkong 





tis not for nothing that the Memoran- 
- dum of Understanding released by 
the Chinese and British governments 
M. on 4 July has been dubbed Hong- 
kong's second Sino-British Joint Declara- 
tion. Although ostensibly an agreement to 
build a new airport, the memorandum in- 
itiates a new era in the way Hongkong will 
be run by providing Peking with a direct 
say in the territory's domestic affairs before 
the handover of sovereignty to China in 


As with the 1984 accord, Hongkong 
people were excluded from the 20 months 
of negotiations, nine of which were held 
under circumstances of utmost secrecy 


cials. The issue was considered 
SO sensitive that Governor Sir 
David Wilson gave blatantly 
isleading statements to the 
news media on two separate 
Occasions. 

< During a trip to London, on 
25 June Wilson told reporters 
not to expect some sudden new 
approach on resuming talks 
|. With China over the airport, 
= even though he had just at- 
tended a meeting where a deci- 
sion had been reached to send 
special envoy Sir Percy Crad- 
dock to Peking to discuss the 


O HONGKONG 


Britain concedes — s demands in airport deal 


re eping interve 


port. And on 2 July Wilson claimed that the 
airport situation remained the same as be- 
fore his London trip, even though he had 
just given a final draft of the accord to the 
Executive Council for approval At the 
same time, Chinese officials were cheerily 
hinting at a breakthrough, suggesting, in 
another parallel with the Joint Declaration, 
that China had again got the best of the 
deal. 

The written memorandum confirms this 
suspicion, showing that China lost little in 
respect to its original demands while Hong- 
kong gained almost nothing, apart from 
permission to build a new airport, which 
the Chinese had said all along they in- 
tended to happen. 

Chief among China's gains are assur- 
ances that the future Hongkong special ad- 
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ministrative region will baia a ; inima fi- 
nancial burden for construction of the air- 
port. Any borrowing by. the present gov- 
ernment that would incur debts exceeding 
HK$5 billion (US$641 million) to be repaid 
after 1997 will have to be agreed to by Pe- 
king. The Chinese side also won a guaran- 
tee that at least HK$25 billion will remain in 
the reserves as opposed to the govern- 
ment's previous estimate that only HK$5 
billion would be left by 1997. 

More significantly, from the standpoint 
of political precedent, China gained a signi- 
ficant say in the progress of the project, 
through the setting up of an Airport Com- 
mittee under the Sino-British Joint Liaison 
Group. Peking has the right to approve Bri- 
tain's appointments to that committee, and 
to a consultative committee that will be es- 
tablished to assess local views 
on various aspects of the pro- 
ject. 

Ambiguities that plague the 
original Joint Declaration have 
been reproduced in the new 
memorandum. But it has be- 
come apparent that the real 
prize, from Peking's point of 
view, is the fact that British 
Prime Minister John Major will 
travel to Peking to sign the 
memorandum. Major will be 


Bea . the highest ranking Western of- 
CHNESE STE! ficial to visit China since Peking 
$> became a pariah of the interna- 


and Zhao Ziyang. Now, John Major. will journey to Peking to zin 
sign away large tracts of the Hongkong autonomy promised to 
his edel die tinder the carter r treaty, If te d 1984 pact was the 
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| /, China is exacti g historical revenge. In the 
ry, China's sovereignty was whittled away by threats, 

bes and treaties — including those which put the 
n rocks of E Hon kong ander Ppi control. Now the 
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significant a treaty as the 1984 Sino- 
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nal community with its violent crack- 
_down on pro-democracy protesters. 
The significance Peking places on this 
aspect is implied in comments by China's 
-new Ambassador to Britain, Ma Yuzhen, 
who after the agreement was reached was 
quoted in a local newspaper as saying: "It is 
very important for our friends to go to 
China, to see the country as it is and also to 
have dialogue . . . If there is no dialogue, no 
contact, there will be no understanding — 
and without understanding there will be no 
airport agreement." 

The agreement provides for the British 
foreign secretary and his Chinese counter- 
part to meet twice a year to discuss Hong- 
kong affairs other than those related 
to the airport project. The memorandum 
also establishes formal liaison between the 
Hongkong governor and the director of 
China's Hongkong and Macau Affairs Of- 
fice. 

Up to now informal contact has been 
maintained with China's defacto embassy, 
the local branch of Xinhua Newsagency. 
The more formal contact with a China- 
based official may be considered as "up- 
grading" the status of the governor, but it 
also bears an impression of answerability 
to Peking that was not so explicit before. 

Some fear unwritten conditions may be 
attached to the new agreement. Late last 
month, the Peking-affiliated Hongkong 
China Newsagency reported comments by 
former senior Executive Councillor Sir Sze- 
yuen Chung, who hinted that China was 
forcing an impasse over the airport because 
it felt Britain was promoting anti-com- 
munist sentiment in Hongkong. 

Chung, who was an insider to the ear- 
lier talks on Hongkong's future, said a se- 
cret agreement was reached during the ne- 
gotiations for Hongkong to remain neutral 
towards mainland politics, in return for 
China keeping an open mind on local 
Hongkong issues. Since June 1989 China 





has accused Hongkong of becoming a base 
for anti-communist subversion. 

One positive aspect of the agreement is 
that it sticks fairly closely to the original is- 
sues raised by Peking in relation to the air- 
port project. Some additional Chinese de- 
mands raised in the course of the talks ap- 
pear to have been abandoned or allowed to 
lapse. Aside from that Britain's and Hong- 
kong's gains in the memorandum are far 
less impressive. The British Government is 
understood to have strongly desired that 
Chek Lap Kok be specified in the 
memorandum as the site of the new air- 
port, but the Chinese side refused. 

A local delegate to the National People's 
Congress, Liu Yiu-chu, believes the Chek 
Lap Kok site will ultimately get the go- 
ahead, but only after "genuine and 
thorough consultation" with the Hongkong 
people through the consultative committee. 
She and other observers suggest Peking 
wants to leave some latitude in case the 
project proves strongly objectionable, espe- 
cially in terms of cost. 

Popular reaction to the accord has been 
lukewarm, with a poll showing that just 
over 40% whole-heartedly welcome it, 
while nearly 30% feel some reservations. 
Chief among the concerns are the lack of 
local consultation and the enormous cost of 
the project, originally estimated at HK$127 
billion but now likely to go higher because 
of inflation (see page 56). 

Local unionists have already begun ob- 
jecting to plans for extensive import of la- 
bour to work on the project — 10,000 to 
20,000 workers according to recent govern- 
ment estimates. À government source 
says that the import of labour was one of 
Peking's conditions for agreeing to the 
memorandum. Chinese companies submit- 
ting tenders for airport-related projects will 
be able to offer more attractive bids if they 
can count on bringing in cheap labour from 
the mainland. E 
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spises. But luring: foreign. banks to accept 
what banks will view as a huge slice of —— 


China risk will not be e 





As it stands, the Memorandum of Un- 


derstanding is too vague to be bankable. As 


Paul Selway-Swift, Hongk 
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manager of the Hongkong and Shanghai puo 
Banking Corp. says: “It's very mucha pre- —— 
liminary announcement which answers a. . 
lot of questions, but begs a lotas well...1f 


one is going to lend a large amount of — 


money, one wants to see exactly on what ae 


terms it is going to be done.” 


Many aspects of the four-page memo- > * 


randum raise the suspicion it is little more — 
than a licence for interminable "consulta- —— 
tion.” The document says that the Airport __ 
Authority will be set up under much the __ 
same kind of ordinance as the highly suc- 


cessful Mass Transit Railway Corp. (MTRC). 


However, as the current chairman Hamish: : E 
Mathers has warned, building the MrRCde- — 
manded not just money and good ideas, 


but resolute political leadership. 


The untidy management structure laid. D 





port. But once Britain conceded, months ago, that the airport 
~ would not be built without China's active support, China was 
.. bound to extract the maximum of political concessions. 
| Hongkong had the resources to go it alone and could readily 
`- have done so with moral support from London. That was not 
^5 forthcoming. Nor was there British stomach for unnerving de- 
lays — though another few months would have made little dif- 
oo fer ence to a project already set back by more than a year by 
— China's intervention. A firm stand on the 1984 agreement did 
-. mot suit the career goals of the clique of China experts in the 
~~ British Foreign Office or of British politicians who found the 
Middle East more fertile ground for defending principle. 
5." All took refuge in the claim that China would anyway do 
what it wanted with Hongkong, thus there was nothing to be 
-+ gained by resistance. This is as sure a way as any of submitting 
^ to the twists and turns of China's domestic politics and of reduc- 
i ing Hongkong from an international city state to a southern 











-hina port city. 
The P agreement effectively makes all major fiscal decisions in 
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Hongkong subject to China's veto. How is this going to square = : 













with the autonomy of a territory which is supposed to conduct. : E 
its own fiscal and monetary policies, its own international trad- — 
ing relationships and have its own currency? In effect t th ne new 
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By doing a direct deal with Peking, London wo castrated the 
present colonial government in Hongkong and the future SAR 
government. This will make it all the more difficult for loc: 
leadership to evolve. Unlike. gy eie ad where 
singular achievement has been 


go to its friends regardless. el thes interests T 
In place of administration by technically competent 
crats under an executive with a “high degree of autono 
! »wer-obsessed or corrupt 

sent from Peking or, sleazy officials from Guangdong with 
to Hongkong businessmen. 





REGIONAL AFFAIRS 


down for the airport project may not be 
conducive to strong leadership. The project 
is apparently to be strategically managed by 
an Airport Authority, an Airport Commit- 
tee under the auspices of the Sino-British 
Joint Liaison Group, and a Consultative 
Committee. 

These committees are to be supple- 
mented by biannual meetings between the 
British foreign secretary and China's for- 
eign minister, which are themselves to be 
followed by by regular meetings between 
Hongkong's governor and the director of 
China's Hongkong and Macau Office. De- 
cisions, it seems, will have to be of the most 
consensual sort, if anything is to actually 
get done. 

This approach makes it difficult to be- 
lieve the project can be completed on time 
or within budget. Yet, failure to meet com- 
pletion dates and financial targets will not 
endear the project to the international fi- 
nancial community. In such circumstances, 
the best hope is for the Chinese Govern- 
ment to have as large a financial interest in 
the project as possible. However, the only 
direct financial stake China need have in 
the project, according to the memorandum, 
is that the Bank of China will have an "ap- 
propriate role" in syndicating loans for the 
airport project. 


ntil timetables, costings and the ex- 
| | tent of intended Chinese and pri- 

vate investment in the agreed pro- 
gramme are made public, it is impossible to 
gauge the impact of the projects on the 
public finances. Estimates for the full port 
and airport development project were 
given at HK$127 billion (US$16.3 billion), 
with the core project scaled back to HK$79 
billion. As an indication of how much it will 
all end up costing, these estimates are effec- 
tively worthless. 

Hongkong’s fiscal reserves stand at 
about HK$73 billion but will probably slip 
to below HK$70 billion by the end of the 
year. The memorandum stipulates that 
no less than HK$25 billion will be left by 
1997, and that outstanding government 
debts by that date will be no more than 
HKS5 billion. 

On the face of it, this gives the govern- 
ment some HK$50 billion to play with, plus 
any fiscal surpluses it can harvest in the 
next six years. However, the government's 
forecasts show it moving into fiscal deficit, 
of HK$6.5 billion in 1992-93; HK$14 billion 
in 1993-94; HK$13.1 billion in 1994-95, 

There are any number of ways Hong- 
kong's finances can be manipulated to meet 
the demands agreed with China. In addi- 
tion to its HK$73 billion of fiscal reserves, 
the Hongkong Government has various 
investments, mainly housing stock, worth 
HK$93 billion and non-corporate assets 
worth an estimated HK$53.3 billion. In ad- 
dition, the Exchange Fund has net assets of 
probably around HK$75 billion. a 
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PHILIPPINES 


High-flying Orbos miscalculates Aquino s mood 


The meteor falters 





By John McBeth in Manila 


miscalculation over President Cora- 

zon Aquino's attitude towards him 

seems to have led to the forced 5 July 
resignation of Executive Secretary Oscar 
Orbos. But political sources say that, de- 
spite being "shattered" by the turn of 
events, he will continue in partnership with 
Cebu provincial governor Emilio Osmena 
to push ahead with plans to form a new 
team for next year's presidential elections. 

“It’s been brewing for about a month," 
said one well-placed source, referring to a 
series of meetings between Orbos, 40, an 
unabashed populist, and Osmena, a 53- 
year-old self-professed elitist. His uncle, 
Cebuano political kingpin Sergio Osmena, 
ran unsuccessfully for the presidency in 
1961, and again in the 1969 race "m the 
late president Ferdinand 
Marcos. 

Although both enjoy the 
support of the Roman 
Catholic Church and pow- 
erful business interests, it is 
unclear what effect the latest 
development will have. “All 
bets are off," Orbos is re- 
ported to have told Osmena 
after his resignation. How- 
ever, the former Pangasi- 
nan congressman, who has 
enjoyed a meteoric rise to 
power since his election to 
Congress in 1987, may only 
need time to recover. "It's 
the way he is reacting," 
said the source. "This man 
has met disappointment for the first time in 
his life. He doesn't know how to handle it." 

Osmena himself remained hopeful. 
"Im proceeding on my course with the 
hope that I can get him to change his plan 
and join me some time in the future," he 
told the REVIEW in a telephone interview 
from Cebu. He believes that will happen in 
a few weeks after Orbos recovers from the 
shock of being rejected by a head of state 
who had once privately considered endors- 
ing him as her successor. 

His departure was precipitated by a 
"frank" 4 July meeting with Aquino, but it 
is understood Orbos did not submit his res- 
ignation letter until hours later when Bea 
Zobel, wife of businessman Jaime Zobel, 
advised him that Aquino wanted him to 
step down. The president confirmed her 
position on 6 July at a second meeting at- 
tended by her eldest daughter and personal 
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Orbos: populist. 


secretary, Maria Elena, the Zobels, Public 
Works Secretary Jose de Jesus, Orbos and 
two of his associates. 

Orbos was credited with bringing a new 
measure of style and energy to the presi- 
dential Malacanang Palace, but in the later 
stages of his seven-month tenure Aquino 
grew irritated over the amount of time he 
was spending out of the office and at a 
series of news leaks — an indication that 
she blamed him for spreading published 
rumours of an alleged anti-Orbos conspi- 
racy in the cabinet and a purported "shout- 
ing match" between Orbos and Finance 
Secretary Jesus Estanislao. 

The perception among his critics was 
that Orbos was trying to grab the credit for 
an oil-price rollback and a gradual phasing 
out of a controversial 9% import levy — 
populist issues which had met some resist- 

ance from Estanislao and 
2 which the executive secret- 
: ary may have been keen 
@ on translating into political 
* capital when he was con- 

sidering his exit from gov- 
emment. 

Press Secretary Tomas 
Gomez openly accused the 
outgoing chief of staff of 
furthering his presidential 
ambitions and he and other 
officials strongly denied 
there had either been an 
anti-Orbos conspiracy or a 
shouting match in cabinet. 
Some insiders suggest Orbos 
and Estanislao were closer 
together on the oil-price and 

import levy questions. “There were differ- 
ences,” said one source, “but they were not 
strong enough to provoke real debate.” 

Despite a partial transportation strike on 
9 July, the government is sticking to its posi- 
tion that there will be a price rollback only 
when it has wiped out a P7.2 billion 
(US$257 million) deficit in the Oil Price 
Stabilisation Fund (opsF). Estanislao, ac- 
cused by the Orbos camp of backtracking on 
a May agreement for a 2% reduction, says 
the import levy will be phased out “when al- 
ternative sources of revenue have been 
identified.” 

In seeking to play down that con- 
troversy, however, aides have homed in in- 
stead on Orbos’ disappointment at being left 
out of the Mt Pinatubo rehabilitation task 
force. They said Aquino's appointment of 
Budget Secretary Guillermo Carague to 
head the massive relief effort for the erup- 


18 JULY 1991 










ictims ‘implied t that she houghi Orbos 
ule ‘try to exploit the disaster for his own 
itical ends. Central Luzon is the centre of 
he heaviest voter concentration in the coun- 





< -Malacanang officials say though the pre- 
- sident made it clear she had lost confidence 
- in her chief of staff and was unhappy over 
the way he appeared to be taking her for 
: granted, she did not try to close the door on 
"his political career. Indeed, during the 
course of the 6 July meeting she reportedly 
indicated she would endorse him if he 
emerged as a leading contender in whatever 
political capadty — induding the presi- 
dency. 

In a statement following his resignation, 
Orbos denied he had presidential ambitions 
and said he would continue “to do my share 
to help advance the interests of our people 
as a private citizen.” He also announced he 
was resigning from the ruling Lakas ng De- 
mokratikong Pilpino (LDP) and said he was 
thinking of returning to his private law prac- 
tice. 

But officials say Orbos told Aquino he 
was contemplating “something political” — 
clearly a reference to his partnership with 
Osmena, whose dynamic leadership has 
turned Cebu into an economoic pow- 
erhouse and the governor himself into 
something of a palace favourite. Insiders 
familiar with some aspects of the talks say 
the two will allow public opinion polls to de- 
cide who stands the best chance in a presi- 
dential race. 

Osmena and Orbos have received active 
encouragement from the Catholic Church, 
whose leaders are apparently unimpressed 
with the credentials of House of Representa- 
tives Speaker Ramon Mitra and Defence 
Secretary Fidel Ramos, the two leading con- 
tenders for the LDP nomination. 

In. an interview with the REVIEW in late 
May, Orbos expressed the view that the 
country was finally turning the corner and 
said he would consider his options once the 
administration had established the neces- 
sary momentum. He remained coy but up- 
beat about his future. "Nobody is indispen- 
sable here," he noted. "What I do after that 
[his term as executive secretary] I will leave 
to destiny. I will just go with the flow." 

Although he pointed out that he had 
neither the organisation nor the money to 
mount a campaign, Orbos said he has being 
promoted by many groups and that he 
wanted to be involved in the transition to a 
new political order which offered oppor- 
tunities for a generation of younger politi- 
cians who did not have to depend on pa- 
tronage to win votes. “I’m not one to run 
away from an opportunity," he said. "An 
appointment with history is something you 
can't fully control." 

The May 1992 presidential elections 
stand to be the freest in 23 years and, given 
the demographics of an electorate where 
80% of the voters are younger than 45, ana- 
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lysts believe the country may have reached a 
watershed. Osmena, who says his ideas are 
so different they could blur current political 
divisions, is convinced the trauma of the 
Marcos years has led to a new conscious- 
ness, particularly where it concerns the na- 
tional leadership. "The question is do we 
want to get into the serious business of gov- 
ernment or do we go back to the old poli- 
tics," he said. 

Orbos' surprise departure was not the 
only sign of discord in the Aquino govern- 
ment. On 3 July the president accepted 
Health Secretary Alfredo Bengzon’s resigna- 
tion as vice-chairman of the Philippines 
bases panel. Ironically, some palace sources 
claimed Bengzon’s move was in protest over 
the way Orbos had been circumventing the 
panel by using back channels to try and 
reach an agreement with the US on a new 
treaty covering the Clark and Subic bases. 

American special negotiator Richard Ar- 


CAMBODIA 


To Peking, 
for peace 


Amid claims of ceasefire violations, the 
four Cambodian factions will try to keep 
the new peace momentum alive at a 
meeting in Peking on 16-17 July. The 
"informal' meeting of the 12-member 
Supreme National Council (SNC), com- 
prising leaders of all four factions, will 
be the first since the SNc’s breakthrough 
session in Pattaya, Thailand, in late 
June, 

Three factors. will determine whether 
the meeting will mark another step to- 
wards a lasting peace: Prince Norodom 
Sihanouk, the SNc’s de facto chairman, 
will have to be allowed a degree of li- 
cence similar to that he displayed in Pat- 
taya in stamping his authority on the 
session; China will have to keep its 
Khmer Rouge proteges in line; and the 
Phnom Penh regime of Prime Minister 
Hun Sen must remain willing to coope- 
rate. 

If not, the three resistance faction 
leaders and Hun Sen could succumb to 
their traditional tendency to dissolve 
into acrimony, leaving the 12-year war 
to continue as usual. The claims and 
counter-claims of violations of the cease- 
fire declared in Pattaya may be intended 
more to keep the other side off-balance 
diplomatically than any serious concern 
about continued fighting. The role of the 
UN in the ceasefire will be raised in Pe- 
king, particularly if senior officials from 
the UN Security Council’s Permanent 
Five gather there to meet the SNC dele- 
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mitage has become inci | 
what he views as the unre 
titude of both Bengzon and 
ary Raul Manglapus..- US 
particularly incensed at V 
statement that despite the. 
to the two bases, the Pinat 
made no difference ti 
even | lead to ip 2] 


























say Aquino, who has | : 
tive interest in the talk condude  . 
an agreement as quic po sible. But that E 
is likely to depend on how the US feels. c 
Pinatubo has degraded the value of the E 
facilities and whether i in fact it wants tore- 
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gates after their meeting. — I 
The Permanent Five were to have | 
met in Paris on 8-9 July to discuss the 
Cambodian situation and. their draft 
peace proposal, which the resistance 
factions have accepted but which Hun 
Sen wants amended to incorporate 
more safeguards against a Khmer 
Rouge return to power. But it was felt it 
would be more appropriate to meet in 
Peking, if officials from all five could 
make it at such short notice, to hear first 
hand about any proposed changes by. | 
the SNC to the draft proposal. The SNC is. | 
scheduled to discuss the Permanent .| 
Five's plan with officials from Indonesia |. 
and France, co-chairmen of the Paris in- 
ternational conference on Cambodia. | 
The Permanent Five have previously. 1. 
insisted that their draft proposal, which 
| 


























calls for disarming of the four factions -~ 
and the UN to take over much of the 1- 
country's administration before UN- 
supervised elections, should not be | 
heavily tampered with. But, as one | 
Western diplomat commented: "We are | 
certainly not going to obstruct any settle- — |. 
ment which the Cambodians come up | 
with themselves." b 
The fact that China has agreed to © 

host the SNC meeting is in itself a posi- 
tive sign. It will allow Hun Sen, hitherto 
the sworn enemy of the China-backed 
Khmer Rouge, to make his first visit to 
Peking. As another Western diplomat | 
commented: “The point of all this is to 

stop the Chinese from giving the Khmer - 
Rouge the wherewithal to cause trou- 
ble." The Pattaya meeting agreed that > 
foreign. military supplies to all factions . 
should end, meaning Chinese deliveries 
to the Khmer Rouge and the two other — 
resistance groups, and Soviet supplies 
to Hun Sen. m Rodney — 





REGIONAL AFFAIRS 


Pyongyang applies for 

UN membership 

»> North Korea has quietly filed a formal 
application for membership in the UN. Its 
application, dated 2 July and addressed to 
the UN secretary-general, was signed by 
Deputy Premier and Foreign Minister Kim 
Yong Nam. It pledged Pyongyang’s 
respect for the UN charter and membership 
obligations. In Seoul, Foreign Minister Lee 
Sang Ock said South Korea will be filing 
for membership either in late July or early 
August. The UN Security Council is 
expected to consider both applications 
simultaneously. 


Anti-logging protesters 
held in Sarawak 


> Eight foreigners were arrested for taking 
part in a day-long anti-logging 
demonstration in Kuala Baram, near Miri, 
Sarawak, on 5 July. Two journalists, an 
American and a German, covering the 
protests were deported. The activists came 
in posing as tourists and chained 
themselves to a crane and two timber 
barges, preventing port workers from 
unloading 9,000 tonnes of sawn timber 
meant for export. The eight, representing 
various environmental organisations, 
demanded an immediate moratorium on 
the export of tropical timber and respect for 
the rights of the Penans, a native nomadic 
group, to their land and traditional 
lifestyles. Sarawak exported about 14 
million m? of logs in 1990, mostly to 


Japan. 


Peking steps up 
fight for MFN status 


> China has hired Hill and Knowlton, a 
public relations firm with strong political 
connections in Washington, to lobby the 
US Congress for the unconditional renewal 
of most-favoured-nation trading status. 
American legislators are calling for either a 
revocation of this status or for a conditional 
renewal, requiring China to improve its 
human-rights policies and curtail its arms 
sales. 


Indonesian dissidents 


get a rare hearing 

> Indonesia's most celebrated dissidents, 
known collectively as the Group of 50, took 
another step towards rehabilitation on 4 
July when they were allowed to testify 
before parliament. It was their first hearing 
since 1980 when they criticised President 
Suharto’s rule as unconstitutional. Since 
1980, the group, which includes ex-cabinet 
ministers and senior military officers, has 
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been forbidden to leave the country and 
until last year the names of group 
members could not be mentioned in 
newspapers. A senior government official 
said the travel ban would not be lifted until 
the group apologised for "insulting the 
president" but several leading dissidents 
vowed they would not do so. 


Manila agreement raises 
concern in Peking 

> In an agreement signed recently by 
government officials from Manila and 
Taipei, the Philippines has designated two 
sea lanes for Taiwan fishing boats in transit 
through Philippine waters. The agreement 
includes assistance from Taiwan to expand 
port facilities and develop the fishing 
industry in the Philippines as well as relief 
for victims of the volcanic eruption of Mt 
Pinatubo in June. Peking expressed 
"serious concern" over the arrangement, 
which Taipei officials have described as a 
government-to-government agreement, 
the first since Manila broke diplomatic ties 
with Taiwan in 1975. 


Social indicators 
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Election warning 

for Bangkok generals 

> Former Thai army commander Chaovalit 
Yongchaiyut has warned the military's 
ruling National Peacekeeping Council 
(NPC) that if it did not hold a general 
election soon the people might revolt. 
Chaovalit delivered his strongest criticism 
yet of the NPC during a speech to members 
and supporters of his New Aspiration 
Party on 8 July. Chaovalit warned NPC 
leaders, who overthrew the government of 
Chatichai Choonhavan in a 23 February 
coup, that if they remained in power too 
long, they may find it impossible to step 
down. 
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South Korea tempts 
North over unity march 
> South Korean 
President Roh Tae 
Woo has suggested 
that Seoul and 
Pyongyang jointly 
sponsor the 15 
August Liberation 
Day ceremony at the 
armistice village of 
Panmunjom as part Roh. 

of efforts to promote 

detente between the two sides. At the 
same time, he has cleared a government 
plan for staging a mammoth "march for 
unification" by up to 2,000 people from 
both sides, including students and artists. 
The march will traverse both sides’ 
territory, with South Koreans trekking all 
the way to Paektu Mountain on the 
Sino-North Korean border and North 
Koreans reaching the southernmost South 
Korean island of Cheju. The plan depends 
entirely on North Korea's response, which 
remains uncertain. The proposal reflects 
Roh's 6 July call for a new "progressive and 
pragmatic" approach on detente with 
Pyongyang. 





Japanese firm scrutinised 

over illegal arms shipments 

> Japan Aviation Electronics Industry Ltd 
(JAEI), a subsidiary of NEC, is under 
investigation in connection with illegal 
shipments of missile parts to Iran during 
the 1980-88 Iran-Iraq War. The parts, 
necessary for the flight-control guidance 
system of the Sidewinder air-to-air missile, 
were allegedly imported from Iran and 
repaired in Japan and then returned to Iran 
via Singapore. Investigators suspect that 
the company may have also sold Iran 
gyroscopes and other components of 
inertial navigation systems for missiles 
and aircraft. Such sales could violate 
provisions of Japan's Foreign Exchange 
Control Law and other regulations. 
Company officials said that the shipments 
were the unauthorised actions of a small 
group of employees. 


Taiwan ties renewed 

by African nation 

> The Central African Republic (CAR) has 
re-established diplomatic relations with 
Taiwan without closing its embassy in 
Peking, bringing to 29 the countries with 
official ties to Taiwan. At a ceremonial 
signing in Taipei on 8 July, CAR Foreign 
Minister Gomina-Pampali Laurent said 
that no third country could dictate his 
government's foreign relations. 


18 JULY 1991 





. De Piaget 
Dont show your hand. 





; " ; 
p- "—— 4 t 
> ? = y- +- 
; f ; 
pe 
> 2 » oi 

TA 2. a 
> J , 
—9—£ A LÀ 
| ` ; i I 
| | 1 , 
— owe a 
H » » Í 
- -< a — oo 
i ; 
‘ ? , 

— c a a lul oio oi 

TTY 
‘- — -— 
- $ - 

E ; ; D 

^» 

731 

T 

~ ; 


hd 


Babylone 


, y y i , 
k da yu a" : 
vvv» 


m oc€wnow f. D 
~ mer < 
Ty 





JOAILLIER EN HORLOGERIE DEPUIS 1874 
GENEVE 





We have thousands of 
dolutions from our network of 
third party alliances. 


and the thousands of applica- 
tions that run on them with 
others from IBM*, Hewlett- 
Packard?, Sun?, Compaq^ 
and numerous others. 

With NAS you can run 
many of your applications 
across a wide range of operat- 
ing systems. You can get 
applications to interoperate 
with other applications on 
both local and remote SyS- 
tems. And you can do it with- 
out the expense of retraining 
your end-users. 

Even in cases where 
products don't comply with 
all the major industry stan- 
dards, such as IBM's MVS™ 
and Apple's Macintosh®, 
NAS makes it possible for 
systems, platforms and the 
people who use them to share 


THE 


not only files and data, 
but applications, 

All of these capabilities 
are further enhanced by sup- 
port and services that are 
equally open. We provide 


comprehensive planning, 


With NAS you can 
open almost any computing 


environment. 


design, implementation and 
management for multi-vendor 
computing. From departmen- 
tal to enterprise-wide. And we 
support more than 8000 hard- 
ware and software products 


from over 800 vendors. 


If those numbers appear 
impressive, wait until you 
evaluate your choice of solu- 
tions. For there are literally 
thousands. Available from 
the best software developers 
in every application area 
imaginable. 

Of course the best way to 
experience The Open Advan- 
tage is to talk to Digital in 
person. A meeting where 
you'll discover such a willing- 
ness to understand your bus- 
iness, its problems and 
requirements you just might 
conclude that the most open 
thing about us is our attitude. 

And in the long run, that 
could turn out to be just the 


advantage dlilgliftlalı B 
you need. 


40,000 experta in 450 


locations can support your 


multi-vendor environment. 


—— 


OPEN ADVANTAGE. 


HEWLETT-PACKARD I$ A REGISTERED TRADEMARK OF HEWLETT.PACKARD COMPANY. SUN IS A REGISTERED TRADEMARK OF SUN MICROSYSTEMS, INC. 
COMPAQ IS A REGISTERED TRADEMARK Of COMPAQ COMPUTER CORPORATION. MACINTOSH IS A REGISTERED TRADEMARK OF APPLE COMPUTER, INC 
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edibly International. 


Credit Suisse's success is rooted in the free-enterprise presence. Credit Suisse, in partnership with CS First 





traditions of one of the world's longest-established Boston Inc., is one of the world's leading international 
democracies. Swiss stability, security and reliability are financial services groups. Full-service banking 
the essential qualities that underpin our AAA rating. backed by solid Swiss tradition — it's a combination 


And we combine these qualities with a dynamic global that’s hard to beat. 
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Freedom from fear 


Fear of losing power corrupts those 
who wield it and fear of the scourge of 


| I is not power that corrupts but fear. 


power corrupts those subject to it. 
Most Burmese are familiar with the four 
a-gati, or the four kinds of corruption. 
Chanda-gati, corruption induced by desire, 
is deviation from the right path in pursuit 
of bribes or for the sake of those one loves. 
Dosa-gati is taking the wrong path to spite 
those against whom one bears ill-will, and 
moga-gati is aberration due to ignorance. 

But perhaps the worst of the four is 
bhaya-gati, for not only does bhaya, or fear, 
stifle and slowly destroy all sense of right 
and wrong, it so often lies at the root of the 
other three kinds of corruption. 

Just as chanda-gati, when not the result 
of sheer avarice, can be caused by fear of 
want or fear of losing the goodwill of those 
one loves, so also the fear of being surpass- 
ed, humiliated or injured can provide the 
impetus for ill-will. And it would be dif- 
ficult to dispel ignorance unless there is 
freedom to pursue the truth unfettered by 
fear. 

With so close a relationship between 
fear and corruption it is little wonder that in 
any society where fear is rife, corruption in 
all forms becomes deeply entrenched. 

Public dissatisfaction with economic 
hardships has been seen as the chief cause 
of the movement for democracy in Burma, 
sparked by the student demonstrations of 
1988. It is true that years of incoherent 
policies, inept official measures, burgeon- 
ing inflation and falling real incomes have 
left the country in an economic shambles. 

But it was more than the difficulties of 
eking out a barely acceptable standard of 
living that eroded the patience of a tradi- 
tionally good-natured, quiescent people. It 
was also the humiliation of a way of life dis- 
figured by corruption and fear. The stu- 
dents were protesting not just against the 
death of their comrades but against the de- 
nial of their right to life by a totalitarian re- 
gime which deprived the present of mean- 
ingfulness and held out no hope for the fu- 
ture. 
Because the students’ protests articu- 
lated the frustrations of the people at large, 
the demonstrations quickly grew into a 
nationwide movement. Some of its keenest 
supporters were businessmen who had de- 
veloped the skills and the contacts neces- 
sary not only to survive but also to prosper 
within the system. But their affluence of- 
fered them no genuine sense of security or 
fulfilment, and they realised that if they 
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By Aung San Suu Kyi 


and their fellow citizens, regardless of eco- 
nomic status, were to achieve a worthwhile 
existence, an accountable administration 
was, at the least, a necessary if not suffi- 
cient condition. The people of Burma had 
wearied of a precarious state of passive ap- 
prehension where they were “as water in 
the cupped hands” of the powers that be. 


Emerald cool we may be 
As water in cupped hands 
But oh that we might be 
As splinters of glass 

In cupped hands. 


Glass splinters symbolise the spark of 
courage that is an essen- 
tial attribute of those who 
would free themselves 
from the grip of repres- 
sion. Assassinated Bur- 
mese independence hero 
Aung San regarded him- 
self as a revolutionary 
and searched tirelessly 
for answers to the prob- 
lems of Burma. He 
exhorted the people to 
develop courage: “Don’t 
just depend on the cour- 
age and intrepidity of 
others. Each and 
everyone of you must 
make sacrifices to be- 
come a hero possessed of 
courage and intrepidity. 
Then only shall we all be 
able to enjoy true free- 





Fear of losing 


and conscience are warped by fear into one 
where legal rules exist to promote man’s 
desire for harmony and justice while re- 
straining the less desirable, destructive 
traits in his nature. 

In an age when immense technological 
advances have created lethal weapons which 
could be, and are, used by the powerful 
and the unprincipled to dominate the weak 
and the helpless, there is a compelling need 
for a closer relationship between politics 
and ethics at both the national and interna- 
tional levels. 

The Universal Declaration of Human 
Rights proclaims that “every individual and 
every organ of society” should strive for 
the basic rights and free- 
doms to which all human 
beings, regardless of 
race, nationality or au- 
thority, are entitled. But 
as long as there are gov- 
ernments whose author- 
ity is founded on coer- 
don rather than on the 
mandate of the people, 
and interest groups 
which place short-term 
profits above long-term 
peace and prosperity, 
concerted international 
action to protect and pro- 
mote human rights will 
remain at best a partially 
realised struggle. There 
will continue to be arenas 
of struggle where victims 
of oppression have to 


dom." power draw on their own inner 

The effort necessary EN a resources to defend their 
to remain uncorrupted in COTT. upts inalienable right as mem- 
an environment where a Im bers of the human fam- 
fear is an integral part of those who ily. 


everyday existence is not 
immediately apparent to 
those fortunate enough 
to live in states governed 
by the rule of law. Just 
laws do not merely prevent corruption, 
they also help to create a society in which 
people can fulfil the basic requirements 
necessary for the preservation of human 
dignity without recourse to corrupt prac- 
tices. 

Where there are no such laws, the bur- 
den of upholding the principles of justice 
and common decency falls on the ordinary 
people. It is the cumulative effect of their 
sustained effort and steady endurance 
which will change a nation where reason 
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wield it 


The quintessential 
revolution is that of the 
spint, born of a con- 
viction of the need for 
change in those attitudes 
and values which shape the course of a na- 
tion’s development. A revolution that aims 
merely at changing official policies and in- 
stitutions with a view to improving material 
conditions has little chance of genuine suc- 
cess. Without a revolution of the spirit, the 
forces which had produced the iniquities of 
the old order would continue to operate, 
posing a constant threat to the process of 
reform and regeneration. 

It is not enough merely to call for free- 
dom, democracy and human rights. There 
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s to be a united determination to perse- 
re i in the struggle, to make sacrifices in 


ting influences of desire, ill-will, ig- 
rance and fear. 








id uncramped, freedom from fear stands 
as both a means and an end. A people 
ho would build a nation in which strong, 
ocratic institutions are firmly estab- 






er must first learn to liberate their own. 
s from apathy and fear. 


ugh endeavour and through cultivating 
the habit of refusing to let fear dictate one's 
actions, courage that could be described as 
‘grace under pressure" — grace which is 
renewed repeatedly in the face of harsh, 
unremitting pressure. 


< the order of the day. Fear of imprisonment, 


amr tna 


e name of enduring truths, to resist the | 


Among the basic freedoms to which | 
en aspire so that their lives might be full | 


ed as a guarantee against state-induced. 


.Fearlessness may be a gift but perhaps - 
ore precious is the courage acquired | 


————— 


Within a system which denies the exist- | 
ence of basic human rights, fear tends to be | 
| early this year, 


< — torture or death; fear of losing friends, fam- - 


-ily or property; and fear of isolation or fail- 
aire. A most insidious form of fear is that 
- - which masquerades as common sense, con- 
- demning as reckless, insignificant or futile 
the small, daily acts of courage which help 
to. preserve man's self-respect. 

~~ ftis not easy for a people conditioned by 
- fear under iron rule to free themselves from 
_ the enervating miasma of fear. Yet, even 
| under the most crushing state machinery 
. Courage rises up again and again, for fear is 
. mot the natural state of civilised man. 

= = The well-spring of courage and endur- 
« . ance in the face of unbridled power is gen- 





D -erally a firm belief in the sanctity of ethical | 
v principles combined with a historical sense | 


that despite all setbacks the condition of 
|; man is set on an ultimate course for both 
spiritual and material advancement. 



















root of human responsibility is the concept 
of perfection, the urge to achieve it, the in- 
telligence to find a path towards it and the 
will to follow that path, if not to the end, at 
least the distance needed to rise above indi- 
idual limitations and environmental im- 
.pediments. It is man’s vision of a world fit 
for rational, civilised humanity which leads 
im to dare and to suffer to build societies 
free from want and fear. Concepts such as 
truth, justice and compassion cannot be 
dismissed as trite when these are often the 
only bulwarks against ruthless power. ai 


Aung San Suu Kyi, daughter of Aung San and 
founding member and general secretary of the op- 
position. National League for Democracy, has 
been ned under house arrest by Burma $ M 





It is his capacity for self-improvement | 
zand self-redemption which most distin- | 
guishes man from the mere brute. At the | 
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BANGLADESH 


By S. Kamaluddin i in Dhaka 


na highly unusual move, the ruling 
party and the major opposition party 
are cooperating to change the form of 
the national government. After more than 
16 years of executive presidency inter- 
spersed with military regimes, Bangladesh 
is set to revert to Westminster style par- 
liamentary rule. 

The overthrow late last vear of H. M. Er- 
shad — army general-turned-president — 
by a people's movement foreshadowed the 
inevitable curbing of arbitrary presidential 
powers. But even after the g general elections 
the ruling Bangladesh 
Nationalist Party (BNP) and opposition 
Awami League remained wide apart on 
constitutional changes. 

While the Awami League had called for 
the unquestioned supremacy of parlia- 
ment, the BNP remained uncertain both 
about the type of system it wanted and the 
process of transition towards it. 

Lacking the two-thirds majority in par- 
liament needed to amend the constitution, 
the ruling party eventually had to settle for 
a compromise with the opposition. But the 
fractious nature of local politics is such that 
the two parties have submitted separate 








THAILAND 


A public 
affair 


| 

In Thailand a court case involving a gen- 
eral, his wife and "the other woman" 
would normally perhaps rate only a cau- 
tious mention in the gossip columns. But 
the affair surrounding Gen. Sunthorn 
Kongsompong is altogether different, en- 
compassing not only social but substan- 
tial political significance. 

The political aspects of the affair ex- 
plain why the Thai press has felt free to 
plaster it over the front pages. Mean- 
while, social commentators have had a 
field day examining the lifestyle of the 
average, full-blooded Thai male. The 
country's traditional social etiquette al- 
lows — almost expects — men who can 
afford it to have a mia noi, or minor wife. 

The affair came to light when Sunth- 
orn's wife Orachom, decided to go to 
































bills to parliament. The government bill, ta- 
bled on 2 July, proposes to vest exe cutive 
powers in the prime minister, making the 
president the titular head of state, and cur- 
tailing some of the president's discretionary 
powers. 

The Awami League had placed its own 
draft constitutional amendment before the 
parliament's secretariat — but not before 
parliament itself — long before the BNP 
made up its mind on the issue. This ver- 
sion, moved in the legislature on 4 July, in- 
corporates most of the provisions in the 
government's two bills. 

While a consensus on the constitu- 
tional changes is likely to be reached 
in the coming weeks, there are significant 
differences between the two. proposals 
which may only be resolved after hard bar- 
gaining. 

The government's bill requires that the 
president “shall not dissolve parliament 
without written advice from the prime 
minister.” It also abolishes the posts of vice- 
president and deputy prime minister. But 
its toughest measures are obviously de- 
signed to ensure the stability of the party 
system in parliament by banning “floor 
crossings” by MPs. 

An MP stands to lose his seat if he re- 
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court to try to stop her husband's mia noi 
of many vears, Ampapan, from using the 
Kongsompong family name. | 

So far, two courts have rejected — 
Orachorn's case on the legal grounds that 
she is not a directly affected party, but 
also probably out of deference to Sunth- 
orn's standing. 

Sunthorn is not only Thailand's su- 
preme commander but also chairman of 
the National Peacekeeping Council (NPC); 
the military junta which has ruled the 
country since the 23 February coup. | 
He is a classmate and close friend of- 
former army chief Chaovalit Yongchai- 
yut, who is currently building his New 
Aspiration Party into what he hopes will 
be an unstoppable force at the next gen- 
eral election, promised by the NPC by 
April 1992 — a situation which some ana- 
lysts feel does not sit well with Gen. 
Suchinda Kraprayoon, who succeeded 
Chaovalit in the army job. 

While Suchinda is respected às 
shrewd, tough military leader, AR 
is widely viewed as a hard-living man's 
man, in the Thai context. Politically, 
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r is expelled from the party, forms a 
arate group with other party members, 
s against party decisions in parliament or 
»votes against instructions of the party 
whip. In addition to losing his seat, the in- 
-dividual is barred from contesting for elec- 
tion to parliament for five years. 
< Jn the government version the president 
is to be chosen by the MPs and the par- 
liamentary speaker is charged with the task 
- of conducting the presidential election. The 
bill also allows the prime minister to choose 
not more than one fifth of the cabinet from 
outside the ranks of the parliament. 

The Awami League has expressed reser- 
vations about three provisions in the BNP's 
bill. It is against disqualifying an MP for five 
years if he or she acts against a party man- 
date. It would want the presidential elec- 
tion to be conducted by an independent 
Election Commission, not by the speaker 
who would normally belong to the majority 
party. The induction of one fifth of the 
cabinet from outside the parliament is also 
Opposed by the Awami League. 

The leftwing Mon alliance, which 
was one of the three mainline groupings in- 
volved in the December ouster of Ershad, is 
playing the honest broker in hammering 
out a consensus between the BNP and the 
Awami League. The five-party grouping, 
represented by its lone MP Rashed Khan 
Menon, is also opposed to the stringent 







measures against floor crossings by MPs, , 


but appears willing to allow one tenth of | 


the cabinet to come from non-MPs. The 


leftwing mediation is in its early stages and | 
the Awami League’s minimum demands | 
for a compromise are not yet clear. 





suchinda and his Chulachomkiao Class 5 
colleagues, who dominate the military 
nierarchy, may feel Sunthorn is expenda- 
ole. 

Thai newspapers recorded the fact 
hat Sunthorn was attending the Paris air | 
show in June with Ampapan when | 
Jrachorn launched her legal battle, and | 
iso played up his uncharacteristic shy- | 
yess of the press on his delayed return 
rome. The only comment so far from a 
Jsually voluble Sunthorn was during a 
subsequent visit to Kuala Lumpur, head- | 
ng the Thai delegation at the annual 
neeting of the Thai-Malaysian General 
3order Committee, when he said it was a 
personal affair. 

_ Socially, Thai male reaction to the af- 
air has been that while Sunthorn can be | 
orgiven for having a mia noi, he has | 
nade a mistake by showing he cannot 
ntrol the two women in his life. Politi- 


ally, Sunthorn is battling to show that 
vhile he may be a figurehead leader of 
he military junta, he should not be 
reated as a figure of fun. 

u Rodney Tasker 








AID 


Tailor-made 
for disaster 


By Shada Islam i in Brussels 


tung by criticism of the slow and 
inadequate EC response to recent 


emergencies in Bangladesh and the 
Philippines, and the Kurdish refugee crisis, 
EC Development Commissioner Manuel 
Marin has drawn up a plan to create a new 
emergency aid fund. Almost US$1 billion 
worth of EC humanitarian aid is at stake. 

Marin will propose setting up a new 
European agency responsible. for rushing 
food, water, tents and medicines to disaster 
areas. The new body would be able to use 
military logistical support. 

Creating a workable system will be an 
uphill struggle. The EC’s emergency aid 
funds are currently governed by seven 
separate sets of legal and financial restric- 
tions. This year alone, as Brussels tried to 
cope with the crises of refugees in northern 
Iraq, the cyclone in Bangladesh and the vol- 
cano in the Philippines, the European 
Commission had to obtain eight different 


ministerial decisions ES 
funds worth almost US: 


ticularly hard hit by ii 
able to raise more than 


ar that à using "he Camison as aid v 
coordinator would permit the EC to focus. 
on the real needs of. Bangladesh. E 

In the end, the 12 EC countries gave 


about US$78 million, but. Since almost no. | 
resources were sent through. Brussels, RE 


officials say the effectivenese of ihe aid may c 
have been halved. s veu 
The plan to: create an | emergency land e 


also reflects the EC's growing disillusion- 
ment with the UN's ability to respond __ 
quickly and: efficiently to international 
crises. EC heads of government. made it - 
clear at their recent summit in Luxembourg - 
that the UN emergency aid system need- 
ed to be reinforced. The summit recom- 


mended the appointment of a high level _ 
UN coordinator for emergency aid. E 


EC member states are reluctant to aban- — 


don control over aid but Brussels argues 


that, since it has no direct role in distribut- 2 
ing and transporting emergency food aid at 
the moment, other aid donors tend to see. 


the EC merelyasa"signerofcheques.^ mw — 
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When Ichiro Ozawa, the 
powerful then secretary- 
general of the ruling Lib- 
eral Democratic Party (LDP) 
retumed from Moscow 
and Washington after an 
unsuccessful attempt to 
trike a deal over the disputed Kurile Is- 
ands with Soviet leader Mikhail Gorbachov 
i late March, the atmosphere at Tokyo's 
Narita airport was as cold as it had been in 
Moscow. 

=> Administrative Vice-Foreign Minister 
"fakakazu Kuriyama was among the party 
and government officials gathered at the 
airport to greet Ozawa. But as Kuriyama 
‘bowed low, the approaching Ozawa glanc- 
< ed away, walking past the most senior 
bureaucrat in the Gaimusho, (Japan's Minis- 
try of Foreign Affairs), without any sign of 
recognition. 

It was an act of startling rudeness, at a 
time when the men in charge of Japan’s for- 
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ign affairs were under immense pressure. 
he fact that Ozawa's attempt at last-mi- 
ute personal diplomacy had failed became 
ublidy known only towards the end of 
he summit meetings in Tokyo between 

rbachov - and Prime Minister Toshiki 


4 Gorbachov s unwillingness even to reaf- 
1. a 1956 offer to turn over the two south- 
10st of the islands which Japan claims 
its Northern Territories. enraged senior 
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LDP leaders, and the Japanese side never re- 
ferred to the US$26 billion in economic 
aid that Ozawa had reportedly offered the 
Soviets in exchange for a deal on the is- 
lands. 

Foreign Ministry officials had reported- 
ly been as unenthusiastic about Ozawa's 
hurriedly planned and ultimately abor- 
tive trip to Moscow as they had been about 
LDP party elder Shin Kanemaru's pri 
vate negotiations with North Korea last 
September on the payment of war repara- 
tions. 

But the real reasons for Ozawa's snub of 
the nation's top professional diplomat was 
not merely the looming Gorbachov summit 
debacle. Relations between the LDP leader- 
ship and the Foreign Ministry have degen- 
erated into what the Nihon Keizai Shimbun, 
Japan's leading business daily, recently de- 
scribed as a "cold war." 

The core of this conflict concerns Japan's 
fumbling response to the Gulf War crisis, 
now widely perceived both at home and 
abroad as having seriously damaged 





Japan’s international prestige and further 
strained Tokyo’s already tense relations 
with Washington. 

The withdrawal of the LDP's proposed 
UN Peace Cooperation Law from parlia- 
ment without a vote last year, once it be- 
came dear that the government could not 
win approval for a plan to send Self-De- 
fence Forces (SDF) personnel to the Gulf 


even in non-combat roles, was embarrass- 


ing to Kaifu and Ozawa. 





In particular, the televised s pectacie of. 
MPs debating whether. equipping - “SDF. 
forces dispatched to the Gulf with small- 
arms for self-defence would constitute a 
violation of the constitution has been cited 
as an important factor in the increasing 
public cynicism and dissatisfaction with 
the theological manner in which Japanese 
politicians approach security and defence 
issues. 

“The way that conflicts over the draft 
law among government agencies, and dis- 
putes between the government, LDP and 
the opposition parties were leaked and 
aired publicly created the impression in the 
public mind that the government was 
confused,” one Foreign Ministry official 
explained. “This has led to an impression 
that the government is not really in con- 
trol." 

Internationalist-minded Japanese, in- 
cluding many business leaders, have casti- 
gated Japan's inability to play a more active 
role alongside other leading Western na- 
tions and worry that the perception that 
Japan failed to pull its own weight has seri- 
ously damaged the US relationship. 

Others view Japan's belated decision to 
cough up US$13 billion as yet another in- 
stance of passive compliance with US de- 
mands. Those in both camps would agree 
that the Gulf crisis badly damaged Japan's 
international prestige and scuttled, at least 
for a time, dreams of Japan fulfilling an in- 
ternational leadership role consonant with 
its unquestionable economic power. 

The result has been an upsurge of both 

questioning and doubt about Japan's lead- 
ership from within the public and business 
leaders as well as mutual recriminations be- 
tween party leaders and bureaucrats. 
.. “The present undervaluation of. the: Je. 
panese yen is not due to economic funda- 
mentals,” Masaru Hayami,. chairman of 
Nissho Iwai Corp. said in May, "but rather 
because the rest of the world no longer be- 
lieves that Japan's domestic and foreign 
policies can be trusted." 

^Does Japan have a foreign policy?" 
asked Seiron, an influential monthly journal 
of opinion, in a special collection of essays 
in its June issue. The contributors’ iid 
was for the most part negative. — — | 

^Waiting for demands from the Ameri- 
cans and then responding to them . . . is 
the single basic theme ane through 
Japan’ $ post-war foniga w tions 

iyuki Sassa, a. former. 4 









hn ————————— SAP lS SS  N4$Á4——— 


charge of security affairs. Sassa quotes 
approvingly the description of Japan by 
another Seiron contributor as only "half a 
country." He likens the government's pas- 
sive and compliant posture in foreign af- 
fairs to a "chronic syphilis embedded deep 
in Japan's bones." 

Fears that the Foreign Ministry was 
being made a scapegoat heightened in early 
June when the contents of a report being 
prepared by an ad hoc advisory commis- 
sion were leaked to the Japanese press. 

The Provisional Council for Promoting 
Administrative Reform (PCPAR), headed by 
Kazuo Inamori, president of Kyocera Corp., 
began examining the Foreign Ministry issue 
early this year, looking for a solution to the 
problem of Japan's diplomatic powerless- 
ness during the Gulf crisis. 

Among the recommendations in the 
draft proposal were deep cuts in Foreign 
Ministry personnel, abolishing the foreign 
service examination system, which is differ- 
ent from the examination for appointment 
to other ministries, and appointing more 
ambassadors with a private-sector back- 
ground in place of professional diplomats. 

More controversially, the draft report 
called for strengthening the external affairs 
divisions maintained by other agencies and 
ministries and allowing them to develop in- 
dependent channels of contact with foreign 
government bureaux, and strengthening 
the role of the cabinet secretariat in the for- 
mulation of foreign policy. 

Some PCPAR members reportedly even 
supported establishing a new ministry — to 
be called the Ministry of External Affairs 
and charged with coordinating foreign po- 
licy and domestic affairs — and abolishing, 
the Foreign Ministry outright and transfer- 
ring its functions to the cabinet. Nobuo 
Matsunaga, a former ambassador and a 
member of the PCPAR, was quoted by the 
Asahi newspaper as saying that “Japan only 
makes decisions after foreign countries 
exert pressure.” 

The Foreign Ministry responded sharp- 
ly. An internal ministry report leaked to the 
Japanese press said that dispersing the 
ministry's functions among rival ministries 
and agencies would cause Japan to "lose 
coordinated state strategy, and be regarded 
as a more inscrutable country." The report 
claimed other domestic ministries speak "a 
language of producers," and cannot solve 
problems jointly with foreign counterparts 
who speak "a language of consumers." 

The ministry also rejected the idea of 
dispersing its functions by allowing other 
ministries and agencies to carry out their 
own foreign relations. "Gauging the overall 
balance of gains and losses, advantages and 
disadvantages, with other countries is an 
increasingly important task" which only 
the Foreign Ministry is qualified to under- 
take, the report stressed. 

In the face of this unexpectedly strong 
resistance, the PCPAR backed down consid- 
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Japan's Foreign Minis- 
try is undermanned 
and overworked. Since 
the mid-1970s_ the 
workload in some sec- 
tors has increased 
eight-fold, but the 
number of fixed staff has grown by less 
than half. 

With a current staff strength of 4,328, 
including clerical and support staff, the 
Foreign Ministry is the smallest com- 
pared to its counterparts in Western 
countries such as the US (15,900 staff), 
Britain (8,204), France (6,632) or Ger- 
many (6,546), though it is the largest for 
any Asian country except China. 

It is also by far the smallest of any Ja- 
panese ministry except Home Affairs. 
The Ministry of Finance, for example, 
employs more than 77,000 people and 
the Ministry of International Trade and 
Industry 12,000. 

The number of lights visible in the 
ministry s Kasumigaseki headquarters 
late into the night lends substance to 
claims that Japan's diplomats are se- 
verely overworked. In 1974-89 the vol- 
ume of Japan's Overseas Development 





erably by the time its final report was pre- 
sented on 24 June. Gone was any sugges- 
tion that a new agency be established to 
oversee foreign policy or explicit encourage- 
ment that the cabinet secretariat or other 
ministries and agencies encroach on For- 
eign Ministry turf. 

The final report restricted itself to calling 
for a review, not abolition, of the diplomatic 
service examination. It also urged increas- 





Ozwa: Foreign Ministry 'cold war.' 
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Assistance (ODA) expanded by nearly 
700%, the number of treaties and agree- 
ments signed by more than 600%, and 
the volume of cable traffic by 800%. But 
the increase in fixed staff was only 45%, 
while the ministry's budget — exclusive 
of foreign aid funds — went up by only 
273%. 

“Each ODA officer in the ministry 
now carries a caseload three or four 
times larger that his counterparts in 
Western Europe or the US,” a ministry 
official said. “We need better research 
and feasibility studies on these aid pro- 
jects, but there simply isn’t time. Realis- 
tically, our manpower level should be at 
least 6,000.” The problem is that the late 
prime minister Shigeru Yoshida im- 
posed a sharp cut in Foreign Ministry 
staff after World War II. 

Of 106 Japanese ambassadors serv- 
ing abroad, 101 are professional dip- 
lomats. Only one is a political appointee 
and four have been seconded from 
other ministries. 

In a study comparing diplomatic 
budgets of G-7 nations and based on 
1987 data, Japan ranked fourth with 
US$2.97 billion, behind the US (US$8.28 
billion), Germany (US$5.35 billion) and 
Britain (US$3.36 billion). The study com- 
pared administrative expenses, con- 
tributions to multilateral organisations 
and non-reimbursable fund aid, but 
excluded foreign loans. @ Robert Delfs 


ing Japan’s Overseas Development Assist- 
ance (ODA) from the current 0.3% of GNP to 
0.7%. 

The fact that new legislation would have 
been required merely to send SDF personnel 
to the Gulf in a non-combat supporting role 
clearly indicates how unprepared Japan 
was for this crisis. But it is equally clear that 
it is unrealistic to fault the Foreign Ministry 
for failing to solve the crisis through some 
imagined brilliant stroke of diplomacy 
which would have satisfied Japan's US cri- 
tics while being politically acceptable within 
the country. 

Public opinion in Japan is not in fact 
overwhelmingly pacifist. Two polls in late 
January, one by Kyodo News Service and 
the other by Nihon Keizai Shimbun, both 
showed about 41% supporting and 41% 
opposing the use of force by US-led coali- 
tion forces against Iraq. 

But broken down according to gender, 
the results are quite different. About 57% of 
the men in the Nihon Keizai poll favoured 
the use of force, but only 24.7% of the 
women. And, contrary to common belief, 
women are by no means politically impo- 
tent in Japan. Women are the strongest ad- 
vocates of strictly pacifist policies in both 
the Socialist Democratic Party of Japan and 
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Komei Party. It was ultimately the op- 
sition of the women’s organisation of the 
Gakkai, the lay counterpart of the 
iren Shoshu Buddhist sect, which 
ed Komei from a deal to allow the UN 
eace Cooperation bill to pass. 

private, Foreign Ministry officials re- 
all fondly two "Golden Ages" in Japan's 
oreign relations — the first in the early 
970s when Kakuei Tanaka was prime 
minister and the late Masayoshi Ohira (af- 
erwards prime minister) held the post of 
oreign minister. The other was in thé early 
980s, when Yasuhiro Nakasone and the 
ate Shintaro Abe held the respective posts. 
‘Not only were Tanaka and Nakasone 
both strong prime ministers, but Ohira and 
Abe were also powerful party leaders in 
ieir own right. In contrast, Kaifu is only a 
rember of the smallest and weakest LDP 
ction who was elevated to his present 
. position solely due to the Recruit bribery 
‘scandal in 1989. Foreign Minister Taro 
| Nakayama, was not even among the four 
main. contenders for leadership of the 
- former Abe faction when Abe died in May. 
v0 ov. "ft matters a great deal how much the 
|. minister is respected," according to a senior 
.... Foreign Ministry official, “and whether he 
-< can exercise political clout, not just with re- 
-spect to members of parliament from his 
- own party and the opposition, but also vis- 
cavis other ministers and even the prime 












= > That is why many ministry officials 
- hope that the powerful Ozawa will be 
|^. named foreign minister next October, de- 
spite his bad relations with the ministry 
over the past year and the serious frictions 
« s between him and senior ministry officials 
- such as Kuriyama. a 


The torch 


— bearer 


Administrative Vice- 
Minister Takakazu Kuri- 
yama has been the top- 
ranking bureaucrat in the 
| Foreign Ministry for the 
| past two years, a period 
=~ Of unprecedentedly rapid 
i ange. in in global affairs and a trying time 
or Japanese diplomats. 
E m retirement, due. in a few weeks, 

























kanye pes expect to be pane 
to replace. Ryohei Murata in the pre- 
gious posting of ambassador to Wash- 
gton In recent years Kensuke Yanagiva 


l ippose ad ily ‘of the-record comment i im- 


Ministry realises it cannot function in a vacuum 





The Japanese Foreign 
Ministry, like its counter- 
parts in other countries, is 
intrinsically weak com- 
pared to other govem- 
ment agencies which are 

~ empowered to allocate 
funds or access to valuable economic re- 
sources. 

The ministry issues no permits and ap- 
proves no construction contracts; it has no 
powers to select and encourage winners 
among competing candidates to move into 
new high-technology industries; nor do its 
decisions have any significant immediate 
impact on the overall economic climate. 

As a result, senior Foreign Ministry of- 
ficials are almost never recruited to the 
boards of major corporations after retire- 
ment — the amakudari, or "descent from 
heaven" phenomenon which plays such a 
crucial role in maintaining close ties be- 
tween big business and top bureaucrats in 
economic agencies such as the Ministry of 
Finance (MOF) and the Ministry of Interna- 
tional Trade and Industry (Miti). 

Largely for these reasons, the Foreign 
Ministry is one of the few ministries — the 
Environment Ministry is another — with- 
out any zoku, or “tribes.” These are MPs 
who have served at least two or three terms 
and become relatively expert in the affairs 





plying that Deng Xiaoping was senile — 
has been the only administrative vice- 
minister not subsequently posted to the 
US. ". 

Kuriyama's next job, however, is now 
very much in question. His background 
in security and treaty affairs and as an 
"America hand" is impeccable. But 
Kuriyama himself has to an extent been 
made a scapegoat for Japan's diplomatic 
failures during the Gulf crisis. Insiders say 
he may not be the right man for Washing: 
ton at a time when there is risk of furtl 





e in US-Japan relations; par | 





ticularly if his new boss in Tokyo tut 
to be Ichiro Ozawa. | | 
. Despite the damage to his career re- 
sulting from the Gulf crisis, Kuriyama i is 
likely to remain a very influential figure 





Missing links 





of a particular ministry, trading access to in- 
formation and influence in return for occa- 
sionally acting on behalf of the ministry and 
supporting its interests. | 

Except in times of perceived crisis, Ja- 
panese MPs have in general been relatively 
uninterested in foreign-policy questions per 
se in the post-war period. 

This previously appeared to be a virtue. 
Powerful politicians have played promi- 
nent decision-making roles during major 
policy shifts, such as revision of the US- 
Japan Security Treaty in 1960 or the nor- 
malisation of relations with China under 
prime minister Kakuei Tanaka in 1972. But 
the Foreign Ministry, in conjunction with 
Miti, has otherwise had a relatively free 
hand in managing Japan's external rela- 
tions until fairly recently. 

"The Foreign Ministry is afraid business 
people and private citizens will invade their 
turf, but now they realise that they need 
support groups. They are totally out of 
touch with domestic politics," according 
to Asahi newspaper columnist Yoichi 
Funabashi. “The lesson of the Gulf Crisis is 
the need to strengthen the linkages be- 
tween foreign policy and domestic poli- 
tics.” 

Despite its lack of direct clout in parlia- 
ment, the Foreign Ministry has played a 
very powerful role through most of the 





new vision of Japan's role in the world, 
Kuriyama's conception of a Japan as a 
"great power which avoids the appear- 
ance of being a great power" remains. a 
central theme informing the long-term 
thinking of. pper $c "reign renüons ; 


evans : 


within Japan' S foreign policy est ' tab - lish- l 2] | ijo s £ 


ment for many years. 
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lined what in some respects is is a Aradi ray ] | ON 9 de n ; 
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post-war period, based in large part 
on its claim to expertise. The foreign 
minister holds the most prestigious 
cabinet position after the prime 
minister. 

The Foreign Ministry's period of 
relative pre-eminence began not 
long after then foreign minister 
Mamoru Shigemitsu signed the in- 
struments of surrender ending 
World War II on 2 September 1945. 
The Liaison Office set up under the 
Foreign Ministry in the first days of 
the Allied occupation quickly be- 
came the nerve centre of the Japan- 
ese Government. Through it were 
routed all communications between 
the supreme commander of the oc- 
cupation forces — Gen. Douglas 
MacArthur — and the rest of the 
bureaucracy. 

The Foreign Ministry, together with the 
MOF and later Miti, also played a leading 
role in negotiations over post-war repara- 
tions. Essentially, this same structure has 
now been carried over to oversee Japan's 
Overseas Development Assistance pro- 
gramme, now the largest in the world. The 
total amount committed in fiscal 1990 was 
¥ 1,070.5 billion (US$7.79 billion). Although 
the MOF has the final say in determining the 
total amount of foreign aid, the Foreign 
Ministry has nearly complete control over 
allocation. 

The nature of the Foreign Ministry's role 
during the occupation reinforced a strong 
US-centrism among ministry personnel 
that has continued to act as an important 
buttress to US-Japan relations, but which 
makes the ministry increasingly vulnerable 
to criticism today. 


hould stop trying to "conduct a passive 
eign policy which regards the interna- 
onal order as a given, [but] . . . must ac- 
vely participate in international efforts to 
reate a new international order." As a 
rst step, Japan must cease claiming 
xemption from the rules governing in- 
?raction among other nations as a “spe- 
ial case.' 

What is striking today is how quickly 
ipanese public opinion has moved along 
1e lines suggested in ama's essay. 
Il conducted in June 
evealed that 74% of the readers of the 
acifist-oriented newspa su 
verseas despatch of the Self Defence 
orce (on: while 50% supported partici- 
ation of SDF members in UN peace-keep- 
1g operations. Even a majority of sup- 
orters of the strongly pacificist Socialist 
Yemocratic Party of Japan now say the 
arty should revise its stance of opposi- 
on to the SDF, according to a recent party 
urvey. m Robert Delfs 
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Kanemaru and North Korea's Kim Il Sung: embarrassment. 


"The vital core of Japan's foreign policy 
is the relationship with the US. This is 
what the Foreign Ministry takes care of," 
explained a senior ministry official. "Our 
main job has been to manage this relation- 
ship." 

Planning and negotiations over the San 
Francisco Treaty in 1952 and the revision of 
the US-Japan Mutual Security Treaty in 
1960 made up the bulk of the Foreign 
Ministry's work in the first post-war dec- 
ade, which also tended to reinforce the 
phenomenon of US-centrism. Even today, 
an unwritten rule requires that candidates 
for the top ministry jobs should have held 
director-general posts in the Treaties 
Bureau, North American Affairs Bureau, or 
Economic Assistance Bureau. 

Recently, however, leading members of 
the ruling Liberal Democratic Party (LDP) 
have been getting more involved in foreign 
policy, ministry officials say. And at times 
this involvement is viewed as interference 
by bureaucrats. 

Then LDP  secretary-general Ichiro 
Ozawa's attempt to cut an aid-for-islands 
deal in Moscow làst March just prior to 
Soviet President Mikhail Gorbachov's visit 
is one example. Another was LDP party 
elder Shin Kanemaru's private negotiations 
with North Korea last September. 

Although Kanemaru's trip did lead to 
the opening of so far fruitless normalisation 
talks between Tokyo and Pyongyang early 
this year, the Japanese Government was 
embarrassingly forced to disavow an agree- 
ment Kanemaru signed in Pyongyang in 
which the former deputy prime minister 
had apparently promised war reparations 
and compensation for losses incurred by 
the Korean people because of the division 
of the Korean peninsula. 

Differences between the ministry and 
the party also arose after the Thai coup last 
February. Mutsuki Kato, chairman of the 
LDP Policy Research Counci, called for 
Japan to halt all aid to Thailand except 
humanitarian-related projects, following 
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è the lead of the US. The ministry, 
however, insisted that the bloodless 
coup did not warrant a suspension 
of aid — Japan accounts for 70% of 
total international assistance to Thai- 
land. 

Although Tokyo decided to nom- 
inally delay bilateral assistance for an 
unspecified period of time, Japanese 
Ambassador Hizahiko Okazaki was 
seen shaking hands with Gen. 
Suchinda Kraprayoon, a member of 
the Thai National Peacekeeping 
Counal a few days after the coup, 
and Prime Minister Toshiki Kaifu 
reiterated Japan's commitment to as- 
sist Thailand economically during 
his visit in late April. 

The problem of conflicts and 
overlaps with other ministries has 
also intensified as the substance of 

Japan's foreign relations increasingly in- 

volves economic problems and affects 

many domestic interests. 

Perhaps the most extreme example has 
been the recently conduded Structural Im- 
pediments Initiative (Sil) discussions with 
the US, in the course of which Japan under- 
took to boost public-works spending, mod- 
ify land-use policies and the process of ap- 
proving large retail outlets, and agreed to 
strengthen anti-trust enforcement to 
counter exclusionary business practices. 

Arriving at a consensus on SII required 
the close involvement of almost all the gov- 
emment agencies. In the course of this, the 
Foreign Ministry's role as primary inter- 
locutor with the US made it highly vulner- 
able to charges that it represents US rather 
than Japanese interests. 

"In a sense, the Foreign Ministry suc- 
ceeded too well at identifying itself with 
Japan's security relationship and partner- 
ship with the US," according to a Tokyo- 
based foreign diplomat. "Now it tends to 
be seen by the MOF and Miti as an instru- 
ment of 'gaiatsu' — external pressure — by 
the US." 

The Foreign Ministry's purview, 
moreover, also encompasses security rela- 
tions and planning, functions that in other 
countries would be at least partially fulfilled 
by a ministry of defence and cabinet or 
executive-level institutions, such as the US 
National Security Council. But though it is 
headed by a minister of state, Japan's De- 
fence Agency is not a cabinet-level organi- 
sation. 

The National Security Council (NSC) is 
not a permanent executive bureau, but 
rather a deliberative council composed of 
key cabinet members. In the case of the de- 
cision to send Japanese minesweepers to 
the Gulf last March, for example, the NSC 
met only a few hours prior to a full cabinet 
meeting to ratify a decision that had already 
been made in discussions between senior 
LDP leaders and Foreign Ministry officials. 

m Robert Delfs 
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MALAYSIA 


States rights may be diluted 


Water pres 


proposal to bring Malaysia's water 

resources under the control of the 

federal authorities is being seen by 
some state governments as a move to fur- 
ther dilute their power. To enforce the 
plan, the government in Kuala Lumpur 
may have to propose amending the con- 
stitution to remove water from the current 
list of areas deemed to be solely the pre- 
serve of the states. 

Thus a proposal which surfaced in 
March this year, apparently in response to 
a short-lived water crisis in Malacca state, 
may become the focus of a more controver- 
sial political issue should the states decide 
to defend their rights. "There is a constant 
fear of the federal government's takeover of 
the states' authority," said Tan Sri Muhyid- 
din Yassin, chief minister of Johor. 

Prime Minister Datuk Seri Mahathir 
Mohamad announced the government's in- 
tention to centralise water-management in 
mid-March, arguing that Malaysia's high 
rate of population increase and the uneven 
distribution of water resources among the 
peninsula's 11 states made this impera- 
tive. 

“There are states with a lot of water 
but a small population and vice versa," 
Mahathir said. "If we do not act to en- 
sure fair distribution, it is going to be a 
problem." 

At the end of May the cabinet agreed to 
the setting up of a National Water Author- 
ity to plan, develop and manage water re- 
sources for the whole of peninsular Malay- 
sia. Legislation is expected to be forwarded 
to parliament. Calls for an integrated water- 
management system on the peninsula are 
not new. 

There has long been concern about un- 
even patterns of rainfall from state to state, 
and the varying access to large river basins. 
Existing supplies are perceived to be vul- 
nerable to the rising demands of industry 
and Malaysia’s rapid rate of urbanisa- 
tion. 

What makes the proposed National 
Water Authority controversial are its impli- 
cations for land and water resources which 
are the exclusive preserve of the states. 
Johor was the first state to raise objections 
to the plan in this context. The sultan of 
Johor quickly signalled his opposition, and 
there were calls for a referendum on the 
issue in the state. 

Johor's chief minister argues that if the 
planned water authority is approved by 





sure 


parliament, 9,000 km? of the state's total 
area of 20,500 km? would fall under federal 
control. With a further 4,000 km? scheduled 
to be designated as water catchment areas, 
this would eventually mean more than half 
Johor's territory could in theory be re- 
moved from the state's control. 

In addition to the emotive land issue, 
Johor derives as much as 20% of its re- 
venue from the sale of water. Current 
earnings from water sales are estimated 
at M$70 million (US$25 million) and ex- 
pected to increase to M$85 million in 1992. 
Johors biggest customer is neighbour- 
ing Singapore, which, under a 1962 agree- 
ment, was granted the right to draw up to 
250 million gallons a day from the Johor 
river. A new agreement signed in Novem- 
ber 1990 increased this 
entitlement, ^ provided 
Singapore paid compen- 
sation towards the cost 
of land and a dam need- 
ed to supply the extra 
water. 

Longer-term implica- 
tions of the water plan 
are the source of some 
concem in Singapore, 
though existing water 
pacts with Johor are un- 
likely to be affected, since 
they have been ratified 
by the federal govern- 
ment and last well into 
the next century. 

The Ministry of 
Works has also said the 
new national authority 
will not interfere with 
the states’ rights to sell 
water. 

Even so, Singapore recognises the need 
to diversify its water sources, and Johor has 
already indicated that present levels of 
water supply to Singapore are close to the 
limit. Significantly, Singapore signed a 
long-term water pact with Indonesia at the 
end of June. 

Muhyiddin is quick to point out that 
Johor also sells water to neighbouring 
Malaysian states. Responding to the water 
crisis in Malacca, for example, Johor has 
agreed to provide extra water to the state. 
“We can do all this without a national water 
authority,” says Muhyiddin. 

Muhyiddin argues that most states do 
not have an acute water problem, and 
those which face periodic shortages can 
work out sharing schemes with neighbour- 
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Muhyiddin: independence. 


ing states. Moreover, the federal govern- 
ment already plays a significant role in di- 
recting water resources through the loan of 
expertise and securing of financial support 
to build dams. One way to enhance the ef- 
ficiency of water management, Muhyiddin 
suggests, would be for Kuala Lumpur to 
extend more assistance in the form of 
grants and soft loans. 

He insists that his misgivings about 
the federal water plan are shared by 
officials in other states. “We in Johor 
are more vocal and make known our stand, 
but other states feel the same,” he said. 
But he admits that Johor’s tendency to 
scrutinise federal intentions closely is often 
taken as a churlish disregard for the na- 
tional interest. 

"Johors reservations should not be 
considered + anti-national,” Muhyiddin 
counters. “What comprises the national 
interest is a composite of states . . . the 
structure of the federal system has to be 
upheld.” 

Clearly, though, there is discomfort 
with the way in which the federal govern- 
ment has tackled the water issue. “Their 
approach has been un- 
diplomatic and neglect- 
ful of protocol" claims 
Muhyiddin. For its part, 
the Ministry of Works in- 
sists that no legislation 
will be tabled in parlia- 
ment until all the state 
governments have been 
properly consulted. "To 
date," Muhyiddin al- 
leges, “I have not even 
received a note from the 

Sources in Johor not 
connected with the state 
government question 
whether the state's high- 
profile and energetic 
state minister is in a 
strong position to oppose 
Kuala Lumpur on this 
issue. "He must bow to 
local pressures because 
water is an important source of local rev- 
enue, but he can also come under pressure 
from the United Malays National Organisa- 
tion [Umno],” said a local lawyer. Muhyid- 
din was a contender for one of the three 
Umno vice-presidencies in the last party 
elections, but was not elected. 

Another view is that even when armed 
with a national water body, the federal gov- 
ernment may be powerless to enforce its 
authority unless water is removed from the 
state list enshrined in the constitution. In 
that case, the federal government would 
face the prospect of having to amend the 
constitution. "They can do this," remarked 
a Johor lawyer, "but it will mean the states 
have almost nothing of their authority 
left." * 


18 JULY 1991 


REGIONAL AFFAIRS 





MALAYSIA 


Mahathir consolidates Malay mainstream politics 


Mellowed maverick 








By Suhaini Aznam in Kuala Lumpur 


n style, he has matured. In his con- 

victions, he remains unchanged. And 

to pressmen he still flashes that sar- 

donic smile when asked questions he 
would rather not answer. But he has learnt 
to camouflage his barbs better. Ten years in 
office, Prime Minister Datuk Seri Mahathir 
Mohamad has grown wiser to the ways 
of his countrymen, without himself chang- 
ing those earlier convictions which had 
stamped him as a rebel in his political 
youth. 

A heart attack and a multiple bypass in 
January 1989 has barely slowed him down. 
The man is indefatigable, noted a cabinet 
colleague. Younger ministers have found 
themselves dozing off on the elec- 
tion campaign platform, exhausted 
by his pace, while Mahathir, 65, 
would be holding forth at the ros- 
trum in the noonday heat. In flight, 
between campaign stops, while his 
entourage dozed or chatted, Maha- 
thir would read cabinet briefs, catch 
up with the newspapers, and edit 
his speech, recounted his aides of a 
typical election swing-around. 

That drive and commitment goes 
hand in hand with an almost trans- 
parent notion that he is the best man 
for the job. If Mahathir has been 
criticised for anything, it is his do- 
minant — some call it autocratic — 
style of leadership. 

In the mid-1980s, when Mahathir 
and his style were the main topic 
of conversation in the parliament 
lobby and coffee shop, cabinet col- 
leagues and cab drivers alike com- 
plained about his seeming unwill- 
ingness to listen to opinions other than 
his own. Today he is still willing to take 
people on but less prone to shoot from the 
hip. 

His insistence on promoting the East 
Asia Economic Grouping, despite resist- 
ance even from fellow Asean members, 
and his readiness to take Australia to task 
over a series of misunderstandings and per- 
ceived slights, are a hallmark of the man. 
His detractors label it obstinacy; his admir- 
ers call it strength of conviction. 

The past 10 years have arguably been 
the most exciting, demanding and nerve- 
wracking for Malaysia in 34 years of inde- 
pendence — in part due to a combination 
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of events at home and abroad, and in part 
due to Mahathir's own, characteristic take- 
the-bull-by-the-horns response to them. 
Malaysia survived a recession, dented a 
few institutions, survived a  near-split 
among the politically dominant Malays, 
saw various people arrested and detained, 
and now sees itself on the road to becom- 
ing a newly industrialised country. 

Mahathir swung into office on 16 July 
1981, announcing that every civil servant 
was to clock in and out to ensure efficiency 
and discourage laggards; they were to wear 
name tags, to allow the public they served 
to recognise them and thus promote ac- 
countability. He set the standards, coining 
the slogan "leadership by example." 

It was under his premiership that 





Mahathir: ‘leadership by example.’ 


Malaysia converted to the metric system. 
Mahathir also adopted a uniform time zone 
for the country — instead of one for the 
peninsula and another for Sabah and Sara- 
wak — and made it compulsory for govern- 
ment servants to declare their assets. 
Everyone was impressed. It looked like 
the start of the promised “clean, efficient 
and trustworthy” government that was 
Mahathir's slogan in the early years of his 
administration. 

The slogans came thick and fast. None 
of the three previous prime ministers had 
enjoyed such a high public profile, perhaps 
because the media then was not as sophis- 
ticated. The "Semarak" campaign, a series 
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of meet-the-people sessions, took Mahathir 
to towns all over the country to address 
crowds of thousands bussed in from neigh- 
bouring villages. 

The media faithfully recorded him plant- 
ing a tree, helping build a house for a desti- 
tute grandmother, helping to haul in a fish- 
ing boat in Trengganu state. After a while, 
the public tired from the overkill. 

Keen on innovation and industrialisa- 
tion, he proceeded to push for the first 
made-in-Malaysia car, the Proton Saga, in 
the face of sceptics and cautious feasibility 
studies. The first Proton Saga rolled off the 
assembly line in 1985. Today, demand for 
the Proton Saga is so great that there is a 
three-to-four-month waiting list for new 
orders. It has gone through two design 

changes and, between 1987 and last 
; October, 24,263 cars were exported 
to 11 countries. 

It was with the Proton Saga in 
mind that Mahathir dropped his 
next bombshell, suggesting that 
Malaysia aim for a 70 million popula- 
tion by 2010. His rationale was that if 
Malaysia was to become an indus- 
trialised nation, it would need a 
large enough domestic consumer 
base to support its various indus- 
tries. With protectionism on the rise 
in developed countries, Mahathir 
wanted to avoid the risk of over- 
dependence on foreign markets. But 
given efforts worldwide to control 
population growth, Mahathir's 
startling pronouncement fanned a 
raging debate. 

His other detractors have labelled 
him an engineer of multimillion- 
dollar development projects, and 
blamed him for not spending enough 
time with the rural poor. Mahathir reacted 
by taking to task the reporters who trailed 
him on his rural visits and, instead of writing 
about his rural programmes, took that op- 
portunity to question him on events in Kuala 
Lumpur. “Why follow me to the kampong?” 
he asked once. “And then I am accused of 
showing no interest in rural development, 
paying attention only to heavy industries.” 

Mahathir's uneasiness with the press is 
legendary. Although generally available for 
impromptu question-and-answer sessions, 
Mahathir seems uncomfortable at being 
button-holed by pressmen and seems to 
see the press as a necessary evil. On his 
good days, his replies are blunt; when eva- 
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sive, he retreats behind condescension. 

He is just as scathing of Western-edu- 
cated lawyers, human-rights activists and 
environmentalists from abroad who seem 
blind to the realities of Malaysia. 

Lawyers clamouring for constitutional 
safeguards in defence of parliamentary 
democracy have been told that the 
Westminster model is not necessarily the 
best or only form of democratic govern- 
ment. Human-rights advocates were re- 
minded that Malaysia’s multiracial mix and 
religious sensitivities demanded a different 
approach, and again, that Western defini- 
tions of human rights need not apply in the 
Malaysian context. 

Through it all, and regardless of what 
they thought of his domestic policies, 
Malaysians were generally proud of his for- 
eign-policy initiatives. 

Even his detractors applauded the way 
he stood up to the Western powers, appe- 
aling particularly to Malaysian youths eager 
to shed the last sentimental habits of a 
colonial past. His championing of South- 
South issues, the interests of small Pacific 
islands, his offer of technical assistance to 
some African countries and his wooing of 
South American investors all 
gave his foreign policies an in- 
novative stamp. 

Whereas his predecessors 
had followed the traditions of 
close ties with the former colo- 
nial power, Britain, Mahathir 
swung 180 degrees and pushed 
for a Look East Policy. In 1981, 
when the British raised tuition 
fees for foreign students and re- 
fused to make any concessions 
for the 15,000 Malaysians 
studying there — the single 
largest group of foreign stu- 
dents in Britain — Mahathir de- 
cared a Buy British Last policy 
that was to take a few years to 
be changed. 

Today, however, he has 
come almost full circle. In 1988 
Malaysia signed a memorandum of under- 
standing with Britain to purchase US$1.61 
billion worth of defence equipment. 

Now it is Australia that claims bottom 
spot in Mahathir's diplomatic roster. His 
unhappiness with the Australian Govern- 
ment goes back a few years but the last 
straw was the airing of the Australian 
Broadcasting Corp. television series Em- 
bassy, which contained what was perceived 
by Kuala Lumpur as disparaging references 
to Malaysia. 

Mahathir lashed back, saying that "as 
much as they can say nasty things about us 
and expect us to smile, they should be will- 
ing to have nasty things said about them 
or nasty actions taken against them." Al- 
though government officials do not expect 
this bout with Australia to degenerate to 
the depths of the row with Britain in the 
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mid-1980s observers note that Mahathir 
does not forgive or forget easily. 

His domestic policies bear the same no- 
nonsense stamp. The friction between the 
Sabah state government and the Centre, for 
instance, has escalated during Mahathir's 
time. Kelantan, which switched from the 
Parti Islam (Pas) to the United Malays Na- 
tional Organisation (Umno) in 1978, re- 
verted to Pas rule in 1990. More recently, 
Mahathir's decision to take water out of the 
states' purview and bring it under federal 
control, has upset even Johore state, the 
cradle of Umno. 

In his domestic policies, Mahathir 
favours centralised government. Although 
it has never been spelt out, he believes that 
a strong leader at the Centre who knows 
what is good for the populace is better than 
overlapping systems of checks and ba- 
lances, which would only reduce efficiency, 
noted an Umno colleague. 

Nevertheless, Mahathir led the National 
Front, the ruling coalition dominated by 
Umno, to victory in three general elections 
— in 1982, 1986 and 1990 — and retained 
the Front's two-thirds majority in parlia- 
ment. “He is a very lucky fellow," noted a 





Musa and Mahathir: turning adversity to fortune. 


political observer. But good fortune tells 
only half the story. 

Without a doubt, Mahathir is a survivor. 
Unlike his three predecessors who were all 
lawyers by training, Mahathir has little time 
for debate and consensus, preferring swift, 
remedial action instead. His solution to 
problems stems from his medical training. 
To him, problems are like cancer. And a 
cancerous growth must be cut out. It is bet- 
ter that a patient die because an operation 
failed, than that he should die because his 
doctor was too frightened to chance an op- 
eration, Mahathir once told newsmen at a 
dinner gathering. 

Brinkmanship is definitely Mahathir's 
style. In the run-up to the October 1987 ar- 
rests, when both Malay and Chinese politi- 
cans aired potentially provocative, racial 
demands and traded veiled threats, Maha- 
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thir allowed the public exchange to go on 
for a few weeks before clamping down. 

Police arrested 106 people, including 
opposition MPs, officials of public-interest 
groups, environmentalists, lawyers, Chi- 
nese educationists and church activists in 
the largest "security" swoop since the anti- 
communist Emergency ended in 1960. 
The 106 were detained under the Internal 
Security Act (ISA); some were subsequently 
released, and others placed under two-year 
detention orders without trial as provided 
for by the Isa. Mahathir was home minister 
and the detention orders carried his signa- 
ture. With the tension diffused, Mahathir 
emerged as the man of the hour. 

If the mark of a great leader is the ability 
to turn adversity to good fortune, Mahathir 
has certainly mastered the art. By the mid- 
1980s a measure of disillusionment had set 
in among some of his former fans and al- 
lies. His trusted second-in-command, then 
deputy prime minister Datuk Musa Hitam 
quit in 1986, citing irreconcilable differ- 
ences. But if Musa had expected Mahathir 
to step aside, he was in for a disappoint- 
ment. Mahathir adroitly turned the tables 
and emerged stronger from the Musa vote 
of no confidence. 

Nevertheless, the murmurs 
of dissent within his own 
Umno ranks swelled so that 
in 1987 his former finance 
minister Tunku Razaleigh Ham- 
zah banded with Musa to lead 
a small posse of party dissi- 
dents to challenge Mahathir's 
leadership of Umno — thereby 
making a simultaneous bid for 
the premiership. Razaleigh lost 
by 43 out of 1,500 votes. Maha- 
thir remained unfazed. “A vic- 
tory by one vote is still a vic- 
tory,” he declared. 

In February 1988, after a 
protracted court battle over 
the validity of the 1987 party 
elections, Umno was dissolved. 
The party then split in two, 
with Mahathir leading the reconstitut- 
ed Umno Baru and Razaleigh the Semangat 
'46, or spirit of 1946, which invoked 
the original spirit of Umno's founding 
fathers. 

In effect, Mahathir had neutralised 
Razaleigh, since the latter was not allowed 
to join Mahathir's Umno Baru. For a year, 
Mahathir criss-crossed the peninsula, woo- 
ing the Malay grassroots and consolidat- 
ing his position. In 1990 he was convinc- 
ingly returned in the general elections, 
quashing a Razaleigh-led multiracial oppo- 
sition coalition. 

“You either love him or hate him, but 
no one is neutral about him,” a veteran 
politician once said of him. That too has 
passed. Mahathir has graduated from 
being the issue on everyone's lips. Perhaps 
because Malaysians have tired of politics, 
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and, in good times, are now too busy mak- 
ing money, or because Mahathir himself 
has learnt to occasionally side-step the spot- 
light, the prime minister is no longer the 
controversial figure he once was. 

Among party loyalists, Mahathir has 
been dubbed the "father of modern Ma- 
laysia, placing him a generation away 
from his predecessors who were linked to 
the fight for independence and develop- 
ment efforts in the country's infancy. Ma- 
hathir was clearly chief architect of the re- 
cently unveiled New Development Plan, 
the successor to the New Economic Policy 
(1970-90), which was designed to eradicate 
poverty and redistribute the national 
wealth. 

Invariably consistent, many of the 
policies he has introduced, the changes he 
has championed and the situations he has 
railed against stem from his earlier views of 
the country and especially the Malays. 

His book, The Malay Dilemma, first pub- 
lished in 1970, is, if anything, more signi- 
ficant today in the light of what Mahathir 
has tried to achieve. In it are the landmarks 
of where he has been, and a few pointers to 
where he still wants to lead the country. 

Mahathirs greatest impact derives 
from the Malay dilemma he describes in his 
book, where traditional Malay society is 
torn between an adamant sense of its birth- 
right and an innate desire to be polite and 
accommodating of others. Today a decade 
of schoolmaster-style lectures from Maha- 
thir has helped change Malay society to one 
which has learnt to be more self-confident 
— to the point of being almost abrasive — 
less accommodating of other races, more 
money conscious, more direct in its de- 
mands, and, ironically, more likely to chal- 
lenge authority. 

In the placid political landscape of the 
past two years the only topic of debate has 
been the sensitive question of succession. 
Mahathir's allies are quick to point out that 
there is no one else on the horizon who can 
match him in ability. His critics point out 
that Mahathir himself wants to perpetuate 
that notion by not naming a successor and 
by playing a game of divide and rule within 
Umno. 

The consensus is that Mahathir is not 
about to step down. "Why should he?" de- 
manded a cabinet colleague. Indeed, Maha- 
thir has bounced back as strongly from his 
heart attack as from his political travails. He 
jogs regularly to keep fit, and has taken up 
carpentry and horse riding for relaxation. 
And for a man of his age he adapted re- 
markably well when he took his first formal 
ride, according to a riding instructor. 

"Mahathir will die in the saddle with his 
boots on," said a former minister having a 
private laugh at the three Umno vice-presi- 
dents jostling to succeed him. "Mahathir 
enjoys what he's doing." To those watch- 
ing him closely, any talk of succession is 
premature. " 
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PHILIPPINES 


Tribe trusted in Mt Pinatubo's protection 


Valour under fire 


By Donald Goertzen in Floridablanca 


rior to its eruption last month, Mt 

Pinatubo was, for most Filipinos, lit- 

tle more than a picturesque detail on 
the Central Luzon skyline. But for the 
Aeta, a Negrito tribe of 50,000, the moun- 
tain is the place where earth and heaven 
meet. 

It is the dwelling place of the Aeta 
creator god, Namalyari, and the source of all 
the other spirits, or anito, who give life to all 
people, plants and animals. The mountain 
has its own spirit, too, who rarely shows 
anger but who does demand respect, ac- 
cording to Cabuio Liwanog, an Aeta com- 
munity leader. 

Nothing in Aeta folklore hints at prior 
experience of volcanic activity, though 





Aeta evacuees: no hope of return. 


geologists claim the last time Pinatubo 
erupted was some 600 years ago. This lapse 
suggests that it is only over the past half a 
millenium or so that the Aeta have been 
driven steadily higher up the slopes by suc- 
cessive waves of Malayo tribal migration 
and the predations of slave traders, loggers 
and hunters in colonial times and after. 

Now the Aetas’ unhappy history has 
entered a new, tragic chapter: a time of 
exodus. Their homes buried by metres of 
volcanic ash from a mountain they re- 
garded as their protector, they huddle for- 
lornly in evacuation centres here and pon- 
der their uncertain future. 

One old man weeps continuously for a 
village he may never see again: “Every- 
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thing was destroyed. Everything is dead. 
Nothing like this has ever happened to us 
before and we don't know what to do." It 
looks unlikely that the majority of Aeta will 
be able to return to their villages any time 
soon — if ever. Pinatubo continues to spew 
ash, mudslides are an ever-present threat 
and tremors are a daily occurrence. 

Officials talk about relocating them to 
other mountainous regions. But the Aeta 
say they cannot imagine making a home 
anywhere but their current domain in 
the mountain chain straddling Zambales, 
Pampanga and Tarlac provinces. Like other 
tribals, they have rarely participated 
in government decisions affecting their 
lives. 

The Aeta are one of the seven so-called 
Negrito groups scattered throughout the 
Philippine archipelago. Anthropologists 
agree the Negritos were the first inhabitants 
of the Philippines, and some argue that 
their presence on the islands goes back at 
least 30,000 years. 

They are similar in appearance to Aus- 
tralia’s aboriginal people, and to the bush 
tribes of Africa. The Negritos were mar- 
ginalised in their own Philippine home- 
lands by successive waves of Malayo peo- 
ple, ancestors of most modern Filipinos. 

The Aeta have kept no written records, 
and for them history does not go much 
beyond the memories of the community's 
oldest members. According to Japanese an- 
thropologist Hiromu Shimizu, author of 
The Pinatubo Ayta, they probably practised 
lowland agriculture before the arrival of the 
fierce Sambal tribe, a Malayo group from 
whom Zambales province receives its 
name. 

The Aeta were easy targets for Sambal 
youths, whose culture required them to kill 
another human being to prove their mascu- 
linity. No wonder the Negritos fled to the 
hills. Nevertheless, the Aeta continued to 
trade with the lowlanders, and even adopt- 
ed the Sambal language. 

Malayo tribesmen were not the only 
ones hunting the Aeta. The Spanish ad- 
vance in the early 17th century introduced 
the slave trade into Central Luzon. As late 
as 1910, when the Spanish had already 
been replaced by American colonial over- 
lords, Aetas were still being kidnapped and 
sold to lowlanders for P60 (US$2.18) apiece. 

Even after the eventual demise of slav- 
ery, under the Americans, the Aetas' do- 
main continued to shrink. The tribe still 
lays daim to the forest land contained 
within Clark airbase and adjacent Angeles 
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- the past several decades, a limited number 
-of Aeta have been permitted to live within 
the forested areas of Clark and Subic Naval 
. Base. 

They have been employed by the 
Americans as instructors in jungle survival; 
-some downed Vietnam War pilots owe 
¿their lives to what the Aeta taught them. 
As for their own survival, Aeta regularly 
. scavenge in the bases’ garbage dumps and 
| - at some risk — salvage spent shells in 
.. Clarks Crow Valley combat instrumenta- 
tion range. 

Such adaptations are typical of what 
_.. Shimizu lauds as the Aetas’ openness to 
.... new situations. The anthropologist argues 
<- that the Aeta have survived precisely be- 
-= cause they are not governed by rigid cul- 
_ tural rules. For instance, neighbouring Aeta 
villages often pursue quite different forms 
-of livelihood. 

a Not long ago, many Aeta were hunter- 
< gatherers. Wild pigs and deer were a major 
.. source of protein until logging diminish- 
= ed the forest habitat. Then some of them 
<2" switched to shifting cultivation of root crops 
and vegetables, some raised bananas for 
-= sale in lowland markets, while others grew 
|... corn and upland rice — at least until the 


«^. eruption of Pinatubo. 
[o B homeland might be more than even 
ue the adaptable Aeta can bear, despite 
<= what Floridablanca Mayor Tito Mendiola 
-< praises as their industriousness and re- 
<>- sourcefulness. Floridablanca plays host to 
= about 700 Aeta families crammed into a 
=> local school, one of several evacuation 
centres jointly operated by the central gov- 
ernment. 
He Not everyone in Floridablanca shares 
_ the mayors admiration of the Aeta. The 
=> town was hard hit by the ashfall, too, and 
_ hungry citizens became so jealous of the re- 
_ . lief food supplies that it took police inter- 
vention to prevent them from raiding and 
_ — burning the evacuation centre. To quell dis- 
content, Mendiola decreed that half the 
food sent to the centre would be shared 
||. with the surrounding community. 
... The Aeta, for their part, are anything 
but happy about accepting charitable relief. 
Enforced idleness is one of the hardest 
arts of life in the centre. An Aeta grand- 
mother explains that women keep busy 
with cooking but, for the men "Keeping 
them here is really cruel . . . We feel bad in- 
-Side to keep receiving gifts, A great debt is 
building up. We have to go home.” 
.. That might not be so easy, though. 
. Aetas are hoping to return to the villages at 
: lower elevations that were less hard hit 
by the ashfall. But they fear that Filipino 
„paramilitary groups may steal what re- 
- mains of their villages. Already, roofing 
. materials from Aeta huts have cropped up 
_ atop the homes of these militiamen, accord- 


ut the destruction of their mountain 





















City as part of their ancestral domain. For 


TAIWAN 


In search of 
recognition 


“If North and South Korea can join the 
UN, why can't we?" Frustration over 
Taiwan's isolation in the international 
community is running deep and this re- 
frain is now heard from lawmakers in 
the ruling Kuomintang (KMT) as well as 
the opposition who are urging their gov- 
ernment to be more active in gaining in- 
ternational recognition for the island. 

Although the idea of renewed UN 
membership has languished among Tai- 
wan's independence activists for years, 
it now has the bipartisan support of 
legislators. The lawmakers approved a 
resolution in June calling on the govern- 
ment to return to the UN "at an appro- 
priate time." The language was a com- 
promise with the Foreign Ministry 
which argued that Taiwan needs an un- 
specified number of supporters among 
UN members before the application can 
be seriously broached. 

There is also the problem of what 
name to use. Taiwan has applied to join 
Gatt as the customs territory of Taiwan, 


ing to evacuees at the Floridablanca centre. 

Nor can the Aeta confidently rest their 
hopes on government protection, despite 
explicit recognition in the Aquino govern- 
ment's 1987 constitution of tribespeople's 
rights to ancestral domain. Anthropologist 
Pons Bennagen, who served on the com- 
mission that drafted the constitution, ad- 
mits that rip-offs like illegal logging still con- 
tinue on tribal lands. 

Nevertheless, he maintains that there 
are now "people in government who are 
responsive to the interests of tribal 
Filipinos, and there has been a lot of politi- 
cal organising going on among tribal 
groups." The previous Marcos dictatorship, 
by way of contrast, treated tribals with "be- 
nign neglect" though it affected tribal 
terms in its political idiom in a populist bid 
to emphasise continuity with the pre-His 
panic past. | is 

Even as Marcos hailed Negritos á as ‘the 

“original Filipinos,” the government agen- 
cies he established to protect them were 
sometimes at the forefront of opening their 
areas up to logging, Bennagen charges. 
Nowadays, he adds, tribals have grassroots 
advocacy groups of their own. 

At least one of those grassroots advo- 
cates, however, believes the changeover 
from Marcos to Aquino has meant no more 
than "an improvement on paper," as far as 




















Penghu, Jinmen and Matsu, the islands 
now under KMT control. But there is no 
such special provision for UN member- 
ship. Oppositionists say they prefer to 
apply under the name "Taiwan." 

No one expects Peking would fail to 
veto Taiwan's application. But support- 
ers say the attempt would edel a more 
dignified and less passive response to 
Peking's claim that Taiwan is only a 
local government. It might also win sup- 
port for Taiwan's bids to join other inter- 
national organisations, including Gatt. 
Even if it were only a symbolic gesture, 
advocates say the application would 
make it clear that Taiwan does not ac- 
cept Peking's claim to represent the is- 
land in international bodies. 

Senior government officials admit 
that more innovative diplomacy is 
needed if Taiwan is ever to restore the 
balance between its economic muscle as 
the world's 13th-largest trading nation 
and its lack of international standing. 
Re-applying to the UN, however, 
would force the government to confront 
the legacy of Gen. Chiang Kai-shek's 
foreign policy. It was the generalissimo 
who ordered his diplomats to walk out 
of the UN to avoid the humiliation of ex- 
pulsion. With the advantage of hind- 
sight, liberal scholars have concluded 
this was a diplomatic blunder. 

u Julian Baum 





tribals are concerned. Aeta leader Pablo 
Santos, who serves as secretary-general of a 
national association of tribal Filipino organi- 
sations, says that laws designed to protect 
tribal rights are all too often unim- 
plemented. 

The resettlement question in the after- 
math of the Pinatubo eruption could pro- 
vide a tragic case in point. The central gov- 
emment’s Office of Northern Cultural 
Communities insists that if permanent relo- 
cation becomes necessary, the Aeta will be - 
extensively consulted before any concrete 
plans are made. But Aeta leaders say no 
one has asked them about relocation. 

Some Aeta are convinced the eruption | 
was the result of three holes drilled and - 
then abandoned in 1989 by the Philippine | 
National Oil Co. as part of its geothermal 
exploration programme. Ever since the drill- 
ing, Aetas have complained of a sulphur- 
ous smell and chemical contamination of 
the rivers. These and other inc j 
such as loggi ng, ha 










peat for us to 





suffer so mist There is no place to go. 
We can only hope tha the mountain will 
soon take us back.” 7 B 
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We are committed to using them more rationally 
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Increasing efficiency 
by another 976 


Efficiency - a magic word in power 
generation. Greater efficiency 
means using fewer resources, and 
that in turn is a plus for the envi- 
ronment: emissions are reduced 
and our resources conserved, 

so thermal and electric power are 
generated without any negative 
environmental impact. 


New processes and options from 

Siemens are opening up new per- 

spectives — in terms of cost-effec- 
tiveness, too. 








More efficiency with combined 
cycles 

While simple-cycle steam power 
plants reach a maximum 
efficiency of 4396, our unfired 
combined-cycle (GUD) plants 
have already achieved 5296, for 
example the Ambarii plant in 
Turkey. 


Great future for coal 


me RE E d 


Advanced gas turbine technology 
for GUD plants has also helped us 
to open up new perspectives for 
coal-fired power plants. By pro- 
ducing fuel gas from coal, we are 
able to achieve efficiency levels 


























which are 5% higher than in con- 
ventional coal-fired power plants. 


Clean energy 


Only cost-effective, clean power 
generation will be able to meet the 
growing worldwide energy de- 
mand while conserving resources. 
We are committed to putting this 
principle into practice: In all fields 
of power plant engineeri ng we 
design, develop and 'supply state- 
of-the-art-systems, equipment and 














turnkey plants tailored towards 
pollution control and higher cost- 
effectiveness in power generation. 











Blading of a 150 MW gas turbine DR T UD 
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Committed to the future. c 
Siemens Power Generation 2. 





Siemens AG, Power Generation Group, 
Hammerbacher Str.12 - 14, W-8520 Erlangen, Germany 


A19100 - UOI - 2216 - X - 7600 






























propos the various food and diet- 
ary fads I was going on about last 
week, Simon Rodwell sends this 
| headline from a Hongkong news- 
.| paper with the comment that these days it 
i seems that almost everything is bad for 
ee E: ~ 





_ | Of course, Western food fads are as nothing 
_ | compared with the links the Chinese make 
__| between food and every imaginable bodily 
| fuction, illness and mental condition. A 
jend from Karachi recently visited Peking 
and stayed at the China Beijing Hotel, 
_ | where the Middle Tower restaurant was 
_ | featuring a menu of “Medecine Dishes" 
..| from Sichuan province. The dishes were 
-| listed, with (some fairly steep) prices and 
-| descriptions of what they purported to cure 
. | or improve. 


| Soup with Lysium Chiense and Ox 
«| .. Reproductive Organs ... Rmb 28.10 


Nourishing Liver and Kidney 
Stewed Venison with Chinese 
Angelica and Ginseng  ......... 59.50 
p Benefit with Vigour Nurtriment 
< and blood 
. Chicken with Ginseng in 
TTC V— 28.10 
Nourishing Five Organs 
Stewed Duck with Ginko ..... 22.40 


Nourishing Five Organs and 

Stomach 

Steamed Chicken with 

. Astralagus 

Strengthening functional power 

. and nourishing heart and spleen 

< a Sauted Leaf Mustard and 
Mushroom  ........eem 19.40 

peers ~ vital energy 





Crystal eni di 
Diseases of weakness or exhau- 


DEREK DAVIES 


pn—— —— ————————————— ERR Heb ATR Ay 


Travellers Tales 


sion 

Steamed Tremella and Lotus 

Seed: Suusdsneedto idee 10.20 
Nourishing negative elements 

and Lungs 

Celery with Shrimp Roe  ...... 10.70 
Nourishing liver and giving up 

the diseases caused by heat 

Steamed Dumplings with 

Lysium Chinese ................... 6.00 
Nourishing Liver and Kidneys 

Steamed Dumpling with 

Black Sesame | .......... e 3.00 
Nourishing liver and Kidneys 

and blacked hair and beard 


Apart from wondering how one bene- 
fits from a dish which nourishes negative 
elements and suspecting that phrases such 
as "diseases of weakness and exhaustion" 
and "strengthening waist vital energy" are 
euphemisms for functions which the mak- 
ers of Chinese traditional medicines nor- 
mally describe more brutally. I was 
charmed by the final dumpling course. 


| was reminded of another product, Black 
Rice Wine, sampled recently in Xian by a 
visiting Jesuit priest and lauded in a prom- 
otion pamphlet in Chinese promotional 
purple prose: "An exotic production, black 
rice wine, merely produced by yang county, 
shaanxi province. A tonics fanous for 
building up vital energies and nourish- 
ing the blood is not lower than its queer col- 
our and inviting perfume . . . We company 
change the nature present into a more fan- 
tastic series of systematic production, crys- 
taline black of colour, intoxicating fragr- 
ance of wine, slighly sweet, plump and 
smooth-skinned, simple and pure taste, 
abundant in eight kinds of aminoacids for 
human body necessities." 

At this point, “plump and smooth-skin- 
ned” one would suppose the blurb-writer 
had been studying the more limpidly af- 
fected prose of the wine experts in the Lon- 
don press, but then he rather spoils the ef- 
fect by recording that the wine has won the 
“Flying Golden Dragon” prize awarded at 
(wait for it) the Ministry of Light Industry. 
The blurb never really recovers from that 
body-blow (“Industrial waste?” I hear you 
cry), as the writer goes on to claim the pro- 
duct in being marketed in 17 municipalities 
and provinces, as well as in the US, 
Europe, Singapore etc., while “it is hon- 
ored welcome present of enjoyment of the 
nobles only, none to second in the world 


by Hongkong commercial circles.” 
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The writer must have a curious view of 
Hongkong society, stiff with nobles who 
are of course "none to second." 

The wine, to sum up, should be drunk 
regularly: "Drinking through all year 
would being you energetic and stronger 
kidney, bright eyes and smoothing blood, 
permanent black hair and longevity 


So, drink the wine and eat the China Beijing - 
Hotel's steamed dumplings with black | 
sesame, and you'll be guaranteed perma- 
nent black hair, blacked hair and beard. 
Fine if vou're an Asian male, not so good if 
you happen to be a blond woman. 












atte iR EN M M arn ACA ees radere maa tite RP A td rye a hammer nnt tp past A HP ttai ie 





We've had a couple of nastily named Japan- 
ese drunks Pokari Sweat (“Have a nice cold 
glass of sweat!") and Mucos ("Have a nice 
warm glass of mucos!'). Now comes a 
Chinese drink, made of lychees and called 
of course: 





Have a nice cold glass of squashed 
leeches! 





Computer hackers have invented a new 
game, based on the sideways happy face :-) . 
called a Smilie, with no acknowledgments | 
to John le Carré. His opposite, which | 
should be called a Frownie, is :-(. This new- 
fad was taken up recently by the San Fran- | 
cisco columnist Herb Caen, who found | 
himself deluged with readers’ variations. 
These included :-D (a Laughie); *8/:~) (a | 
woman in an Easter bonnet); $*%:-) (Car- 
men Miranda); *;0) (Bozo the clown); :-)% 
(a boy on a skateboard) and just plain) 
(that's the Cheshire Cat). The best one was 
simply 7:-) (Ronald Reagan). 

I've thought of []:0Q X(W. C. Fields, with 
cigar); (:-4 (Marcel Marceau); C):~) (Charlie 
Chaplin; 7:8. (Robin Day);  «8-« 
(Groucho Marx); 7:-«( (Hitler); 7:—[] (Hitler 
at Nuremberg). Can't make any Asian faces 
fit. Any ideas? w 
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After February's coup the military promise return to democracy 


Slow ahead 


By Rodney Tasker and Paul Handley in Bangkok 


hailand's political and 

economic develop- 

ment remains today, 

as it has been for dec- 
ades, full of anomalies. Demo- 
cracy is the growing cry of 
politicians, businessmen and 
even military leaders, as well as 
the electorate which has tasted 
a new degree of plurality. Yet 
the country is passing through 
a tunnel in which the military 
hold the political reins of 
power, with an appointed gov- 
ernment at least nominally 
doing their bidding. 

The country’s continuing 
economic success story is 
the envy not only of Asian 
neighbours but of the reces- 
sion-buffeted industrial world, 
yet there is a depressing logjam of affordable projects to im- 
prove creaking infrastructure and keep Bangkok from total chaos. 

While development — and prosperity — are very unevenly 
spread over the country, with a heavy concentration on Bangkok, 
and there is a heavy price in damage to the environment, the econ- 
omy continued to surge ahead, even if it has come off the boil, and 
despite the fact that tourism is facing hard times. 

The Gulf War came as a blessing in disguise, helping to damp 
down the overheated property and stockmarket speculation which 
had threatened to propel the country into a boom-and-bust cycle. 
But a 10% growth rate at the end of 1990, with inflation held at 6%, 
even if it was down from 12% the year before, was still good. 

And the military-installed government is taking its window of 
opportunity to complete some fundamental financial reforms. 
After removing foreign exchange controls, it almost completely 
freed current-account transactions and raised the limits on capital 
flowing outward without special Bank of Thailand permission. The 
third stage, next year, will completely free all remaining controls. 

If the generals who launched the 23 February coup to oust 
the government of Chatichai Choonhavan are to be believed, 
a new constitution will be drawn up by the end of the year, 
followed by general elections by April 1992. At the moment, 
many observers are prepared to give 
the military junta the benefit of the 
doubt, mainly because the generals have 





Bangkok's creaking infrastructure. 


On other pages 


Again, this highlights a fun- 
damental anomaly in Thailand’s 
political destiny. Chatichai had 
come to power in August 1988 
with great fanfare as head of 
the first fully elected govern- 
ment in 12 years. Thais proudly 
proclaimed that democracy had 
at last become substantially 
rooted in the political system. 

Just about everybody, there- 
fore, was caught off-guard by 
the February coup. “Not 
again,” was the main reaction 
as martial music once more 
dominated the air waves, in- 
terspersed by television an- 
nouncements by awkward- 
looking military officers. The 
generals said Chatichai had 
been arrested and his govern- 
ment overthrown because it had become massively corrupt, was 
seeking to establish a “parliamentary dictatorship,” and was trying 
to emasculate the bureaucracy, induding a military machine which 
has traditionally played a political role in the country’s progress. 

However, this was a different sort of coup, because it was low- 
key and, more important, widely accepted. Thais were fed up with 
the apparently insatiable greed and corruption which had per- 
meated the Chatichai administration. The political mood since then 
has become more cynical as people wait to see if the military are 
sincere in their pronouncements that this is just a pause to weed 
out the corrupt elements in the political system. 

One important consideration for the NPC was to ensure that 
their putsch, routinely condemned by the US and other Western 
countries, should not jeopardise Thailand's foreign-investment led 
economic boom. Cynics pointed to the fact that many of the gen- 
erals themselves benefited from a flourishing stockmarket and the 
general air of prosperity. 

The NPC's shrewd choice of widely-respected businessman and 
former diplomat Anand Panyarachun as interim prime minister 
heading a cabinet of competent former businessmen, bureaucrats 
and technocrats put paid to any doubts the military may have had 
about erosion of investors’ confidence. 

After four years of double-digit growth, 
economists forecast a growth figure this 
year of 8-8.5%, which means Thailand is 


kept their word by appointing a competent Politics ........scssssceseesseseresceeesees 33 still vying with neighbouring Malaysia and 
interim government which has been well ^ Economy ........................ 34 ^ Singapore as the Asean economic pace-set- 
received. The main strongman in the è ter. 

junta’s National Peacekeeping Coundl pyc Bere o coo BA eps to its promised political 
(NPC), Army Commander Gen. Suchinda The. oo An 44 programme and continues to avoid poten- 
Kraprayoon, also sounds convincing DRO ES SAS ass 45 tial friction with Anand and his civilian ad- 
enough in his constant insistence that he Deregulation dA ig ga ai ministration, it seems Thailand will con- 
does not want to become prime minister, Manufacturing ........................ 46 tinue to absorb its internal contradictions 
and that a return to democracy is just Poverty .....sessecsecssseseesneneeenees 47 and has little reason to be pessimistic about 
around the corner. the future. * 
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Siam Square is probably Bangkok's best 
known shopping area. Here you'll find silk 
and gems...rare arts and exotic crafts... 
designer clothes and fashionable leather 
goods. All at prices considerably lower than 
those at home. 

Now, at the very heart of 
Siam Square, you'll also find the 
luxurious Novotel - a classically 
French hotel with legendary —— i 
Thai hospitality. And, the largest H A N 
hotel swimming pool in ^' '  ' 
Bangkok (after bargain hunting, 


Tí ‘land 


Bangkok’s best shopping bargains. 


Now available beside your Hotel pool. 


a refreshing splash is very welcome). Guest 
rooms offer panoramic views of the city. While 
Novotel's excellent choice of dining experien- 
ces includes a Chinese restaurant serving 
authentic Cantonese and Szechuan dishes. 

From the hotel you can explore Bangkok 
in all its splendour. The Erawan 
Shrine is just a short walk away, 
and tours can be arranged to the 
magnificent Grand Palace, the 
Temple of the Dawn and the 
floating market. To find out 
more, talk to your travel agent or 
fill in the coupon. 


— E —— M ——  ———————— M ——— 


Please send me free brochures on 


Name: Address 


| The Novotel Bangkok 


| Thailand 


Mail to: Novotel Bangkok, Siam Square Soi 6, Bangkok 10330, Thailand 
Tel: (66-2) 255-6888 Tix: TH 22780 NOVOTEL Fax: (66-2) 255-1824 
or Tourism Authority of Thailand, Ratchadamnoen Nok Ave, Bangkok 10100, Thailand 
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POLITICS 


The march to 
democracy 


t has long been an adage of those monitoring the Thai political 
[: that the complexion of the military leadership is an 

essential consideration when assessing the current and future 
power equation. Now, perhaps more than ever before, that factor 
has come into play following the 23 February military coup which 
overthrew a fully-elected government — albeit widely viewed as 
weighed down by corruption. 

Although Thailand has a long history of military dictatorships, 
the entire decade of the 1980s was a period in which civilian-led 
democratic governments began to blossom. The fact that Thais 
have tasted a prolonged period in which the military basically 
stayed in their barracks, therefore, makes the current military po- 
litical situation different from all other preceding authoritarian 
episodes. Another difference is that the current military strongman, 
Army Commander Gen. Suchinda Kraprayoon, who is a deputy 
chairman of the ruling junta's National Peacekeeping Council 
(NPC), is publicly less politically assertive than his predecessors, de- 
spite the fact that he and his classmates of Chulachomklao Military 
Academy's Class 5 have an unprecedented grip on real power in 
the military leadership. 

The February coup itself was distinct from other military take- 
overs in the past. Before, coups have been mainly a vehicle for mi- 
litary figures to seize power either for themselves or their surro- 
gates. This time, all three military service commanders endorsed a 
move to oust then prime minister Chatichai Choonhavan's elected 
government, but with a pledge to restore democracy — now due 
to occur by April next year. 

Troops taking part in the broad-daylight putsch were 
spearheaded by men from the anti-aircraft artillery brigade, with no 
cavalry units involved, and therefore none of the tanks-in-the- 
Streets scenes that have characterised previous coups. This re- 
flected the fact that Chatichaís close aide, Maj.-Gen. Manoon 
Roopkachorn — since cashiered — was a cavalry officer, who had 
become a major target of the military leadership. 

Apart from their differences with Manoon — who fled to Ger- 
many after the coup — and, to a lesser extent, then deputy prime 
minister and former army commander Arthit Kamlang-ek, whom 
Chatichai had provocatively just appointed deputy defence minis- 
ter, the military leaders claimed a popular theme for their coup: 
dvilian government leaders had gone too far in amassing huge 
wealth through corruption and exploiting vested interests. The 
coup-makers also said Chatichai was intent on setting up a “par- 
liamentary dictatorship" and subverting the role of a traditionally 
powerful bureaucracy, including the military. 

The last reason was perhaps more important to the military 
junta than a popular crusade against corruption. Chatichai, whose 
coalition government had an overwhelming parliamentary major- 
ity, had effectively managed to enlist the support of most politi- 
cians and almost all of the major parties. In turn, the politicians in 
power were said to be manipulating senior bureaucrats in their 
ministries. Chatichai and his powerful coterie of young advisers, 
based in Pitsanuloke House, were accused of interfering with the 
police force by ousting the national police chief and moving other 
senior police officers in order to gain effective control. 

This had a substantial bearing on a police investigation into an 
alleged 1982 assassination plot, targeting Queen Sirikit, then prime 
minister Prem Tinsulanond and then army chief Arthit. Military 
leaders believed, with good reason, that Manoon had master- 
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minded the plot. Manoon had been a prominent figure in two 
faled coups in 1981 and 1985, launched by colleagues from 
Chulachomklao's Class 7, the so-called “Young Turks" who are de- 
spised by the Class 5 current military leadership. 

The next step in Chatichai's political programme, as the gener- 
als saw it, was a possible move to try to control the army. The Thai 
army is the senior service, and its commanders are not only 
strongmen in a military sense but enjoy considerable political clout. 
When Chatichai was arrested by air force officers as he was about 
to fly to the northern city of Chiang Mai for an audience with King 
Bhumibol Adulyadej, he was widely thought to be planning the re- 
moval of Supreme Commander Gen. Sunthorn Kongsompong — 
now chairman of the NPC — and perhaps also, at that time or later, 
Suchinda, both of whom had become increasingly critical of his 
government, and particularly the prime minister's office minister 
Chalerm Yubamrung. 

The outspoken Chalerm, now in voluntary exile in Denmark, 
had constantly tweaked military leaders with a view to keeping 
them off-balance, and the generals felt he was being used as 
Chatichai’s personal battering ram against the military establish- 
ment. 

From the military's point of view, the whole situation spelt ero- 
sion of their dignity and unwritten political status by civilian politi- 
cians whom they had long distrusted as self-serving opportunists, 
more preoccupied with their own vested interests than those of the 
people who elected them. Dignity is important to military officers, 
in Thailand as elsewhere. So is the power to have a say in the coun- 





Strongman Suchinda: no ambition? 


try's political destiny, which they take as their right as loyal defend- 
ers of the realm. 

Western-style democracy has never been known to be a priority 
in the military's somewhat narrow political lexicon. And when the 
new military junta's NPC said from the start that it was going to 
eradicate government corruption and traditionally rampant vote- 
buying in order to usher in a new era of clean democracy, there 
was some cynicism. Most Thais could not disagreee with the sen- 
timent, but few regarded those in the military leadership itself as 
squeaky-clean themselves. 

Some military critics at the time of the coup felt a reason why 
military officers, particularly lower-ranking men, were hostile to- 
wards the Chatichai government was that they were not getting 
their rightful share of the huge sums of dubious money washing 
around the top civilian echelons. 

A subsequent golf course scandal has not helped to improve 
such an image of the NPC, which up to then had faced only 
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prick opposition from student groups clamouring for a swift re- 
1 to democracy. The affair involves alleged illegal encroachment 
-on forest reserves at Khao Yai National Park, northeast of Bangkok, 
‘by a company carving out a golf course in the area. A military con- 
“nection came to light when it was discovered the course's designer, 
former leading US player-turned designer, Jack Nicklaus, had 
-used a Thai Air Force helicopter to survey the area. 

- Air Force Commander Air Chief Marshal Kaset Rojananin, a 
deputy chairman of the NPC, was put on the defensive. He was 
grilled by the press not only about the curious use of an air force 
helicopter, which he said he thought was being used for legitimate 


















lar golf-course project in nearby Nakhon Ratchasima. "It is normal 
for some military officers to have their personal business stakes," 
Kaset was quoted as saying. The Thai press had a field day with 
the affair, drawing attention to the fact that other top military offi- 
cers had similar “honorary” official positions with other golf-course 
_ projects: these included strong Suchinda himself, as well as his 
< brother-in-law, Gen. Issarapong Noonpakdi, who is the deputy 

: army commander, interior minister and NPC secretary-general and 


-tourism-related reasons, but about his own chairmanship of a simi- 


Gen. Viroj Saengsanit, the army chief of staff and a member of the 


The golf-course issue clearly eroded the claim by Suchinda and 
his colleagues that the NPC had purely altruistic motives in taking 
power, wanting only to clean up the country and bring fresh air 
into the political system. Since their coup, members of the junta 
have announced a crackdown on organised crime and the mafia- 
type warlords it has spawned, along with their vague intentions of 
spreading wealth and more administrative power to the rural 
areas, and proposals to curb the number of licensed firearms — an 
amazing 22 million such licences have been issued over the past 13 
years — throughout the country. 

As part of the anti-corruption campaign, Issarapong, in his 
capacity as interior minister, has sent teams of teachers, police and 
local-government administrators around the country to discourage 
people from accepting bribes from candidates at election time. 

But political commentators say this effort is unlikely to cut much 
ice with villagers in whom the vote-buying system at election time 
has become ingrained. And Thailand’s unenviable record of daily 
violent crime does not appear to have improved since the military 





Growth 
without tears 


.... By Paul Handley in Bangkok 


conomists and international development specialists are al- 
ready starting to forsake their hallowed Japanese, South Ko- 
: rean and Taiwanese models for a new one: the Thai model. 
— To them, Thailand's four years of double-digit growth represents 
the success of a decade of deregulation and honing of investment 
codes to produce one of the most user-friendly investment envi- 
ronments among developing countries. 
And indeed, seeing the Thai per capita GDP rise from US$775 in 
1986 to US$1,420 in 1990, jealous or admiring neighbours, from In- 
. . donesia and the Philippines to Vietnam and Laos, all have been 
-taking long looks at how Bangkok has done it. 
<: The model also presents a classic case of what pitfalls lie in wait 
after such rapid growth and liberal policies. Without strong rural 
-and urban development planning, new industry is highly concen- 
: trated in one area, leaving others out of the industrialisation loop. 
~ Never zoned and with woefully inadequate mass transit facilities, 
-the capital city is a mess, with traffic jams and pollution that make 
-visitors from Los Angeles happy to return home. 
Freewheeling market capitalism with a limited state role has left 
-the environment heavily damaged and natural resources over- 
"taxed. For more complex reasons, some areas of Thailand are lack- 
ing in infrastructure and trained man- : 
power, while the problem of rural poverty 
and distribution of the benefits of success 
confronts government planners and, if they 
care, politicians. 
After such heady, barely-controlled 
-growth, the Gulf War, with its dampening 
“impact on the global economy, came as a 
- blessing last August. It ensured an end to 
overheated property and stock-market 
- speculation which had threatened to propel 
the country into a boom-and-bust cycle. As 
: a result, Thailand slid through the end of 
. 1990 with a cool 10% growth rate, down 
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from 12% the year before, and inflation held at 6%. 

Even as the war ended, the slowdown was extended by the 23 
February coup at home and more sober assessments of the global 
economy abroad. Foreign and local investment applications have 
dropped off, without disappearing. Real estate developers and 
their bankers have begun to see the dangers of oversupply in the 
market, and numerous planned office towers, high-class residential 
condominiums, and hotels have been delayed or cancelled. While 
this may not forestall a crunch, if not an actual crash, in certain sec- 
tors of the market in 1993-94, it should at least curtail damage to the 
entire system. 

All in all, the economy has comfortably shifted into lower gear, 
with growth expected at 8-8.5% this year and inflation steady. The 
government itself is not propping up the growth rate, and market 
forces — specifically, skyrocketing wages for any worker with any 
minimum skill, and high real estate and development costs — en- 
sure that the economy will not rocket off again. 

The groundwork for future growth is sound. The economy has 
achieved a fair balance between exports and domestic consump- 
tion; an export growth slowdown, the result of both slower 
economies abroad and limited capacity locally, has been countered 
by strong domestic demand this year. 

The once-dominant agricultural base, with its dependence on 
price-sensitive commodities, has seen its role reduced even as more 
value-added is being achieved in processing of locally-growing 
foods. In 1986 agriculture constituted 16.3% of GDP, and manufac- 
turing 23.6%. In 1990, the division was 12.4% and 26.1%. 

Manufacturing has both deepened and widened, leading to a 
strong diversity of exports. Food comprised 44.876 of exports in 
1985, but only 28.2% in 1990. Meanwhile, non-machinery manu- 
factured goods grew from 30.9% to 39.9%, Machinery was up from 
8.8% to 22.376. 

And unlike Taiwan, Japan and South Korea, which had the US 

| market to rely on for their export drives, 
Thailand's export markets remain well di- 
vided: 22.7% to the US, 17.2% to Japan, 
20% to the EC, and 11.4% to fellow Asean 
countries. 

Meanwhile, state finances are in near- 
impeccable shape. The government debt- 
service ratio was a low 4.9% at the end of 
1990; the government is running a current 
surplus; reserves at US$15.6 billion are 
equal to a comfortable five months of im- 
ports. If the economy did slow sharply, the 
government could easily pick up the slack 
by speeding up its own investment into 
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_ takeover. 

/. The NPC's one major achievement is to have set up an interim 
vernment, headed by respected businessman Anand Panyara- 
. chun and backed by a solid team of like-minded non-politicians, to 
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ünister the country under its auspices while a new constitution 
drawn up, probably by September, and a general election is held 
"y the promised deadline of April 1992. 


E owever much Suchinda may disclaim it, an army com- 
 mander in Thailand is virtually expected to have political 
ambitions, whether he likes it or not. Suchinda's immediate 
predecessor as army chief, Chaovalit Yongchaiyut, quickly became 
a deputy prime minister in Chatichai's government after his pre- 
mature retirement in March 1990. Admittedly, Chaovalit had al- 
ways been a more overt political figure than Suchinda, and most 
political observers were in no doubt that his eventual aim was to 
become prime minister — and may still be. His sojourn as deputy 
prime minister was short-lived, however, and when he resigned 
two months later, sources close to him said he felt he was being de- 
liberately stifled and discredited by Chatichai's aides. 




















Chaovalit has since formed his own party, the New Aspirati 
Party (NAP), working hard with frequent provincial trips to make it 
a powerful nationwide political force in the next election. 

Chaovalit's immediate predecessor as army commander, Arthit, 
also had grand political pretensions. But he was sacked as army 
chief by then prime minister Prem in early 1986 and floundered 
politically for a while before setting up his own party and. even- 
tually joining Chatichai’s government as depi ie mi 
Some political sources say Chatichai had promise 
eventually take over the leadership of the pr n 
ful Chart Thai party, and then have a shot at the 
Arthit's fortunes plunged with the February co 
he has few friends in the current military hierar d chy 
party have been in limbo ever since. | 

Although Suchinda may be under similar pre i 


less talkative man than his two predecessors and his political pans p 
remain very enigmatic. At face value, he is intent on seeing the 
country through its current undemocratic vacuum to the elec! cue 
a civilian government. But no political observer is "prep re 





In the fast lane 






badly-needed infrastructure development. 

But there are several challenges to building on this foundation: 
> A troubling current account deficit continually threatens to blow 
out of control. Investment has meant a sharp growth in imports of 
capital goods not locally produced as well as those in short supply 
domestically. Imports by newly-wealthy Thais, especially of au- 
tomobiles, worsens that, but more problematic is flat growth, if not 
a fall, in tourism revenue. If not kept on top of, the current account 
deficit could adversely affect the baht and force backtracking on the 
numerous trade and foreign exchange liberalisation measures im- 
plemented over the past two years. 
> The government must maintain an environment that ensures 
investment continues to flow in. This requires massive investment 
in every aspect of infrastructure and a rapid, broadsweeping up- 
grading of education and skills among Thai workers. The invest- 
ment slowdown has given them time to work on these problems, 
but new investors might not be patient to wait. 
® Industry, with government support, must work to ensure that 
Thai exports remain competitive. Local operating costs, especially 
those related to manpower and property, have risen sharply while 
some others such as utility and imported material fees have not 
been reduced. With margins shrinking, Thailand is seeing cheaper 
potential manufacturing bases, such as Indonesia and the Philip- 
pines, snapping at its heels. Many Thai companies, riding on the 
success of the past few years, have not concentrated on improving 
productivity and quality. 
> Air pollution and toxic waste are already urgent issues. A 
deeper problem is the nationwide water shortage which sees farm- 
ers, hydropower stations, industrial users and private consumers 
competing against each other for limited supplies. Industrial 
effluent is little-policed and water pollution has become a serious 
issue. 
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P The rural sector has beer neglected. 
Traditional farm exports, such as rice and 
tapioca, are losing competitiveness on inter- 
national markets. Quality must be up- | 
graded, value added, and farmers need 
help diversifying income to limit their vul- 
nerability to international commodity price 
swings. Meanwhile industry must be en- . 
couraged in rural areas to slow the heavy. 
migration to the cities. D 

Monetary problems are a current diffi- 
culty which has the central bank on edge — 
day-to-day. But for the long run, various 
regulatory packages designed to build up 
the local money market and strengthen reg-. 
ulators’ means of fine-tuning the economy are currently under pre- — 
paration. These should mean that the current account probes qu 
will be well in hand within the next 12-18 months. : 

The investment environment is another story. Regulations are : 
being improved and removed, but the main barriers are still infra- 
structure. The government's answer has been to get private capital = 
involved in areas once the exclusive domain of state agencies: elec- 
tric power, water, telecommunications, transport and the like. The 
struggle to privatise and break down the state enterprise 
monopolies (REVIEW, 27 June) has somewhat delayed some infra- — 
Structure programmes. 

But breakthroughs have been made in the past eight months, 
for instance the planned public flotation of state carrier Thai Air- 
ways International, and the awarding of a large multi-billion-dollar 
concession to install telephone lines to a private company. These - 
and other changes hopefully ensure that within five years the infra- - 
structure issue will be fairly small. s 

The manpower and competitiveness issues are more difficult to 
solve. Significant efforts have been made to boost training, espe- 
cially of engineers. The Japanese community, whose rapidly grow- 
ing chunk of the economy will benefit the most, is subsidising sev- 
eral programmes and institutes to prepare engineers and tech- 
nicians. Universities have expanded engineering departments, and. 
even created new ones, for instance Chulalongkorn University’s. 
new faculty of petrochemical engineering. | 

But more attention needs to be paid to technology. While more ` 
efforts have to be made by the government itself in identifying and - 
acquiring foreign technology for agriculture and industry, the pri 
vate sector is mostly in too weak a position to do this on its own. 
Technology experts say Thailand would do well to study the 
Taiwan and South Korea examples, both of which elevated 
technology acquisition and development to a national priority. m 
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money on that tidy scenario. 

A new political party, Samakki Tham (United in Virtue), has fo- 
cused more attention on the political programme of Suchinda and 
his fellow military leaders. The prime mover behind the party is a 
senior air force officer, thought to be close to Kaset, who has indi- 
cated that the party wants to have Suchinda as its candidate for 
prime minister. Again, Suchinda has denied any links with the 
party, but it is rapidly gaining momentum, attracting many leading 
politicians from other parties, as a political force potentially rivalling 
Chaovalit's NAP — which itself already has some 100 MPs among 
its members, and is thought to have a degree of military support. 

Whatever Suchinda decides politically is bound to carry a great 
deal of military weight. He and his Chulachomklao classmates oc- 
cupy all five top army positions — army commander, deputy com- 
mander, two assistant commanders and army chief of staff. Kaset 
is also from Class 5. The class has the potential to occupy the army 
commander slot until 1996, with Suchinda, who is due to retire in 
1993, being succeeded by Issarapong, in turn to be succeeded by 
Assistant Army Commander Gen. Vimol Wongvanich and then 
Viroj, who is not due to retire until 1996. However, there is an in- 
creasingly popular theory among military analysts that Suchinda 
intends to retire from the army one year early, in 1992, bringing for- 
ward any personal political programme he has as a civilian. 

Meanwhile, the February military takeover is having the effect 
of drastically revamping the old political-party scene. While many 
leading politicians are opting to join either Chaovalit's NAP or the 
Samakki Tham, with its promise of military endorsement, others 
have been thrown into confusion about their political future. 

Chatichai's once mighty Chart Thai party is suffering from a 
leadership crisis not only because the ousted prime minister has 
been in effective voluntary exile in London 
since the coup, but because five of its leaders 
have been singled out for final-stage investiga- 
tion by an NPC-appointed special assets commit- 
tee for having acquired unusual wealth. 

The Social Action Party, Chart Thai's stal- 
wart ruling coalition partner until December 
1990, is in similar disarray. Its former leader, re- 
spected elder statesman Kukrit Pramoj, has 
withdrawn from the party leadership, and its 
current leading figure, former communications 
minister Montri Pongpanich, is also being in- 
vestigated by the NPC's assets committee for un- 
explained wealth. 

The Solidarity Party, the second-largest par- 
liamentary party after Chart Thai during the 
Chatichai era, has virtually disintegrated as its 
leaders have moved to NAP and Samakki Tham. 
Only the Democrat Party, Thailand's oldest, 
seems relatively intact, but many of its younger 
former MPs are seriously considering whether 
they should continue their political careers, given current military- 
generated realities. 

The use of investigations into wealth, and the suggestion of a 
ban on anybody found guilty of corruption from seeking future of- 
fice, is generally seen as a means being used by the current military 
leaders to prevent the return of former political figures to any 
future civilian-led government. 

Many politicians are depressed about the future, viewing the 
current situation as the start of a new cycle in military coups. 
Among them is veteran politician and former minister in several 
previous administrations, Samak Sundaravej, whose Prachakorn 
Thai party is currently also in the doldrums. Samak told a recent 
meeting that he thought those politicians who rise to power after 
the next election would be so bitter about the February coup they 
would carry out vendettas against the military leadership. Whether 
such a dark scenario is realistic remains to be seen, but for the mo- 
ment the generals — very much as usual — hold the strongest 
hand in charting Thailand's political destiny. — m Rodney Tasker 
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FOREIGN RELATIONS 


The good 
neighbours 


hile Thailand's domestic political situation has changed 
W drastically since the 23 February military coup, the thrust 

of its foreign policy towards its neighbours has altered 
only slightly under the new regime. Ousted prime minister 
Chatichai Choonhavan's policy of turning Indochina from "a 
battlefield into a marketplace" remains the cornerstone of 
Bangkok's attitude towards Indochina. 

Under Chatichai, Thailand was considered by other Asean 
countries as too keen to forge closer contacts with the country's old 
communist adversary, Vietnam, and the Hanoi-backed regime of 
Prime Minister Hun Sen in Cambodia. New Thai Foreign Minister 
Arsa Sarasin has made it clear that the country's relations with its 
immediate neighbours are a priority, while paying lip-service to en- 
hancing obligations to its Asean partners. 

But Arsa, who is known to be close to generals in the ruling mi- 
litary National Peacekeeping Council, has subtly corrected what 
the military considered to be a political in-balance favouring Hanoi, 
while at the same time promoting Bangkok as the regional hub for 
those wanting to do business with Indochina, and keeping the 





Cambodian leaders in Thailand: opening doors. 


channels open for Thai businessmen to be among the first to bene- 
fit from opening doors in Vietnam, Cambodia and Laos. 

To the west, Thai entrepreneurs are still enjoying friendship 
concessions to exploit Burma's teak forest, fishing and mineral 
wealth, despite international concern about the Rangoon military 
regime's blatant flouting of human rights and its refusal to allow 
the civilian National League for Democracy to assume political 
power despite having been overwhelmingly endorsed by the 
people in the 1990 elections. 

The new Thai military junta's concem to play down the 
Chatichai government's drive towards closer relations with Viet- 
nam is thought to be one reason why Arsa has made bilateral re- 
lations with Thailand's tiny neighbour, Laos, a priority. Under a 
new programme in which Thailand will extend Baht 200 million 
(US$7.7 million) a year in aid to less economically-fortunate neigh- 
bours, Laos will be the main beneficiary, particularly in terms of 
scholarships in Thailand and technology transfers. 

The communist Lao government has expressed its grati- 
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ok's policy may well serve to draw its landlocked neighbour 
from its dependence on Vietnam as its ideologically and 
ographically attuned big brother. Similarly, the new government 
Bangkok — unfettered by Chatichai's leaning towards Vietnam 
and Hun Sen — has been able to act as a more acceptable catalyst 
t the international effort to bring peace to Cambodia. 
. It was no coincidence that the Thai resort of Pattaya was the 
enue of the most recent meeting between the Cambodian resist- 
ce and Hun Sen, under the banner of a joint supreme national 
council, when real progress was made towards a peace settlement 
agreeable to both sides. 
. Thailand's rapidly improving diplomatic relations with its 
eighbours are underscored by government contacts at economic 
and commercial levels. But the drive by Thailand's private sector to 
do business with both Indochina and Burma has left some bad im- 
| pressions on neighbours, who complain about corrupt and greedy 
practices by the Thais. 
“A good example is Laos, where Bangkok's most success- 
ful overtures have been made. The Lao say they have suffer- 
.ed because of the exploitative attitude of Thai businessmen 
. .and corruption on both sides of the Mekong River, which 
_ divides the two countries. The biggest problem in the past, 
^. according to the Lao, has been the 
monopoly on cross-border trade of the 
notorious Thai state-owned trucking 
|...agency, the Express Transport Organisa- 
> tion (ETO). 
(5. For years the ETO’s monopoly meant ef- 
_fectively that Lao traders could use only the 
"agency's services to cover the entire dis- 
tance between their country and Thai ports 
= and the ETO charged an outrageously 
__ high rate. The ETO also cooperated with a 
-= handful of Thai businessmen to make sure 
others offering the Lao better deals could 
not cut in. 
The net effect, until the ETO lost its 
» monopoly recently, had been that the Lao 
were paid half the market price for timber, 
- while Thai buyers and ETO officials made 
-. huge profits. The corruption reached a level 
where Laotians could not profitably set up 
sawmills domestically or process the wood, 
thus gaining the added value before export- 
^. ingit. The issue also fuelled infighting within the Lao Government, 
_.. and led to some officials being purged over Thai-related corruption 
| charges. 
. The Chatichai government's project to build a bridge over the 
Mekong between the Lao capital of Vientiane and the Thai border 
- town of Nongkhai was a start at setting things straight. But current 
- Thai Prime Minister Anand Panyarachun's visit to Vientiane in 
April went much further in clearing the air. Anand quickly re- 
moved ETO's monopoly and pledged to grant Laos special exemp- 
-tion to Thailand's high import tariff barriers. 
In the big picture, Thailand wants to forge itself a place as the 
.Sub-region's business centre. Given the poor state of the economies 
of Laos, Cambodia and Burma, links through Bangkok are neces- 
sary. Offices of international agencies like the UN and World Bank 
with responsibility for Indochina and Burma are already in Bang- 
kok and for many companies, Bangkok is already the de facto re- 
gional office. 
But Bangkok's future as a hub is not completely assured. Viet- 
nam's population is 2076 larger than Thailand's and many com- 
‘panies, particularly Japanese, see that as good enough reason to set 
"up their main offices there. Vietnam's proximity to Hongkong, 
with direct air and telecommunications links, means that ultimate- 
ly Vietnam could cease to be part of Bangkok's domain. But such 
long-term considerations, however, must also take into account 
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Hongkong’s questionable future. 

Thai bureaucrats have made significant efforts to forge cooper- 
ation in Indochina. The Bank of Thailand (BOT), the Thai central 
bank, has hosted numerous visits from its counterparts in Viet- 
nam, Laos and Cambodia, the highly successful Thai bank's offi- 
cials showing how they run things. The bank has also been gener- 
ous in allowing Thai commercial banks to set up offices in neigh- 
bouring countries and offer Thai baht account and letter-of-credit 
services there. 

Ho Chi Minh City, Vientiane and Phnom Penh have each be- 
come host to one Thai bank branch. The Joint Development Bank 
in Vientiane was set up by the Union Bank of Bangkok with the 
backing of well-connected Thais, as well as Chinese support. The 
Thai Military Bank became the first to get into Vietnam, and in June 
Siam Commercial Bank obtained permission to set up a Cambo- 
dian office. Most are interested in trade-related fee earnings, 
though the development bank has been permitted full banking op- 
erations, including deposit taking. 

The BOT has more than just basic cooperation in mind — it 
wants to extend the Thai baht's role in the region to enhance its 
growing international convertibility. 

In 1990, on a semi-official basis, respected macro-economist Vira- 
bongsa Ramangkura, the current Thai deputy minister of finance, 
spent several months in Vientiane analys- 
ing the Lao economy and making sugges- 
tions as to which direction it should go. 

The Tourism Authority of Thailand 
(TAT) has pushed to establish links with 
its neighbours to help coordinate mutu- 
ally-beneficial tourism. Both Bangkok, 
as a regional hub, and its neighbours can 
benefit as good connections can lead vi- 
sitors to Thailand taking sidetrips to the 
others. 

Thai Airways International has a pro- 
gramme to assist Vietnam develop its state 
airline. Privately owned Bangkok Airways 
has started flights to Cambodia, and Die- 
thelm Co., one of the largest tourist agen- 
cies in Thailand, is booking tours to Cam- 
bodia. Direct flights from the northern Thai 
city of Chiang Mai to Rangoon are being 
planned to allow tourists to the popular 
mountainous resort area to make quick 
jaunts into Burma. 

Numerous other Bangkok-based firms are booking tours to 
Laos and Vietnam. However, as TAT officials found out recently. 
during a visit to Vientiane, their counterparts are not at all happy 
with the record of Thai agencies in paying their bills. 

On another cooperation front, the Thai state power monopoly, 
Egat, already buys electricity from the Nam Thuen hydro-election 
plant in Laos, and is helping to plan at least two more in Laos, with 
Thailand the main customer for each. Egat has also approached 
Burma about establishing dams for power generation in the moun- 
tains along the border. Again the main consumer is Thailand. 

Likewise the state-owned Petroleum Authority of Thailand has 
looked into oil and gas exploration and development projects in 
Burma and Vietnam. The authority has taken a share in a consor- 
tium led by the US Unocal oil company exploring in Burma. 

These long-term projects have been overshadowed by invest- 
ment attempts, some very short-sighted, by the private sector with 
the help of senior Thai officials. Most widely criticised is uncontrol- 
led logging in forests in neighbouring countries, with the collusion 
of senior Thai politicians, the military and corrupt officials across 
the borders. In the case of Burma, it appears Thai foreign policy to- 
wards the country has been largely determined by logging, as well 
as fishing and mining interests. 

Recently, however, Laos and Burma, as well as Vietnam to a 
certain extent, appear to have become 1 more aware of the real value 
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WITH ONE OF THE 
WORLD'S FASTEST 
< GROWING ECONOMIES 
OUR FUTURE 
IS GOLDEN, TOO. 


While most of the world wrestles with recession, Thailand's economy 
is booming. 

It is enjoying a period of unparalleled prosperity, with one of the fastest 
growing economies in the world. 

This boom period is export-led and investment driven, attracting leading 
foreign investors, particularly those looking to relocate their production bases 
in preference to Japan, Taiwan and South Korea. 

ncentives like tax-free periods make it enormously attractive to them. 

Tourists, too, are being attracted in ever increasing numbers, contributin 
a total of US$3,855m to the economy in 1989. 

Thailand is exceptional in the diversity of interests it offers tourists, an 


_ so is unlikely to fall out of fashion after several years, as usually happens wit 


i : destinations enjoying such popularity. 


Thailands growth is mirrored by its airline, Thai Airways International. 


n 1989 it was the fastest growing airline in the world, and it continues 


“to grow rapidly. | 


This success has prompted Thai Airways International to seek privatisation 


through listing on the Stock Market later this year, and it is predicted it wi 


_ be one of Thailands most sought after stocks. 


As a sign of endorsement of Thailand's continuing importance, The 
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of their timber and the need to slow logging to conserve their 
forests. The Burmese in particular have begun to extract more 
realistic market prices from the Thais, sharply slowing the trade. 

Similarly, the Thais have displayed greed in their attempts to 
capture major fishing concessions in Burmese and Vietnamese 
waters. Thai ministers and military men representing different 
commercial fishing interests have competed to lobby for blanket 
concessions. Because the Thais have confused, appalled, and 
sometimes corrupted, the foreign officials, solid agreements on 
fishing rights have not been fully secured. Burmese and Vietnam- 
ese authorities have long been arresting poaching Thai fishermen, 
while the Thais have recently started capturing Vietnamese "pi- 
rate" vessels off the coast of southern Thailand. 

Thai mining firms have been more straightforward in their at- 
tempts to acquire concessions, with the exception of Thai gem min- 
ers. In Cambodia, Thai miners have poured over the border to bat- 
tle zones, paying off whichever Cambodian faction controls the 
area in order to extract gems. One Thai firm is reported to be heav- 
ily involved in mining rubies in northern Vietnam, smuggling the 

out without permission from Hanoi. 

Such shady deals have naturally resulted in problems. In one 
well-publicised case, a Thai trader and his wife were allegedly kid- 
napped by a Vietnamese scrap-iron exporter and held what the 
Thai side called ransom. But the amount paid was equal to the cost 
of goods allegedly shipped, and many Thai observers felt it was a 
case of forcing payment from a buyer considered in default. 

Nevertheless trade is blossoming. Thai-made consumer goods, 
from soap and motorcycles to construction materials, fill markets in 
neighbouring countries; Thai consumer goods producers, such as 
the Saha Pathanapibul group, have aleady established distribution 
networks to service the Indochina countries. Meanwhile, agricul- 
tural products, such as tobacco from Laos and cattle from Burma 
and Cambodia, make up shortages in Thailand. Imports from Viet- 
nam are mostly scrap iron from Vietnam War-era weapons and 
materiel. 


angkok has also become a centre of sorts for some more con- 

troversial imported commodities: antiques, banned for ex- 

port by the home country, and rare and threatened wildlife 
species. However, there has yet to be any protest by any neigh- 
bouring government to Bangkok over the trade. 

The next step for Thai industry in a regional context is invest- 
ment. For several reasons this has been slow. One is that the neigh- 
bouring bureaucracies have not yet produced investor-friendly en- 
vironments; another is that many Thai investors have been short- 
sighted about the long-term possibilities, though sometimes with 
good reason; third is a measure of historic distrust between Thai- 
land and each of its neighbours. 

In Burma several Thai companies have attempted without suc- 
cess to make deals to build new hotels, or refurbish old ones. The 
Burmese have chosen to deal with larger international hotel organi- 
sations. Other opportunities, apart from logging, fishing and min- 
ing, are limited. Thai agribusiness giant Charoen Pokphand has a 
very small maize seed development project in Burma but, as one 
foreign trader who does business with Burma commented, other 
than that "the Thais I see there are all carpetbaggers." 

More serious attempts have been made with Vietnam. But even 
the Vietnamese concede domestic politics and bureaucracy are a 
hindrance. Some Thai investments have been or are being made — 
in hotel developments, plastic houseware production, prawn farm- 
ing and wooden chopstick manufacturing. Thai firms are also look- 
ing at livestock and animal feed production, fish processing and 
canning, and other basic agro-industry. 

But it is a rough road, says Tavat Yipintsoi, head of investment 
consortium Viet Thai Invexim. Representing several dozen Thai 
companies, Tavat's firm has attempted to forge long-term links 
with Vietnamese state firms for major investment projects, includ- 
ing anything from hotels to water bottling to forestry-related indus- 
tries. m Rodney Tasker and Paul Handley 
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INTERVIEW 


Coups not a 
way of life 


uchit Bunbongkarn, one of Thailand's most respected politi- 

cal analysts, has a relatively sanguine view of the country's 

political future, despite the fact that the country is currently 
ruled by a military junta. He believes the military leadership sin- 
cerely wants a return to civilian-led democracy in the foreseeable 
future, and doubts whether there will be any more coups, unless 
there are exceptional circumstances. 

In an interview with the REVIEW, Suchit, who is dean of the 
faculty of political science at Bangkok's prestigious Chulalongkom 
University, gave well-reasoned arguments for his somewhat op- 
timistic views: a majority of Thais may have accepted the reasons 
why the military decided to overthrow the unpopular Chatichai 
Choonhavan government in February, but they will oppose any 
further military political intervention on the path to widely desired 
full democracy. 

Also, military leaders themselves are assessing a delicate situa- 
tion in which they want to retain a degree of political influence, 
while realising that any forthright 
move on their part in the future 
rsks not only overwhelming 
domestic opposition but strong in- 
ternational condemnation. 

“Their dilemma is that they 
can't go back to the barracks, 
but at the same time that can't 
stay on like this for long," said 
Suchit, referring to the position of 
the junta's National Peacekeeping 
Coundl (NPC), which now rules 
the country, but which has prom- 
ised a general election by April 
1992, "They have to redefine their 
[political] role, and I would say 
that they don't want to get in- 
volved in politics . . . if they feel 
they have to come in again, it 
will cost them dearly — because 
the international reaction would be much stronger than last 
time." 

Suchit, who specialises in Thai military politics, added: "I think 
[the military] will return the country to democracy, although we 
are not sure whether it will be 100% democracy." Suchit thinks 
army commander Gen. Suchinda Kraprayoon, a deputy NPC chair- 
man but effectively the council's strongman, was “clever enough to 
understand the mood of the people — they don't want military 
officers coming into political posts. 

“I also think he does not want to get involved in politics later 
on. But, of course, the people around him might want him to stay 
on for some reasons. Circumstances might force him to get in- 
volved, we don't know, but if he extends his stay in power as 
prime minister, without relinquishing his army post, it will be very 
difficult to gain recognition from the people and the politicians 
. .. The only factor that could lead to another coup is factionalism 
within the military leadership. And if the reason is purely because 
of factionalism, the people would not accept a coup." 

There are no overt signs of such factionalism at the moment, 
particularly as members of Chulchomklao Military Academy's 
Class 5 control all the top army positions. But some military ana- 


Suchit: optimistic view. 
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lysts say there is friction between factions 
led by deputy army commander, Interior 
Minister and NPC secretary-general Gen. Is- 
sarapong Noonpakdi (Suchinda's brother- 
in-law) and Army Chief of Staff Gen. Viroj 
Saengsanit — both Class 5 members — 
over the question of who will succeed 
Suchinda as army chief when he retires. 
There could be a power-struggle between 
the two at that time. 

Popular acceptance of coups of a way of 
political life has ended, Suchit believes. 
Now, he believes, the popular view was 
that the military might have a special 
reason to intervene in the future, as in the 
last coup, "but you had better leave as soon 
as possible, and leave [governing the coun- 
try] to a civilian government." 

Suchit dismissed a popular theory that a 
new political party, Samakki Tham, had 
been set up as a vehide for Suchinda and 
other military leaders to perpetuate their 
hold on political power. “The Samakki 
Tham party is spreading these rumours to 
attract people. If the military people in 
power want to use the Samakki Tham 
party as a power base in a new situation, | 
don't think it would be good for them, be- 
cause the party is not well recognised or po- 
pular. It has been formed by politicians 
who have defected from their old parties. 1 
don't think it is a good basis for the mili- 
tary." 
"Suchit viewed the setting up of Samakki 
Tham in the context of a power struggle be- 
tween two groups: former army command- 
er Chaovalit Yongchaiyut's New Aspiration 
Party (NAP) and "non-Chaovalit" politi- 
cal groups, including Samakki Tham. 
“Chaovalit’s path is very clear: he has 
his own party, with a clear path to the 
nextelection, to get a majority and form 
a government. The path to power is very 
clear.” 

However, Suchit went on, the fortunes 
of political forces outside the NAP orbit were 
not at all clear. “There are some different 
groups of former politicians, some former 
military men and some technocrats. They 
have to find a leader who would be able to 
challenge Chaovalit. They have joined to- 
gether, not because they particularly like 
Suchinda, but because they are afraid of 
Chaovalit, one way or another." 

According to Suchit, those attracted to 
Samakki Tham and other political groups 
planning to oppose the NAP comprise 
mainly those politicians who have been re- 
jected by Chaovalit for membership of his 
party, or other, mainly conservative politi- 
clans who are worried that the former army 
chiefs policies are too radical. “This coali- 


tion is very loose, and it would be very- 


dangerous for Suchinda [to join] . . . 
Suchinda has some moral reasons not to 
challenge Chaovalit, because they worked 
closely together in the army, and it will not 
be easy to fight each other in politics." 

E Rodney Tasker 
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TOURISM 


Counting 
the cost 


By Neil Kelly in Bangkok 


he Thai tourist industry has reached the depths of the off 
{ season with business down 30% on last year, the result of 
several factors, some of which may have a lasting effect. The 
industry is suffering from being caught at the centre of criticism 
over development which is seen as a threat to the environment and 
local culture, while the creation of a consumer society is increas- 
ingly questioned, not only by fringe groups but by a cross-section 
of society reaching into the government. 

Thailand is still widely seen as an attractive tourist destination, 
reflected by the almost phenomenal growth in arrivals in the late 
1980s and 1990, and tourism is still Thailand’s biggest single source 
of foreign exchange — US$4.5 billion last year, only US$500 million 
less than income from all agricultural exports. But hotels in 
Bangkok and the leading resorts report the lowest occupancy rate 
since tourism became the top earner. According to official esti- 
mates, there will be fewer than 5.4 million 
foreign visitors this year, down from a new 
year estimate of 6 million, and it may be that 
actual arrivals will barely exceed 5 million. 

Domestic air services between 
Bangkok and the resorts have been cut. 
Hotels and tour companies have closed 
and may never reopen. Some hotels with 
200 or more rooms at Pattaya, the leading 
seaside resort, have just 10 or 12 rooms oc- 
cupied. Workers in hotels and other 
tourist-associated jobs have been laid off 
in considerable numbers and others have 
taken pay cuts of up to 50%. 

Guests at some hotels can expect dis- 
counts of at least 50%. The five-star Royal 
Orchid Sheraton in Bangkok is giving five 
nights free accommodation including 
breakfast to members of a business travel- 
lers’ club, hoping they will come back as 
paying clients. 

One voice saying “enough” to more 
tourism is that of the minister in charge of 
the industry, Mechai Viravaidhya. He is 
the first minister to look not only at the fi- 
nancial benefits of tourism but also at its 
impact on the environment and society. 
He said recently he would be happy to see 
tourist numbers drop by half if that made 
the industry more responsible. “I think the industry must be badly 
hurt before it puts its house in order," he said. 

A similar view was expressed by the vice-president of the Thai 
Hotels Association, David Wiig, who questioned whether the 
country really wanted to sustain tourism at its present level. 

The government has refused to provide more money to pro- 
mote Thai tourism in overseas markets, and says the industry must 
do more and pay more to protect the environment, prevent crime 
and safeguard the reputation of Thai women. Although Thai politi- 
cians in the past have said there would be no tourism without an 
open sex industry, the new military-appointed government has 
promised to curb it before elections. 

Mechai is planning a Women's Visit Thailand year campaign in 
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Women should see the exploited. 
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1992 to attract women tourists from around the world. "We want 
women to come particularly from countries where some of their 
men have come here on sex tours," he said. "We want them to see 
what their men get up to and how they have exploited uneducated 
women and children. We want their women to come and see the 
good Thai women and encourage Thai women to stand up to the 
brutality and disrespect they have suffered. More action must 
come from Thai women themselves, otherwise the country will still 
be seen as the brothel of the world." 

In his bid to curb tourist traffic and change the nature and habits 
of visitors, he faces formidable opposition. New tourist hotels are 
still being built with government support. The government's 
tourist authority is committed to attracting 12 million tourists a year 
by the year 2000. Sections of the tourist industry have urged 
Mechai to stop speaking about the alarming spread of AIDS, as this 
damages the national image. 

In fact, recent air and road accidents, fires and explosions have 
done more damage to tourism than the fear of AIDS. Television pic- 
tures of scavangers looting personal possessions from the victims 
of the crash of an Austrian airliner were seen around the world. 
Fires and explosions caused by gas and ammunition trucks and 
dangerous chemicals stored in the Bangkok docks also caught the 
attention of potential tourists who may also have read that 
Bangkok does not possess adequate equipment to fight fires in 
high-rise hotels and other buildings. 

The overthrow of the elected government by the military last 
February kept tourists away, as have pictures of traffic policemen 
on point duty using oxygen cylinders to 
breathe in the exhaust fumes which 
blanket the streets of Bangkok. 

The industry certainly suffered a terri- 
ble run of bad news. Several Western em- 
bassies in Bangkok warned their citizens 
during the Gulf War that Thailand was a 
potential danger spot for indiscrimin- 
ate terrorist attacks. Bangkok's traffic 
has reached such extremes of chaos that 
the only way to deal with the influx of 
10,000 delegates to the World Bank/IMF 
conference in October may be to keep 
workers and school children at home 
while it is on. 

Even so, new high-rise hotels are 
still going up in areas where road space 
is inadequate, though plans for others 
have been shelved and may be aban- 
doned altogether. One major hotel 
group, Dusit Thani, has postponed plans 
for three five-star hotels at provincial re- 
sorts. 

Because of rising construction costs, 
mainly building materials, it now costs as 
much to build a hotel room in Bangkok as 
in Hongkong or Singapore. With 170,000 
rooms, Thailand has more hotel accom- 
modation than most other Asian destina- 
tions. Mainly because of higher air fares they cost 25-30% more to 
tourists than those in China or Singapore. 

But tour operators say that the environment is a bigger problem 
than prices. Thailand is now perceived as a mass tourist destination 
with all that implies in the destruction of natural beauty, tradition 
and the general quality of life. Hitherto environmental damage 
from tourism was confined to the coastline, but it has now spread 
to remote parts of the interior. Some of the worst offenders are up- 
market country clubs with golf courses and other sports facilities. 

They have taken over vast tracts of unspoiled countryside and 
rice paddies, denying access to local people — just as coastal com- 
munities are often kept away from local beaches and coastal water 
by tourist resorts. a 
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DEREGULATION 


The window 
for reform 


etting the false pride of rapid growth overtake them is not 

| one of the characteristics of Thailand's guiding technocrats. 

Despite the country's image of waiting until something is 

near collapse to fix it, the modern crop of economists and financial 

engineers has been actively trying to deregulate the economy while 
it is going strong. 

Having been slowed by the 30 highly politicised months of the 
Chatichai Choonhavan administration, they are taking advantage 
of the 14-month window under Anand Panyarachun, provided by 
the February coup, to get their reforms through before elections 
bring the return of political interference. 

The deregulation process has been in full swing since the last 
years of prime minister Prem Tinsulanonda, in office from 1980 to 
1988, and then under Chatichai until early this year. The Board of 
Investment was shaken up to encourage more investment and 
break many of the monopolies and oligopolies which limited the 
Thai economic environment. The period also saw the beginning of 
a reduction of duties on imports which had overly protected Thai 
industry and discouraged exports. 

Under Chatichai, more import tariffs were cut, and in a major, 
long-delayed move in his last months, duties on manufacturing 
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also made towards allowing private companies to invest in infra- 
structure services, such as utilities. 

The most comprehensive deregulation attack will soon hit the 
entire financial system. The Finance Ministry and Bank of Thailand 
(BOT, the central bank) technocrats are now preparing to imple- 
ment a far-reaching package which will complete the initial 
pioneering steps made under Chatichai. 

In May 1990, BOT took the first step in a three-stage programme 
to free foreign exchange controls. At that time the reins were 
loosened on current account transactions, while capital account 
transactions were simplified. 

Partly due to the bumpy period following the Iraqi invasion of 
Kuwait last August, the second stage was only implemented in 
April 1991. That almost completely freed current account transac- 
tions and raised the limits on capital flowing outward without spe- 
cial BOT permission. Banks were allowed to offer foreign exchange 
accounts to the public for the first time. 

The third stage should come about only when BOT feels it has 
current monetary difficulties — characterised by a high current ac- 
count deficit and pressure on the currency — under control. That 
stage, likely early next year, will completely free all remaining con- 
trols. 

The reason BOT is having difficulty containing the effects of high 
growth and a large current account deficit is that it does not have 
many tools with which to control the economy. To create them has 
meant the rewriting of numerous laws, considered a near-impossi- 
ble task under the previous government because of parliamentary 

litics. 

P" The current junta’s general lack of interest in financial and 
monetary matters, and the rubber-stamp parliament, now virtually 
guarantee the passage of the proposals of BOT and the Finance 
Ministry. The new package will focus on measures to build a 


equipment imports were uniformly slashed to 5%. Big steps were secondary market for debt instruments, currently non-existent, and 
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iproving the existing capital markets. 
It was partly begun by the lifting of exchange controls and the 
first steps to full de-control of interest rates. Deposit rates were 
ated under Chatichai, but a ceiling was still set on lending rates. 
ntually, and probably in the next 12 months, BOT will be able to 
free up lending rates as well. 

The new package encompasses major revisions of tax laws, the 
impanies act, the civil and commercial code, and regulations gov- 
g investment and banking and finance sectors. The package 
| also contain a new regulatory structure for both equities and 
ebt markets under the Finance Ministry. 

. The Stock Exchange of Thailand (SET) itself meanwhile has been 
only strengthening its regulatory grip over the bourse, but im- 
plementing new systems to encourage future growth. At the end 
May a computer-controlled automatic matching trading system 
put an end to the boisterous crowded trading floor. Computerised 
ading is to be followed eventually by computerised settlement, 
and fully scripless trading is foreseeable in a few years. 

*- Meanwhile, the SET has also reformed its widely criticised pro- 
cedures for new listing applications. The new rules will provide 
-. more protection for investors, who previously could subscribe to 
"an initial public offering and then see it not get listed, or delayed in- 

.terminably. They will also remove the ability of politicians to delay 
or stop new listings for no good reason. 

The finance and banking sectors are getting their reforms 
too. In 1989-90, BOT removed restrictions on banks opening 
new branches and in 1991 securities companies were allowed to 
start opening branches around the country. However, the finance 
sector is still tightly controlled, and only barely represented around 
the country. 
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he Thai economy's rapid expansion over the past four years 
is characterised by an intense deepening of the manufactur- 




























= producing the parts and materials that feed final-goods assembly 
‘plants being set up nearly simultaneously. This will eventually 
"work towards improving Thailand's generally poor fundamental 
“abilities in acquiring, adapting and using technology. 

. The change has been amazing. "There is a lot more than people 


-Seamico, who recently produced a survey of the parts sector. His 
Directory of Supporting Industries in Thailand, commissioned by the 
Norld Bank and the Board of Investment, shows 1,200 prom- 
inent producers of parts and materials in the electronics, automo- 
'e, chemical and other industries. —( 

The biggest advances have been M 

in forging, mold-making and die- ^" ^ ue 
casting, and improvements in elec- 
tronics components and plastic and 
rubber electrical parts. New-found 
forging ability is giving a boost to the 
motor parts industry, making it 
.more possible to support the dozen 
.or so smallish car assemblers in 
-. Improved mold-making, both by 
foreign and Thai companies, has en- 


ing support industry. Much new investment has gone into 


thought,” says economist Peter Brimble of the Thai merchant bank 
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BOT has accepted the new capitalisation adequacy guidelines, 
adjusting its rules in line with those of the Bank of International 
Settlements. This does not mean much change for the 15 commer- 
cial banks, already under a strict regime. In fact, some time next 
year BOT will revise valuation rules which have left the banks with 
highly undervalued, and under-utilised assets, forcing them to 
raise capital too often. For finance companies, tougher rules must 
be put in place to help BOT police the sector, currently under-reg- - 
ulated, yet growing very fast. | 

Meanwhile, BOT is trying to remove some of the barriers be- 
tween the two finance sectors. In a compromise accepted by both 
sides, banks will be able to underwrite government debt, and pos- 
sibly state enterprise equity issues, while private sector equity un- 
derwriting is still firmly in the hands of the finance companies. Fi- 
nance firms are now allowed to handle foreign exchange transac- 
tions, but only for corporate customers. 

The Finance Ministry is preparing a deposit insurance institute 
for the banking sector. The unit will be modelled on the US Federal 
Deposit Insurance Corp. 


he other major change to come is the implementation of a 
value added tax (VAT), probably 10%, at the end of the year. 
The tax had been stalled by Chatichai's government, which 
chose for political reasons instead to cut personal income tax rates. 
Starting VAT will, the Finance Ministry hopes, allow it eventually to 
cut over-high personal and corporate tax rates and rationalise im- 
port duties. 
Reforms, however, have not been limited to the finance sector 
alone. Since this year's coup, reforms have covered a number of 
other industrial and commercial areas: 





sured that the big Japanese appliance makers can find most of their 
parts locally. And the same is happening with the big international 
disk drive makers, such as Seagate and Minebea, which have set 
up shop here. Items such as stepping motors and precision 
aluminium cases for hard disk drives, which were imported two 
years ago, are now being made in Thailand on a large scale. 

In short, Thai industries are already well into the phase of de- 
veloping central industries with satellite suppliers, of the type in 
Japan and Taiwan. This development is crucial if Thailand wants to 
sustain its export drive. Otherwise the local assemblers would be 
little more than easily movable screwdriver plants, with little local 
value added and no transfer of technology. 

Of greater importance is the skill these industries bring in show- 
ing people how to make, handle and purchase materials for parts. 
“If you do not make some of those things, you are never going to 
design them," says Brimble. 

All of this has come despite a bias in the government's import 
duty schedule which indirectly works against local parts produc- 
tion. High duties, of up to 100%, are imposed on finished manu- 
factured imports to protect local industry, but since the users of 
parts re-export the parts in finished goods, they are exempt from 
import charges on parts — which means they might as well import 
them as try to get a local manufacturer up to quality and cost-effi- 
ciency. The only area in which the protective tax has worked to 
, local benefit is in the motor industry, 
8 where imported parts are charged 
€ tax because locally-made cars are not 
exported. 

The tax system stands in the way 
of further development of the parts 
industry. For electronics and similar 
industries to flourish, duties must be 
cut to a minimum, or removed com- 
pletely. There will always be some 
. imported components,  Brimble. 

‘notes, and. if highly taxed, those 
using them for the local market will 
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P Oil prices have been floated and a study into floating electricity 
prices has begun. 

> Long-outdated price controls on dozens of consumer items, 
from toothpaste and bicycles to shoes, have been removed. 

> Bans on new capacity in several industries, such as textiles and 
sugar refining, have been lifted or are being reviewed with a view 
to lifting. 

> The procedures governing taxation and work permits for expat- 
riates working in Thailand, long extremely onerous and time con- 
suming, have been simplified, and partly removed, under the di- 
rect order of Prime Minister Anand. 

> Long-standing bans by the Thai Food and Drug Administration 
on numerous substances — introduced to protect local vested in- 
terests — have been removed. 

> Years after their threat was recognised, dangerous drugs which 
combined heavy doses of caffeine with powerful painkillers, highly 
popular with Thailand's notorious truck and bus drivers, have 
been banned. 

> Laws against illegal building, delayed for years, have been pass- 
ed, and a long-debated and much-needed floor-area ratio for buil- 
ders finally put in place. 


> Oil companies have been told to offer unleaded petrol to help — 


combat pollution, and excise taxes have been set low to encourage 
the public to use the unleaded fuel. 

Under pressure from the US, Anand's government is expected 
to implement intellectual property laws, for the first time protecting 


copyrights and patents. While this will initially help foreign pro- | 


ducers, observers foresee it will encourage more investment from 
abroad, and urge Thai entrepreneurs, computer software writers 
for instance, into the field. 8 Paul Handley 





never be competitive internationally. With duties sustained at a 
high level, for instance, locally made personal computers will never 
be exportable. 

There is some resistance to this idea, but supporters of remov- 


ing the barriers, especially on electronics inputs, cite Hongkong | 


and Singapore as proof that free imports do not hurt, and in fact 
enhance, local support industries. 

The government is already reviewing the situation. For the au- 
tomotive industry, duties will be slashed to encourage competitive- 
ness abroad. Up until now, with the local market booming, parts 
producers and car assemblers have never needed to be export-com- 
petitive, while enjoying their cushion against imports. There is a 
strong possibility there will be a similar review of duty in the elec- 
tronics sector soon. 

Brimble says there are still some notable weaknesses in 
Thai support industries. High-precision engineering is in short 
supply — such as precision die-casting and tooling of metal com- 
ponents. Forging is also still at a low level of sophistication, and still 
in short supply. Materials coating and heat treatment for metals are 
also minimally available. A step further, there is now powder 
metallurgy, which would help in heavier auto-parts produc- 
tion. 





| 





This is in part just a stage of development. Yet higher precision 


industries would be helped by more reduction in duty, according 
to analysts such as Brimble. The government's slashing to a uni- 
form 5% import duties on production machinery late last year did 
not apply to precision machinery, such as testing and calibration 
equipment. This was more of an oversight than maintenance of 
protection for local industry. 

Equally as important to continuing the expansion of the compo- 


nents sector, Brimble argues, the government needs to lend its | 


support to assemblers to help develop the parts sector. Through 
scholarships and sponsored training the government could defray 
the costs an assembler incurs in trying to develop a local supplier 
against already available, and proven, imported components. Such 
a programme has been employed with success in Taiwan and Sin- 
gapore. m Paul Handley 
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Pore Bet 


How the other 
half live 


he legions of bankers and economists arriving for the Oc- 
T tober World Bank conference will no doubt have grandiose 
accolades for their host's economic success. But then few 
will take the extra time to travel to Isarn, Thailand's northeastern 
region. There they might wonder if they were in the same country. 
The focus of rapid growth on greater Bangkok has left many ob- 
livious to the widespread poverty in rural areas, especially Isarn, 
home of 40% of the national population. 
Across the large, arid plateau stretching from Nakhon Ratcha- 
sima all the way to the border, formed by the Mekong river, mil- 
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lions of villagers still barely scratch a living growing rice, tapioca or 
a handful of other crops. In many places, except for planting and 
harvest periods, villages are empty of all but the elderly and child- 
ren. Everyone else has moved to the central plains, Bangkok or 
even to southern rubber plantations, looking for work. 

Statistics on poverty are mostly out of date. Over the past four 
years, there has been so much demographic change that it is hard 
to track in figures. The most recent studies, using pre-economic 
boom data up to 1986, showed nearly a third of the population of 
the country living at a subsistence level. 

With the economic recovery, some estimate the poverty line fig- 
ure has fallen back to less than 25% since then. But there is also 
another disturbing statistic, which has not appeared to change over 
the past few years. That is of income distribution: over the two dec- 
ades to 1986, the top 20% of income earners increased their share 
of national income by 5% to 55%. Meanwhile, the bottom 20% saw 
their share fall from 6.2% to 4.6%. 

That there has been massive job creation and a rise in factory 
wages since 1986 is undeniable. But the persistence of poverty is 
dearly evident upcountry too. Massive migration, and encroach- 
ment into protected forests to find land for cultivation, has hardly 
slowed. Malnutrition, landlessness, and children being forced to 
cut short education to go to work are also nagging signs. 

There are many reasons for the country's unequal develop- 
ment. One important one is that things have 
happened so fast in the past four years that little 
could be done to deal with Isarn or the poor 
Muslims in the far south, or the northern hill- 
tribes. 

But equally important has been the mistaken 
belief that market forces would solve the prob- 
lems on their own. Having achieved in the 1960s 
a then-laudable upgrading of basic education 
and health services in poor areas, Thai planners 
let it go at that. Any efforts to build on that base 
ultimately were left to the country's mostly venal 
politicians — many of whom apparently felt that 
vote-buying was the best way to spread wealth 
upcountry. 

Nothing was done during the mid-1980s re- 
structuring to improve the prospects of rural em- 
ployment. Thus during the past four years new 
investors have taken a quick look at the rural in- 
frastructure and opted to stay in the Bangkok re- 
gion. 

Until very recently in Isarn there have been virtually no facilities 
for industry: power supply is bad, water supply usually non-exis- 
tent; telecommunications and rt poor. Government pur- 
chasing, even for provincial uses, is decided and often carried out 
in Bangkok. So that anyone wanting to supply government offices 
would waste money setting up away from the centre. 

In the past two years some private investors have begun to 
build their own industrial estates near the city of Nokhon Ratch- 
asima, the westernmost Isarn city. But even with the support of 
politicians, those estates have had trouble getting off the ground. 

In the north, more attention has been paid, in part due to the re- 
gion's tourism potential, and a liking for the region's cooler moun- 
tain climate among the Bangkok elite. Anti-opium programmes 
have also brought attention. Yet the region still must send its youth 
to Bangkok for jobs, and its tourism and handicraft industries are 
highly vulnerable to a global tourism downturn. 

Rural poverty in Thailand, especially the northeast, is a clas- 
sically vicious cycle. Families are brought up owing money to rapa- 
cious local moneylenders — often the local shop owner or agricul- 
tural middleman. Poor land and frequent droughts mean the debts 
are never paid off. 

Social services, such as education and health, are thin, and the 
best employees of the central government want little to do with the 
region. Children rarely get more that four year's schooling. In the 
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worst times, things are sold — sometimes land, sometimes 
daughters. And the price is to high to get either back. 

Drought is not the only threat to crops. Mostly commodity 
crops, with their prices dictated by international markets, are 
grown. This year farmers in the central northeast had a great crop 
of rice, but prices fell by up to 40%. Few farmers have developed 
alternative crops to diversify their incomes. 

Often those alternatives have arisen on a privately generated 
contract farming basis, with no support or protection from the gov- 
ernment. Middlemen sell seed, fertilisers and pesticides to farmers 
and promise to buy up their soyabeans, tomatoes, or cashew nuts. 
But far too often the middlemen do not shown up at the harvest. 
The farmers, who have no access of their own to marketing outlets, 
are left with no cash and often debts for their investment. And 
they end up with no interest in trying to break away from tradition 
again. 

ü The other main problem for the rural poor is landlessness. 
Much of Thailand has never been adequately surveyed, leaving the 
poor, even with generations of tenancy on a piece of land, vulner- 
able to having it taken from under them by the more powerful. Fre- 
quent newspaper reports over the past three years typically show 
a local businessman producing government-issued land ownership 
documents for land which never had them before, and then evict- 
ing the occupants to build hotels or golf courses. 

A more complex problem is the hundreds of 
thousands, if not millions of peasants who live 
on and till land which belongs to the Royal 
Forestry Department. The department is under 
pressure to evict them to protect its forest areas, 
but there is no place for most to go. Land specu- 
lation by wealthy people from Bangkok — espe- 
cially in the north, but even in central plains 
paddy land — has put buying farmland out of 
the reach of tenant farmers. 

And one can see good tillable land dis- 
appearing. All around Bangkok, within a 200- 
km radius, paddy fields are being turned into 
industrial estates and golf courses. That leaves 
the tenant farmers of much of that land to crowd 
on to poorer land elsewhere — often in the 
forests. 

So far, the only alternative, effectively, that 
the government has offered to this situation is 
relocation. On the face of it, this has helped. Be- 
ginning in 1987, as government technocrats ex- 
pected, attracting investment meant more jobs, and more jobs 
meant more income for the poor. There have not been any studies 
yet which document this, but the high growth in television and 
vehicle sales in rural areas attests to the fact that there has generally 
been more money available. 

Much of that money comes from jobs held elsewhere. At least 
half of Thailand's massive fishing fleet is manned by people from 
Isarn, 1,000 km from the sea. The rubber plantations of the under- 
populated south are tapped by northeasterners. 

They harvest the rice and sugar cane crops of the central plains. 
But mostly, the poor of the north and northeast have moved to the 
factories of Bangkok. 

This dislocation has wreaked havoc on social services for 
Bangkok. It has expanded slums — over 1 million of the capital's 
inhabitants live in them — and taxed all of the city's infrastructure. 

But getting jobs in Bangkok has not solved the problems up- 
country. The immigrants to the capital have been hit by high infla- 
tion, eating away their earnings. The social services they get come 
mostly from social organisations; the government is either not 
equipped or just unresponsive to their needs. For the rural farms 
their families still tend, hired labour for the harvest is now too ex- 
pensive and traditonal cooperative labour arrangements among 
families have broken down due to the migration to the centre. 

= Paul Handley 
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ASIAN AMERICANS 


Chinatown ghettos versus arriviste suburbs 


Tyros, triads, tycoons 


By Susumu Awanohara in Chicago, Houston, 
Monterey Park and New York 


et's stop emerging and start arriv- 

ing," ran the motto of last month's 

annual convention of the Organi- 

sation of Chinese Americans (OCA) 
in Houston. The slogan embodies the im- 
patience of Chinese Americans with having 
their political ambitions put on seemingly 
endless hold. 

As the largest and arguably the most 
senior component of Asian America, the 
Chinese feel entitled to lead the US Asian 
community in its struggle for political rec- 
ognition. Yet from mainstream America, 
OCA members feel, they get a lot of lip-ser- 
vice but little actual power-sharing. 

Such issues preoccupy Chinese Ameri- 
can professionals — the main OCA consti- 
tuency — in their bright, air-conditioned 
offices across the country. But there 
exists another Chinese America, centred 
in old Chinatowns, inhabited by recent 
— and sometimes illegal 
— immigrants who speak little 
English. 

There, the concerns are 
likelier to be how to keep 
the children in school and 
away from triads and drugs, 
so they can eventually escape 
the ghetto in a generation or 
more. These immigrants, some- 
times dubbed the "roBs" (for 
"fresh-off-the-boat"), eke out a 
living in restaurants, sweat- 
shops and sundry stores that 
are not much different from 
those found in Hongkong or 


"Diverse" is a commonplace 
description for the 1.6 million- 
strong Chinese Americans. The 
community splits along lines of dialect, 
time of arrival in the US and political incli- 
nation. 

But, at the risk of oversimplification, one 
broad distinction stands out: between those 
who live in old Chinatowns (the “down- 
town Chinese"), and those who live in 
new Chinese communities (the “suburban 
Chinese"). The division is essentially one of 


OCA represents the suburban Chinese. 
A nationwide organisation concerned with 
civil rights and political participation, OCA 
caters to “ABCs,” or American-born Chi- 





Bob Lee: ‘unity is possible’; Chicago's An Leong Society. 


nese, as well as upscale naturalised Chi- 
nese immigrants from Taiwan and Hong- 
kong. Both these groups enjoy good 
schooling and jobs. 

Together with the Chinese American 
Citizens Alliance (which caters principally 
to ABCs) the OCA tends to speak for the 
politically conscious denizens of such new 
communities as Monterey Park (in the 
Los Angeles area), Flushing (New York), 
Sharpstown (Houston) and Napierville 
(Chicago). What drives many suburban 
Chinese into political activism is the resent- 
ment that, despite their achievements, they 
are not quite accepted into the white main- 
stream. 

“We think, hey, we're going to be taken 
care of, and find out that’s not the case,” 
Says a young Chinese American lawyer in 
Houston. “We can't leave it to the goodwill 
of the liberal Americans, because there are 
[also] the rednecks,” says a lawyer in New 
York. To their shock, the suburban Chinese 
are often equated with the FOBs and indeed 


with other Asian refugees; white America 
cannot tell the difference. 

Suburban Chinese have met resistance, 
subtle or otherwise, whenever they en- 
croached on white territory quickly and in 
large numbers, according to Police Chief 
Joseph Santoro of Monrovia, California. He 
has witnessed the process first hand; before 
assuming his present post, he served for 
many years as a police officer in neighbour- 
ing Monterey Park, the first “suburban 
Chinatown” in America. Since the 1960s, 
the town has gone from an Asian popula- 
tion of less than 5% to more than 62%. 
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Even more overwhelmingly Chinese are 
the traditional Chinatowns, where nearly 
one third of Chinese Americans still live. 
These ghettoes are so thoroughly Chinese, 
by now, that the white establishment has 
abdicated its responsibility over them, on 
the premise that “that’s just Chinatown; 
they do things their own way there,” as 
Santoro puts it. 

Considering how entrenched they have 
become on the American urban scene, it is 
striking how recently most of the Chinese 
Americans arrived. They did not begin to 
immigrate to the US in large numbers until 
after World War II. Those who came with 
the gold rush and as railroad workers in the 
last century were relatively few. 

The first really sizeable flows were stu- 
dents who arrived in the 1950s and 1960s, 
largely from Taiwan, and managed to ob- 
tain immigrant status. After the 1965 US 
immigration reform, Chinese — whether 
from Taiwan or the mainland — were 
given a total of 20,000 visas a year. 

Immediate family members 
were outside this limit as were 
the 600 visas earmarked for 
Hongkong residents. In 1979, 
after normalisation of US-China 
relations, the US gave 20,000 
extra visas to mainland China, 
in addition to the 20,000 set 
aside for Chinese from else- 
where. 

Ethnic Chinese have also 
entered the US under the 
quotas of such homelands 
as Vietnam and other South- 
east Asian countries. Once 
in America, many of these 
have become more “Chinese,” 
culturally, than they ever dared 
to act back where they came 
from. 

The class polarisation of the Chinese 
Americans is borne out in key welfare indi- 
cator statistics. For instance, the group as a 
whole has a relatively high college gradua- 
tion rate, as well as a high elementary 
school drop out rate — about 25% apiece of 
the population. 

Native born Chinese Americans — 
largely “suburban” — enjoyed the highest 
hourly earnings of all major Asian Ameri- 
can groups, 1980 figures showed. They also 
had high ratios of professional, technical, 
sales and administrative occupations. On 
the other hand, foreign born Chinese 
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(likelier to live “downtown”), worked 
mainly in services and had, next to the Viet- 
namese Americans, the lowest hourly earn- 
ings. 

Chinatown actualities may, in fact, be 
even grimmer than what is captured in of- 
ficial statistics. Employers there dodge so- 
cial security payments for their workers, 
landlords charge key money, money len- 
ders gouge exorbitant interest rates, youth 
gangs extort protection money and triads 
intimidate malcontents — all far beyond the 
gaze of any US officials. 

Might is right in Chinatown, activist 
writer Peter Kwong explains. “These 


Where the bucks are 
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[downtown] Chinese confront not only ra- 
cism of the larger society but also the domi- 
nance in their communities of a traditional 
political order." Although many immigrant 
newcomers first gravitate to the familiarity 
of the old Chinatowns, most seek to break 
away once they become better-oriented in 
America. 

What keeps the populations of the old 
ghettoes stable — or even expanding, as in 
Chicago nowadays — is the arrival of new- 
comers who outnumber those who migrate 
out to the suburbs. And, lately, the rush of 
inward investment from Hongkong, Tai- 
wan and other sources has also increased 
opportunities and mobility of the down- 
town Chinese. 

Or, at least, for some of them. Others, 
especially illegal immigrants, find them- 
selves trapped in what amounts to a mod- 
ern form of indenture in dead-end jobs. 
The illegals, have paid up to US$50,000 to 
local smugglers for counterfeit identification 
papers and passage to the US. 

As documented by Hongkong-born im- 
migrant journalist Yuen Ying Chang of the 
New York Daily News, the illicit human trade 
begins, as often as not, in villages of Chi- 
na's coastal Fujian province, where the 
local Communist Party chiefs play key roles 
in the racket. The would-be emigrants — 
mostly Fujianese famers and workers — 
are spirited out through a highly organised 
underground network, comprising simple 
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fishermen as well as triads, and stretching 
through Hongkong, Thailand, Latin Ame- 
rica and Canada to the US. 

Many illegals have large debts to repay 
even after arriving in the US and become 
virtual slaves, often being forced by the 
smuggling ring into criminal activities. Fail- 
ure to pay results in brutal sanctions. By 
one count, nearly half of the estimated 
300,000 Chinese in the New York City are 
"downtown" Chinese, and nearly 30, 000 of 
these are 30,000 undocumented immi- 
grants, mostly from Fujian. 

With such reservoirs of manpower to 
draw upon, triads and other Asian criminal 
elements have been able to penetrate US 
society to an extent that is becoming a 
major concern among law enforcement offi- 
cials. Heroin from the Golden Triangle has 
upstaged cocaine from Colombia as North 
America's number one drug menace, law 
officials say, and triads have supplanted the 
original Mafia in control of the traffic. 

And the Chinese American crime scene 
could get worse in the near future, Sen. 
Joseph Biden told a recent Senate Judiciary 
Committee hearing: "A variety of factors — 
most notably the transfer of Hongkong to 
China — suggest that US membership in 
the triads may very well explode." 

Aside from big-time drug deals, the 
main victims of Asian crime in America 
are the Asian Americans themselves. The 
triads prey on their fellow ethnics because 
they know they can intimidate these com- 
munities into silence. Says Monrovia's San- 
toro, "Asian people don't understand that 
they don't have to suffer this sort of thing 
in this country; that the police are there to 
protect the citizens, not the government or 
the powerful." 

One way to break this cycle of self-vic- 
timisation would be to recruit more Asians 
as law enforcement officials. But that is 
easier said than done, Santoro points out. 
"In California, the category that we call 
Asian is made up of 42 sub-categories,” 
who seldom share a dialect in common, 
much less any particular empathy. 

Nor is a police career exactly what many 
upwardly mobile Chinese American fami- 
lies have in mind for their children. 
Nevertheless, after eight years of hard 
work at one-on-one recruitment, Santoro 
helped raise the ratio of Asian American 
officers in the Monterey Park police force to 
above 20% — far and away highest in the 
country. 

In the long run, though, it will take far 
more than an increase in the number of 
Chinese American cops to bring the com- 
munity into the American mainstream. The 
"suburban Chinese" hankering for political 
influence may evolve beyond just anti-dis- 
crimination issues to a sense of full partici- 
pation in American values and civic cul- 
ture. 

Can the suburbanites, at the same time, 
make common cause with their "down- 
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town" Chinese brethren? One reflex re- 
sponse from many of them is "Why should 
we?" After all, they say, Chinese Ameri- 
cans have come from diverse backgrounds 
at different times and have started new 
lives in the US. Any unity among them can 
be no more than illusory, the argument 
goes. 

Yet the vision of unity still has its fervent 
advocates. Community political leaders, for 
their part, promote solidarity of Chinese 
Americans — and, even more broadly, 
Asian Americans — with an eye towards 
maximising their voting block. 

Then, too, there is the idealistic hope 
that community solidarity and political par- 
ticipation can free Chinese Americans from 
the trauma of China's recent history. Only 
then can they find their way back to a more 
humane way of being Chinese. 

Bob Lee, an ABC who runs an Asian 
American art gallery in New York's 
Chinatown, believes that, with the 19th- 
century onslaught of imperialism, China 
traded in much of its traditional values in 
exchange for a caricature of Western culture 
that emphasised only one aspect. "We 
made a God out of Wealth, but failed to 
comprehend [the entirity of the West's] 
value system" — a syndrome that has 
afflicted even Chinese who migrated to the 
US. 

New infusions of Chinese immigrants, 
he hopes, cán help the Chinese Americans 
to “re-link” themselves with their ethnic 
tradition. Paradoxically, however, it took a 
reassertion of China's more repressive poli- 
tical traditions to bring about an unpre- 





cedented display of Chinese American 
unity, Lee notes: the general outpouring of 
anger and anguish by the entire commu- 
nity soon after the 1989 Tiananmen mas- 
sacre. 
"| had never seen so many people being 
ashamed that they were Chinese," he says, 
“and in that we were united. It didn't last 
long, but it showed unity was possible." m 
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Karaoke-style kinkiness 


Pink Samurai: The Pursuit and Politics of Sex 


in Japan by Nicholas Bornoff. Grafton Books, 
London. £14.99 (US$24.50). 


Big, full, detailed, this book must be the 


most extensive of its kind. There has never 
been such a work about the sexual struc- 
ture of a country. But then, there has never 
been a country with such a big, full, de- 
tailed sexual structure as Japan. 

Sex and attitudes toward it are order- 
ed, disciplined, codified. 
The phenomenon has been 
socialised in a way most un- 
common in the West. There 
are few absolute taboos and 


very little sexual hypocrisy. 
Rather, there is a place and a 


time for everything. 

Just everything. As Born- 
off points out: “Due to the 
rigidity of the social struc- 
ture, the escape routes are 
apt to go to extremes.” 
Some are famous — the 
sexy manga cartoon books, 
the night-time TV. Some are 
not. Not yet, at any rate, for 
here the author introduces a 
number we might otherwise have thought 
unlikely. 

All, however, are touched by a quality 
we can only call guilt-free. Take, for exam- 
ple, the fleshly entertainment considered 
most sordid in the West — the sex show. 
As the author notes: “A pervasive sense of 
shame generally taints sex shows in the 
West . . . where erotic spectacle is seen as 
degrading and degrading it is." 

In Japan, however, a sexually demo- 
cratic impulse is at work — the show is pro- 
vided by the patron. He joins the girl on the 
stage, taking advantage of what has been 
called “the cheapest lay in town" (33,000 
[US$21.25] admission whether you perform 
or not) The audience is well-behaved, 
applauds as indicated, is polite during 
periods of stage fright. 

Bornoff explains that “a strict pattern 
permits only programmed licentiousness 
. . . no outbreaks of spontaneous be- 
haviour." Both practitioner and patron 
have "entered a limbo traditionally outside 
social norms where there is no room for 
contempt." And in any event, "far too blat- 
ant for obscenity, the act of copulation is 
suddenly transformed into an ideogram." 

Basic attitudes toward sex in Japan "are 
down-to-earth, despite the paradoxical for- 
malities and official injunctions curtailing 
them." This, despite the massive sexual 
structure of the country. Despite too the 
surveillance, for "the police are never far 
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away . . . both in their protective and rep- 
ressive capacities.” Indeed, examples of the 
democratic sex show have become, because 
of growing fame, difficult to find in the 
cities, though easy enough to discover in 
the suburbs. 

Japanese naturalness is difficult to re- 
press despite this mighty pigeon-holed 
sexual structure, and even parental polic- 
ing cannot squash spontaneity. Bornoff 
says that his own bias toward individual 
freedom might be seen as 
an irrelevant Western con- 
cept. Still, during his more 
than a decade in Japan, “I 
have never seen a people 
striving more to adopt [this 
freedom] than the Japan- 


ese. 

The author's other bias 
insists upon an almost im- 
possible fullness. Every- 
thing he has learned about 
sex in Japan is included. The 
result is a book that is abso- 
lutely stuffed. As a conse- 
quence, much of the infor- 
mation cannot be assessed 
by the author. It is simply 
there, like in a Fellini film. 

But, as in the Italian master’s cinema, 
the girth is pure generosity. Bornoff knows 
his field and he wants us to know it, and to 
savour it, to understand it, to love it. Con- 
sequently, when we reach areas of personal 
concern there is an assurance of reality the 
like of which is rare in any book on Japan. 

m Donald Richie 





Disjoint venture 


Investing in China by Richard 1 Pomfret. 
Harvester Wheatsheaf, London and New York. 
US$59.50. 


This slim volume on the 
development of foreign in- 
vestment in China from 
1979 to 1988 is a primer for 
would-be Western investors 
exploring business 
sibilities in China for the first 
time. 

Written in turgid style, 
the book looks like a spin- 
off from Pomfret’s earlier 
work on equity joint ven- 
tures in Jiangsu province. 
It sketches the evolution 
of direct foreign invest- 
ment in China and the direc- 
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tion it has taken in response to a com- 
bination of Chinese Government poli- 
cies and the needs of international busi- 
ness. 

Pomfret describes a number of well- 
publicised problems faced by some high 
profile joint ventures — mostly those in- 
volving US and European partners who 
tend to be more vocal than Japanese and 
Hongkong Chinese investors. He pointedly 
notes that despite problems, many of the 
joint ventures remain highly profitable, in- 
cluding the troubled Beijing Jeep Co., a 
joint venture between herein unnamed 
Chinese authorities and American Motors 
Corp. 
The pioneer days of joint-venture invest- 
ment were fraught with mutual suspicion 
and distrust — not surprising given China’s 
virtual isolation from much of the world for 
40 years. But by the mid-1980s, many of the 
early misapprehensions disappeared. Both 
sides have grown accustomed to each 
other's differences in perceptions and work 
methods, and have learned to compromise. 
An improving, though by no means ade- 
quate, legal framework has also helped to 
increase the confidence of foreign inves- 
tors. 

The rather self-evident lesson that Pom- 
fret draws from the China experience is 
this: foreign firms will invest in non-market 
economies as long as they can export their 
goods competitively, repatriate profits, and 
sell to the domestic market — which, in the 
context of China, is an undeniable incen- 
tive. 

The book, however, falls short of pro- 
viding fresh insight into foreign investment 
in China as its publishers claim, though this 
could have been achieved with more 
thorough research. Nor does it delve 
deeply enough into the differences and 
similarities between China and other non- 
market and developing economies, such as 
Eastern Europe or Indochina. 

Hongkong’s pivotal role in the take-off 
of foreign investment in China might have 
been given the space it deserves. Rather, its 
importance is played down because of the 
difficulty of distinguishing which Hong- 
kong Chinese investors are original sources 
of investment, and which 
are simply — third-party 
conduits for funds from 
politically sensitive places 
such as Taiwan and South 
Korea. 

For a book that focuses 
heavily on joint ventures, 
Pomfret has provided few 
details, let alone insights, on 
the other partner in the deal: 
the Chinese. There is no 
mention of even the names 
of the Chinese partners in 
the most prominent joint 
ventures highlighted, as if 
they were faceless. Yet Pom- 
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fret makes the valid point that having the 
right Chinese partner is essential to the suc- 
cess of a joint venture. 

The attempt to suggest that the pattern 
of foreign investment can be linked to 
the crackdown on pro-democracy de- 
monstrators in June 1989 overstates the 
case. Western government sanctions 
against China, rather than voluntary absti- 
nence by foreign investors, were the major 
cause for the slow growth in new invest- 
ments in the year following the crackdown. 

m Elizabeth Cheng 


Frontier folk 


Ethnic Groups across National Boundaries 
in Mainland Southeast Asia edited by Gehan 
Wijeyewardene. ISEAS, Singapore. S$39.50 
(US$24.00). 


There are probably few areas in the 
world better suited for studying the prob- 
lems of ethnic groups who are scattered 
across the borders of nation states than 
mainland Southeast Asia — though the 
former Soviet bloc is certainly a rival. 

This volume is focused on those groups 
who live on the borders of Thailand; the 
Mon, the Lua (Lawa), the Yao and the 
Hmong. This is understandable because it 
has been impossible for anthropologists to 
do fieldwork among, for example, the 
highland minorities of Viet- 
nam, the Khmer Krom of 
the Mekong Delta, or until 
recently the minorities in 
Laos or southern China. 
Burma remains off-limits 
and Cambodia is still at 
war. 

Ethnic Groups repre- 
sents a style of thinking 
about ethnicity among an- 
thropologists initiated by 
Fredrick Barth in the mid- 
1960s, and which has 
grown in sophistication 
ever since. 

It is typical of both insid- 
ers and outsiders to attribute 
timeless qualities to ethnic groups, but 
anthropoloists have shown that ethnicity 
is culturally "invented" either by the 
groups themselves or by states and bur- 
geoning tourist industries. As Wijeyewar- 
dene says in his introduction, there are 
few certainties these days in the study of 
ethnicity, as we recognise the ease with 
which some groups swap their ethnicity 
and their language. This fact alone throws a 
spanner in the works for historical linguists 
who purport to trace migrations of people 
in Southeast Asia. 

On the other hand, as Christian Bauer 
shows in his study of the Mon, some lan- 
guages survive despite predictions of their 
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imminent demise. Why ethnic markers 
persist in some contexts and not others is a 
perennial puzzle for ethnographers. 

Two essays, one by Satyawadhra Chol- 
tira on the Lua and another by Douglas 
Miles on the Yao, challenge the idea that 
certain ethnic groups have invariant social 
and cultural forms. In both cases they look 


at how the integration of these groups into | 


a wider economy has transformed kinship 


structures without affecting ethnic identity. | 


Involvement in the international opium 
economy encouraged a shift from matriliny 
to patriliny in the case of the Lua, while 
among the Yao of northern Thailand it 
caused a bilateral system to emerge in con- 
trast to the patrilineal organisation found 
among sedentary Yao in southern China. 
These changes were also reflected in religi- 
ous practices. 

Ananda Rajah's long essay on the 
Karen nationalists in Burma addresses 
itself most directly to problems posed 
in the title of the book. He asks, why 
is it "that few Karen in Thailand identify 
with the nationalism at the heart of the 
movement [in Burma] or actively sup- 
port it?” The answer is, partly, that the 
Karen separatists in Burma cannot afford 
to alienate the Thai, "as a matter of 'inter- 
national relations'," by fomenting separatist 
sentiments among Karen in Thailand. 

Nicholas Tapp's essay looks at the fail- 
ures of Thai state development projects 
which try to integrate the Hmong into the 
Thai polity. Only if this is 
done "without compromis- 
ing their own values," he ar- 
gues, will efforts aimed at 
the Hmong succeed. 

In her somewhat bossy 
afterword Rozanna Lilley 
spotlights the crucial issue of 
what she calls "the semiolo- 
gy of sovereignty," that is, 
the interaction between state 
definitions of ethnicity on 
the one hand, and the 
power of self-definition on 
the part of ethnic groups on 
the other. 

Once groups cross boun- 
daries they contradict 
nationalism's prevailing myths about ethnic 
and linguistic homogeneity, which in the 
case of minorities can set them on a colli- 
sion course with the state. Yet, where a 
majority ethnic group also spreads across 
these boundaries, as with the Tai (Dai in 
Yunnan, Shan in Burma, Lao and Siamese) 
quite a different set of problems concerning 
origins and identity emerge as Wijeyewar- 
dene outlines in his own essay, "Thailand 
and the Tai." 

This valuable contribution to the study 
of ethnicity in Southeast Asia also reminds 
us that the tendency to fetishise cultural 
"authenticity" is a peculiarly modern phe- 
nomenon. m Grant Evans 
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As one of Asia's leading hotels, 
The Excelsior Hong Kong 
understands that the frequent 
business traveller needs to keep 
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BANKING 


M Central Bank is enfeebled by legal barrage 


oothless watchdogs 





By Rigoberto Tigiao in Manila 


Philippine Supreme Court deci- 

sion expected soon on Banco 

Filipino Savings & Mortgage Bank 

| could be the straw that breaks the 

ack of the Central Bank of the Philippines. 

the court rules that the monetary author- 

_ity erred in closing down Banco Filipino in 

* 1985, the Central Bank's clout would be vir- 

tually destroyed. 

^^ The Central Bank alleged that Banco 

ilipino was insolvent and that it had vio- 

lated banking laws by providing an exten- 

ive amount of credit to real-estate com- 

panies owned by the Aguirre family, its 

major shareholder. The Aguirre family, 

owever, has maintained in drawn-out liti- 

ation that Banco Filipino's asset base of 

4.9 billion (US$178 million) could have 

“eovered the P3 billion in Central Bank 
*., emergency loans it had received. 

5.2. The Banco Filipino case represents just 

_ how far the Central Bank has fallen. The 

image of the bank, once the government's 

| ;most prestigious branch, has deteriorated 

- so much in the past decade that some ana- 

-== lysts say it is already too weak to police the 





financial system. The bank's regulatory 
powers are based on a 1965 Supreme Court 
decision that the 1948 Central Bank Act had 
entrusted the institution with the right to 
close or take over a bank. 

"This looks like the only country where 
the regulators fear being jailed while own- 
ers who have milked depositors money go 
scot-free," says a former deputy governor 
at the Central Bank who requested anony- 
mity. 

The Central Bank's legal department 
disputes the former official’s claim, point- 
ing out that the bank has been able to win 
convictions against 48 bankers charged 
with crimes. These convicted officials were 
employed at rural banks or in provincial 
bank branches. 

Nonetheless, a Central Bank official says 
the institution is “just lucky that most of the 
banks [in the Philippines] now are quite 
professionally run. But with the country's 
legal structure and with the bank's person- 
nel problems, I doubt if anybody [in the 


` central bank] would now risk running after 


an erring bank. We're helpless now if [any 
crises hit the banking sector]." 
A backlash to former Central Bank gov- 


emor Jose Fernandez closure or take- 
over of four banks — Banco Filipino, 
Pacific Bank & Trust, Producers Bank 
and Manila Banking Corp. — in the 1980s 
showed just how vulnerable banking 
regulators are. In reaction to Fernendez 
action, three of the banks and Pacific 
Bank's union filed still-pending civil and 
criminal lawsuits against the Monetary 
Board, the Central Bank's executive body, 
and certain lower-level officials. Pacific 
Bank's union also filed a lawsuit against 
Fernandez, charging that the central banker 
violated anti-graft laws by not divesting 
his shares in the private bank he headed 
before accepting the Central Bank post in 
1984. 


The case involving Producers Bank 
perhaps best illustrates the Central Bank's 
impotence within the Philippine banking 
system. In 1984, Producers Bank was 
placed under conservatorship by the Cen- 
tral Bank, partly because of P300 million in 
loans extended without collateral to com- 
panies related to the bank's owner, Henry 
& Luis Co. 

Henry & Luis responded by obtaining 
a judicial restraining order against the Cen- 


a young bank president claimed. 


" ; Enter the new breed 


Philippine banks, once perceived as being run for the benefit of 
> their controlling families and institutions, are commanding a 
. new respect. Under professional management, and with dis- 
persed shareholdings acting as a check against individual 
.. abuses, the banks are gaining a reputation for self-discipline and 
_ probity at the same time as an enfeebled central bank is retreat- 
ng. from its role as regulator of the sector. 
~The growth of banks such as Far East Bank & Trust Co. 
(FEBTC) and Philippine Commercial International Bank (PCB), 
f which now number among the five biggest in terms of 
and the emergence of a new breed of smaller banks 
that the lessons of the past may have been learned. 
m jor financial crises of the past 20 years had as 






















xot cause the b nk ruptcies of banks, caused by their own- 
ising depositors’ funds as personal treasure chests. 
rol of FEBIC and d now ace Seis among different 


h may come in only after r many 
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Two rival shopping-mall magnates, John Gokongwei and. 
Henry Sy, are regarded as the new banking lords. Gokongwei 
is the biggest stockholder, with 25.6% equity, in PCIB. Yet, even = 
if he were so inclined, Gokongwei is in no position to take uni 
lateral measures within the bank. Powerful shareholders such 
as the Eugenio Lopez family (which controls 22.4%), plastic-pro- 
ducts manufacturer William Gatchalian (12.9%), and the Zuellig 
pharmaceutical group (9.495) ensure that. 

Gokongwei is also the biggest shareholder (with 18.3%) in 
FEBTC, in which rival Henry Sy has a 6.6% stake. Syi in the past 
five years has assumed majority. control of China Bank- _ 
ing Corp., an old bank set up by: the Kuomint ang & party n 





Taiwan. Nox 
A new breed of smaller banks oe 
types of ownership for Mar nila — fa 
newcomer institutions, Asian. B nk 
were granted the first commercial b: 
banks with strong links to the Aq 
have harnessed the financial clout 
banks now under the control. of : 
The control of Asian Bank, av 
1990, is shared equally by three bu 
San Miguel Corp., the mining-bas 
Corp. and the cement industry 
Consultants. Urban. Bank, whi hich . gai 
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mL. Bank. The order kept the Central Bank 
- from taking ' ‘any action that might disturb 
the status quo" at Producers Bank. 

^. The appealed case has also made it to 
-the Supreme Court — even after extensions 
by the Central Bank to Producers Bank of 
advances amounting to P1.5 billion. The 
litigation has prevented the bank's rehabili- 
tation or sale to other investors. 

Central Bank officials are clearly worried 
about their plight, and some of their fears 
are well-grounded. The lawsuit against Fer- 
nandez is a stiff warning, they say. Fernan- 
dez, who is credited with stabilising the fi- 
nancial system in the country's 1984-86 eco- 
nomic crisis, is prohibited from travelling 
abroad until the lawsuit is settled. 

In addition, the Aguirre family has 
dug up nearly forgotten provisions of 
the 1960 Anti-Graft and Corrupt Practices 
Act in its legal barrage against the Central 
Bank. Under the law, the acceptance by the 
prosecutor of a case against a government 
official requires that the person be sus- 
 pended without pay while the case is pend- 
ing. 


wealthy bank owner can very eas- 
ily succeed in having the valid in- 
formation filed against a bank reg- 
ulator," a Central Bank official 
says. "My staff keep asking me how will 
they feed their families in that situation." 
Central] Bank officials point out that 
some of Manila's daily newspapers have 
also waged a campaign intended to influ- 
ence the Supreme Court's decision on the 
Banco Filipino case. Two of Manila's largest 
dailies, the Philippine Star and the Manila 








Bulletin have published articles sympathetic 
to Banco Filipino, but Business World pub- 
lished an article supportive of the Central 
Bank's closure decision. 

The limited amount of resources avail- 
able to the Central Bank to protect it- 
self makes matters worse, the officials 
complain. The bank has six lawyers at 
its Office of General Counsel and 30 in its 
Litigation and Investigation Department. 
"Each of our lawyers is now handling 17 
cases," according to general counsel Inigo 
Regalado. 

Moreover, the Commission on Audit 
ruled in 1988 that the Central Bank cannot 
contract private law firms to represent it. 
The commission, however, made an excep- 
tion for the services of the Sycip Salazar 


law office in the Banco Filipino case on 


grounds that the firm had been contracted 


in 1985. 
Efforts by the Aquino administration 
to streamline bureaucracy have also played 


a major role in the Central Bank's de- 


band Some hd 1 


ment agencies : sin i : | 
personnel. um 













"This is the only pem bank 1 know of > 
in which the board does not have the au- m 
thority to determine the salaries of its staff” 
senior deputy. OVERROE. Gabriel Singson- _ 


as the veteran centrall Ca 





get competent people | [at current salary — : 


levels]." 


When Fernandez assumed his post at 4 


the Central Bank, he promised to make the - : 
institution more efficient. Largely because |: 


of the country's finandal problems, he 
never completed the job. Further, a Fernan- 
dez programme to strengthen the bank's 
powers — partly funded through a US$300 


million World Bank loan — has become - ; 


bogged down, mostly because its main ele- 
ments require congressional approval. 
Even if the Central Bank wins the Banco 


Filipino case, analysts believe it could take — 
years for the institution to regain its former 


prestige and efficiency. Until then, one of 


the most problematic areas of the Philip- c 
pine economy, the financial system, willbe _ 


managed by a demoralised regulator. @ 
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operate in February 1990, is owned by six diverse business 
groups. 

The privatisation of Union Bank — formerly a subsidiary of 
the Social Security System — has resulted in the transfer of 
ownership in the past two years to the shipping and electric- 
power Aboitiz family, the battery manufacturer Ramcar Group, 
and the Insular Life Assurance Co. 

Asian Securities of Taiwan is the biggest single shareholder 
in Security Bank, formerly the personal money-laundering in- 
stitution of the late president Ferdinand Marcos. The Dy and 
E Ung groups, owners of medium-sized manufacturing. com- 


> panies, lead the Philippine side of the joint venture. 
Ua m -Tarlac businessman Domingo Lee, who is close to Philippine 





© President Corazon Aquino's side of the Cojuangco family, and 
the Cebu-based retailing Gaisano family, now controls Philip- 


..' pine Banking Corp., in partnership with Taiwanese and Hong- 


kong investors. 

Two banks appear to be under the firm control of American 
financial institutions who opted to retire their loans in the coun- 
E fy ey converting them, at huge gains, to equity. 
~~ Boston Bank of the Philippines is known to be controlled by 
PE Boston World Holdings, while International Corporate Bank 
— (IB) is run by American Express. The government's National 





elem Co. has 60% of the equity in ICB but has shown it- 
n self to be a passive investor. 


(As US academic Paul Hutchcroft has pointed out, Philippine 
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banks in the past were a classic example of “predatory oliga- —— 
chy," in which state-controlled mechanisms were exploited to 
profit individuals. As evidence, he cited the abuse of the proce- __ 
dure by which a central bank licence is needed to open a bank, - 
or to gain control of one. "Loyalty is rarely to banking | perse, 
but rather to the family conglomerate that the bank is meant to 
serve," Hutchcroft claimed. - e 
In the new breed of banks, or even in the older Bank of the o 
Philippine Islands, Rizal Commercial Banking, and Solid: nk, 
the presence of strong ppro partners has turned out to be a- 



















IM 


To a great extent, the banking pee 
tension in Philippine society. Despite a weak cent 
— the central bank in this case — various economic an 
factors have emerged in the past few years gradu: ly to 
greater efficiency in business sectors. | 

One problem is that such efficiency could be used to be 
the bank at the expense of the national economy: the bi 
main extremely profitable at a time of economic stagnar 
their control over the exchange rate can be pis 
by the windfalls reaped during the October 1990 0 devalu 
The other, longer-term problem is that developments i in the > pri 
vate sphere have not been matched in the bureaucracy, ~~ 








'ort out of a storm 


By Michael Westlake in in Hongkong - 


learance by Chinese officials for 
Hongkong to build a new airport has 
_ ALA in passing opened the way for major 
elements of the territory’s port to be de- 
__ veloped over the next 20 years as well. The 
.. development and hence the capital costs of 
. the port are more incremental than those of 
_ the airport, but the construction now set to 
. proceed is equally crucial to the long-term 
- economic health of the colony. 
_. The port section of Hongkong's HK$127 
^ billion (US$16.3 billion) Port and Airport 
_ Development Strategy (PADS) amounts to 
^ about 39% of the total cost. The port is 
|. viewed as far more important to Hong- 
-kongs role as an entrepot for southern 
J|. China than the airport, which will account 
— -for about 27% of the package. 
^. v Because of the urgency of replacing 
.. Hongkong's present airport, the political ar- 
|. guments about the airport have completely 
|n overshadowed the colony's need to up- 
_ grade its port facilities. But killing or delay- 
| ing the new airport would effectively have 
_. killed or delayed plans for new container 
and other freight terminals near the plan- 
... ned airport's site as well. 

The reason is that the port and airport 
care both to be built on northern Lantau, 
sharing new transport links and jointly ac- 
counting for urban and industrial develop- 
- -ment and for the provision of utilities. 
_. These collectively make up the remaining 

34% of PADS’ costs projected in 1989. 

co Theoretically, whether the new airport 
|... was to be built or not, a HK$10 billion sus- 
|. pension bridge was to go ahead linking 
northern Lantau with the New Territories, 
Jj providing access for container trucks. But 
by sharing infrastructure and by being 
-moved to Hongkong's western side, the 
- port and airport thus cut what would other- 
wise be prohibitively high support costs for 
separate facilities. 

— At current growth rates, it is expected 
that a new container terminal will be 
needed roughly every two years. The latest 
terminal to open at the present Kwai 
Chung container port, 17, started operating 
in November last year, two years ahead of 
< schedule. The first berth on T8, to be built 
- at Stonecutters Island facing Kwai Chung, is 
- expected to open in August 1993. 

If all goes as planned, the last terminal 
to be built in the present zone will be T9, 
which will be on the eastern side of Tsing 
Yi Island facing the existing terminals, and 
would be needed in 1995. Future terminals 

























from T10 onwards will be on a port penin- 
sula to be built on northeastern Lantau, 
theoretically starting operations in 1997 — 
when the port and airport transport links 
are due to be completed. 

But even though the northern Lantau 
developments now appear to be cleared, it 
will not necessarily all be plain sailing. 
There is competition for trans-shipment 
traffic by virtue of lower container-handling 
charges in Singapore and Taiwan’s south- 
ern port of Kaohsiung. And there are port 
developments in Shenzhen immediately 
north of Hongkong which could ultimately 
cut into Hongkong's trade. 

There is also a local dispute between 


Hongkong' s shipping forecasts 


: To al ocea containerised cargo. 


M co estimate | 
320. | e+ Mean i2 


j***** Low estimate | 


Hongkong's terminal operators and users 
of mid-stream harbour buoys and anchor- 
ages over relative costs, The terminal own- 
ers are claiming that mid-stream cost ad- 
vantages are unfair and likely to curtail the 
private investment necessary for further 
terminals. 

Growth in container traffic for January- 
May this year was 21.2% overall, with the 
Kwai Chung terminals running at 19.576 
over the same period last year, against the 
PADS forecast of an average for all cargo of 
8.3% a year to 2011. 
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The dramatic increases are attributed to 
large demand from Eastern Europe, par- 
ticularly Germany following reunification, 
as well as to shippers rushing to use up 
quotas that might change if there are prob- 
lems with China’s most-favoured-nation 
status with the US. Both circumstances are 
seen as short-lived phenomena. 

The PADS forecasts, supplied by the 
Marine Department to consultants, were 
based on 1986 figures. A new set of fore- 
casts done early this year took into account 
the world recession, the effects of the June 
1989 political turmoil in Peking and China's 
port plans as they became defined. 

The result is that Hongkong’s rate of 
port cargo growth has been scaled back to 
6.5% a year to 2011, dropping the tonnages 
expected from 301.6 million to 217.9 million 
by 2006 and from 448.6 million to 284.2 mil- 
lion by 2011. 

Competition from Chinese ports is ex- 
pected to be minimal in the foreseeable fu- 
ture. Yantian in eastern Shenzhen is being 
developed as one of China's four major 
deepwater ports at a cost of HK$1.84 bil- 
lion. But road and rail access is expected to 
lag far behind completion of the first six 


a berths in 1993. 


To the west, three river ports in Shen- 
zhen, as well as Canton and Macau, are ex- 
pected to remain as feeders for Hongkong, 
with all China’s ports having only a small 
impact on Hongkong in the short-to- 
medium term. 

Further afield, competition between 
Hongkong and Singapore for the title of the 
world's busiest container port is much 
touted in the media, though this is not seen 
by maritime officials as having much sig- 
nificance. The new forecast points out that 
Singapore acts as a trans-shipment centre 
for Southeast Asia and the Indian Subcon- 
tinent, while Hongkong serves an entirely 
different hinterland. 

Trans-shipment cargo accounts for 
about 60% of Singapore's total, but only 
about 20% of Hongkong's, with Singapore 
having about a 40% price advantage over 
Hongkong. Officials caution, however, that 
price comparisons are misleading because 
of different fee structures as well as dis- 
counts applied to different clients. 

Kaohsiung, with the same scale of price 
advantage, is seen as a far greater threat in 
the longer term, mainly because opening 
up direct China-Taiwan trade is likely to di- 
vert 10-15% of Hongkong’s shipments to 
and from China. | 

Hongkong's official policy regarding 
mid-stream operations versus those at ter- 
minals is undergoing a re-think. Principal 
terminal operators Hongkong International 
Terminals (HiT), Modern Terminals and 
Sea-Land Orient are concerned that their 
huge investment in fixed facilities is being 
undermined. A host of smaller companies 
use barges to load and unload containers 
from ships at anchor or on mooring buoys 





View from the bridge 


at far cheaper rates than the terminals. 

In effect, Hongkong offers a two-tier ser- 
vice: fast, efficient but relatively expensive 
at the terminals, and far slower but 40-50% 
cheaper in mid-stream. The problem, as the 
terminal operators see it, is that the divid- 
ing line between the two is shifting upmar- 
ket. 

Also, they say, it is possible that new 
and much larger barges could be built 
which would take away even more of their 
business. They argue that the government 
should impose restrictions on mid-stream 
operations, either by limiting the size of 
ship served at buoys or by raising the min- 
imal charges for the use of public wharves 
— or both. 

Not unnaturally, the Hongkong Liner 
Shipping Association disagrees. It says the 
150 barges now used effectively provide 
another container terminal in mid-stream, 
handling 1.25 million 20-ft equivalent units, 
or about 25% of Hongkong’s total container 
throughput in 1990. 

In practice, the liner men say, mid- 
stream work provides a safety-valve to re- 
lieve congestion at the terminals, though 
they say that a change to longer-term leases 
for back-up container storage space away 
from the wharves is needed so that they 
can invest in better facilities. At present, 
their containers are “dumped” on plots of 
government land on short-term leases be- 
cause there is no space elsewhere. 

At the heart of the matter is the govern- 
ment's land policy, by which it charges a 
premium for use of the land or sea-bed to 
be developed. When the area which is now 
17 was put out to open tender, for instance, 
winner HIT paid a premium of HK$4.4 bil- 
lion, about double the highest competing 
bid. 

Port Development Board (PDB) deputy 
secretary Ian Dale pointed out that HIT and 


the other bidders had done their own calcu- 
lations as to profitability, and that they 
were not compelled to bid. But he said 
there was an implicit recognition of the 
danger of overpricing to Hongkong's over- 
all port charges in the fact that the premium 
for T8 — which was let by private treaty — 


TRADE 


HK signs 
textiles pact 


Hongkong and US trade negotiators 
agreed on 6 July to a four-year extension 
of their bilateral textiles trade agree- 
ment, which will take effect when the 
current one expires at the end of the 
year. The extension surprised many 
analysts, as the general expectation had 
been that the current two-year pact 
would be extended for the same period. 

Calling the extension essentially a 
rollover of the existing agreement, 
Robert Footman, acting director-general 
of trade and the leader of the Hongkong 
delegation to Washington, said the new 
package is "at least as good as the exist- 
ing one." To that extent, it represents 
an achievement for the colony's trade 
negotiators; influential protectionist 
forces in Congress and the US textile in- 
dustry have been pushing for even 
tighter restrictions on imports. 

The new accord will permit the col- 
ony's exports of garments and textile 
products to the US to rise at the same 
1%-a-year pace provided for under the 
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was negotiated down to HK$2 billion. 

The official policy is that some level of | 
mid-stream operations for containers | 
should continue — to relieve congestion at 
terminals and to provide some form of | 
rica 


mid-stream de 
force large vessels int 
saturation of eine 


onties o cargo T 
handled, which à is expec ied to drop to 2% = 
by 2011 while remaining constant in ton- 
nage terms. Longer-term. allocation of land 
for mid-stream operations’ back-up areas _ 
will be forthcoming, but no date has been |. 
set. In the meantime, Hongkong’s Marine 
Department wants to increase its charges — 
for buoyage and other harbour facilities to 
recover its costs. 

All these factors will increase the costs 
of mid-stream working, the trade-off 
being more certainty for investment in 
facilities. a 








current agreement. Hongkong’ s do- 
thing industry is the colony's No. 1 ex- 
port earner, accounting for 32% of 

domestic exports last year. 

The agreement comes amid intema- 
tional manoeuvring over the terms for 
an extension to the Multi-Fibre Arrange- 
ment (MFA), which provides legal au- 
thority for textile quotas and bilateral |. 
agreements worldwide. The current | 
MFA will expire at the end of July. 

There seems to be a consensus on 
a bridging extension until the end 
of 1992, But the chief exporters’ lobby, 
the International Textile and Clothing 
Bureau, is pushing for assurances that . 
no new restrictions on exports will be in- 
troduced during this period, while ime 
porting nations — chiefly the US and — 
the EC — want a simple extension on 
existing terms. 

The strategy adopted by US textile 
negotiators in regard to bilateral agree- 
ments that are nearing an end has been 
to get extensions on basically the same 
terms. Hongkong had originally tried 
for some improvements to the accord, 
particularly an easing of anti-dumping 
actions brought against local exporters 
in the past 18 months. 

It appeared that Hongkong received 
no satisfaction on this score. But the 
extra two years provides some predicta- 
bility for exporters. = Cari Goldstein 
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PROFILE 


Asian hotels magnate is master of the deal 


Staying power 


By Ed Paisley in Hongkong 


utch-Indonesian businessman 
D Adriaan Zecha collects five-star 
hotels the way he does Asian art 


— with a keen appreciation of aesthetics — ^ 


and a good eye for market trends 
and re-sale opportunities. Recognising 
the treasure trove represented by 
Asia's burgeoning leisure class, Zecha 
has made his fortune by bringing to- 

other people's money and pro- 
fitable ideas. A one-time publisher, 
he has developed up-market hotel 
groups from Tahiti to the Maldives 
and Melbourne to Kuala Lumpur, as 
well as business interests in the US and 
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But Zecha will have to employ his | | I 


Rangoon's Strand: the 'deal ilL strikes. 


best deal-making skills and more to ex- 
tract profit from his latest venture — the 
US$33 million refurbishment of three age- 
ing hotels in Rangoon. 

The hotels include the Burmese capi- 
tal's crumbling colonial five-star relic, the 
Strand, built in 1901 in the same style as 
Raffles in Singapore. There the similarities 
end: the Rangoon hotels are in tatters, their 
staff need extensive retraining to serve a 
modern tourist trade, and Burma's political 
and economic situation makes investment 
dicey at best. 

Yet Zecha's leap into Burma exemplifies 
why he is known among Asia's tight-knit 
group of luxury-hotel developers and fi- 
nanciers as "the deal maker." 

Zecha and his partners have negotiated 
a 50:50 joint venture with the Burmese 
Government. Under its terms, Zecha will 
be free to develop the Strand in the grand 
manner at which he excels, manage the 
three Rangoon properties through a sepa- 
rate hotel-management company, and ulti- 
mately keep or sell his joint-venture stake 
as the market allows. 

Given the worldwide condemnation of 
Burma's military junta, the country's politi- 
cal fragmentation and its ossified, socialist 
economy, it is remarkable that Zecha has 
managed to pull investors into the project 
at all. That he has is a tribute to his reputa- 
tion for fair dealing; there are few critics 
among his past and present ers. 

Zecha has built his hotel fortune only 
over the past 15 years, having begun his 
business career much earlier in publishing. 

Son of a planter and newspaper pub- 
lisher in Indonesia, Zecha started out with 
a brief stint as a cub reporter for United 
Press International in Jakarta. In 1955, he 
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joined Henry Luce's Time-Life Interna- 
tional, working on the editorial side of Time 
magazine until he came to Luce's attention 
while at the magazine's Paris bureau. He 
switched to the publishing side at Time’s 
New York office in the late 1950s, later rep- 
resenting the magazine around Asia. It was 
during this period that he came up with 
the idea for a pan-Asian English-language 
magazine dedicated to the region. 

According to a former colleague, Zecha 
took the concept to Luce, who said it was 
brilliant but 10 years ahead of its time. Un- 
deterred, Zecha quit Time and teamed up in 
Hongkong with Norman Soong, who ran a 
photo distribution operation called Pan- 
Asia. To get his project off the ground, 
Zecha raised cash from his family and 
friends, including the Parker family of 
Parker Pen fame (Zecha's grandfather held 
Parker's distribution rights in Indonesia). 

The first product of the Zecha-Soong 
partnership was Asia Magazine, printed in 
Japan and distributed through the region's 
main English-language daily newspapers. 
But the publication quickly ran into finan- 
cial trouble. In 1962, Zecha turned for help 
to the newspapers who distributed it, as 
well as to the young Rupert Murdoch, who 
had yet to make his name and fortune in 
England and Australia. 

The magazine survived, but Zecha, hav- 
ing lost majority control, was unable to per- 
suade his new shareholders to set up a 
regional newspaper. So in late 1969, he 
formed another company, Pacific Com- 
munications, which launched the region's 
first weekly English-language newspaper, 
the Asian, as well as publications such as 
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Orientations, an Asian art magazine pub- 
lished in Hongkong, and Asia Travel Trade. 
Zecha’s family was instrumental in 
this endeavour as well. Younger brothers 
Austin, now head of one of Kuala Lum- 
purs leading advertising agencies, and 
Alwin, today the doyen of Hongkong's 
travel and tourist industry, each took 
a financial interest in the company. 
Older brother Andrew, who now runs a 
top Malaysian business school, help- 
ed out with Insight, a business 
magazine. 

Like the earlier venture, however, 
Pacific Communications also became in 
need of extra finance. Zecha turned to 
Eugenio Lopez, of Manila's patrician 
Lopez family, who liked his ideas and 
poured money into the business. It was 
a fateful partnership. In 1972, Lopez 
was jailed under the martial-law regime 
instituted by Philippine president Fer- 
dinand Marcos. Zecha’s funding came 
to an end, and so did his publishing 
business (though he retains stakes in 
Asia Magazine and in two specialty 
magazine houses in Japan and Singa- 
pore). 

Capitalising on the wide range of 
contacts he had built up across the 

region, Zecha turned instead to broker- 
ing hotel deals. Although his business 
had changed, his marketing line had not: it 
was still focused on the potential of a pan- 
Asian enterprise catering to the growing 
sophistication and wealth of Asia's leisure 
dass. As in publishing, Zecha aimed to 
overcome his own lack of financial where- 
withal, and spread the risks, by lining up 
numerous investors. 


needed [to develop hotels], so I syndi- 

cated it, like an insurance company," 
Zecha says. The result of this financing stra- 
tegy is that he has small holdings in an 
array of hotel and consumer-product com- 
panies throughout Asia. His stakes are held 
either through Zecha Holdings or 
through his interest in Arral & Partners, a 
venture-capital firm. 

Among his current holdings are the five- 
star Beaufort Hotel chain, which owns or 
manages hotels in Australia and Switzer- 
land and which is set to open two more in 
Singapore and Bangkok later this year. He 
also holds stakes in Raphael Hotels, which 
operates in Europe and the US, and the 
European-based Orient Express Hotels. 
Both these companies operate five-star 
hotels for the world's richest travellers. 

But it is Amanresorts, a chain of luxuri- 
ous US$350-a-night hotels, to which Zecha 
has recently devoted most of his energy. 
The company's flagship 40-pavilion Aman- 
puri opened in the Thai resort of Phuket in 
1987. It also operates the Amandari in Bali, 
the Hotel Bora Bora in French Polynesia, 
Burnham Beeches Country House near 


[== borrow the kind of money 
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Melbourne, the Carcosa Sri Negara 
in Kuala Lumpur and Le Savoy in 
the French Alps. Six more hotels are 
under, or close, to construction: two 
more in Bali; one in Tuscany, Italv; 
one on the US West Coast; and two 
in the Maldives in the Indian Ocean. 
Another 11 are planned, according 
to Arral managing director Anil Tha- 
dani. 

All the resorts are carefully de- 
signed in the culture and art forms 
of the locale and with all the modern 
conveniences and careful service 
that a small hotel can provide. 
Zecha's knowledge of Asian art — 
he still owns the art publication 
Orientations — is evident in all the 
Asian hotels. 

Amanresorts was a characteristi- 
cally Zecha gamble, according to 
hoteliers in the region. They thought he 
was crazy to cater exclusively to such a 
slender, if well heeled, slice of the market. 
"People said ‘How can you sell a room for 
US$350 a night? " recalls Hans Jenni of 
Swiss Bell Hotels. But the gamble appears 
to have paid off. According to Thadani, the 
company's occupancy rates have been in 
the 80-85% range, even during the Gulf 
War slowdown. Insulated by cash, Aman- 
resorts' clients are not moved by the vag- 
aries of the broader tourist market. 

Zecha, though, could never have raised 
the money to create these upmarket 
triumphs had he not been able to point to a 
solid track record of astute business deals. 
That record was established in the 1970s 
and 1980s. Some of the milestones were: 
> With fellow hoteliers Robert Burns and 
Georg Raphael, Zecha built the Hongkong- 
based Regent International group into a 
world-class hotel chain in the 1970s and 
1980s. He and Raphael sold out in 1986 
for US$30 million each after Burns re- 
jected their proposal to take the company 
public. 

»> Zecha and Burns bought London's Dor- 
chester Hotel in 1984 for roughly £44 mil- 
lion (then equivalent to US$50 million) and, 
indirectly, resold it to the Sultan of Brunei 
six months later for £88 million. 

»> Zecha, Burns and other investors paid 
A$95 million (worth US$110 million at pre- 
vailing exchange rates) for the Sydney Cove 
development site in Sydney in late 1978, 
selling it early the following year for AS120 
million. 

> In what, at the time, was the largest 
leveraged buyout in Asia, Zecha and a con- 
sortium of partners purchased Australian- 
based Southern Pacific Hotels Corp. (SPHC) 
in 1987 for A$488 million. Zecha's vehicle 
for the purchase was William Hunt Hold- 
ings, a Hongkong investment firm (he re- 
mains chairman, though no longer has an 
equity stake). When one of the consortium, 
the Hyatt International chain's Pritzker 
family, took 100% control of sPHC three 
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vears later, Zecha and his associaties in 
Arral made a 25% return on their invest- 
ment, according to Arral's Thadani. 

It was the SPHC transaction in particular 
that put Zecha in the front rank of Asian 
business. One investment banker involved 
in the transaction recalls that it was "an 
enormous deal in the teeth of intense com- 
petition, pulled off because of his personal- 
ity and connections." 

The story is a colourful one. SPHC's 
chairman was Malaysian tycoon Khoo Teck 
Puat, head of the failed National Bank of 
Brunei. Khoo had fled Singapore and 
Malaysia in fear of extradition to the sulta- 
nate, where his son was already behind 
bars. "Khoo needed money to get his son 
out of jail, and there was Zecha," recalls an 
investment banker involved in the deal. 


; Zecha says: "When I heard of his 
: troubles with the Brunei Govern- 
& ment, I made a bee-line for him in 
London." After convincing Khoo to 
sell his stake in SPHC, Zecha had to 
cobble together enough investors 


to convince a syndicate of 30 banks 
who were creditors of National 
Bank of Brunei, and who had an 
interest in any disposal of Khoo 
assets, to go along with the pro- 


Besides the Hyatt group's Pritz- 
kers, Zecha brought in assorted 
Hongkong and Singapore investors 
such as Tai Cheung Properties, 
the Shui On group and Lee Hing 
Investment. He also kept in close 
touch with the Sultan of Brunei, 
who was anxious to see National 
Bank's creditors get their money, and who 
might otherwise have tried to disrupt the 
deal. As a result of Zecha's efforts, 20 or so 


other bids for the hotel chain — some 


priced higher than Zecha's — were unsuc- 
cessful 

Despite the restlessness evident in 
Zecha's career as a hotelier, he now ap- 
pears ready to settle down and enjoy the 
fruits of his labours by developing the 
Amanresorts group. “If, at the end of all 
this [hotel-building] what we do influences 
others, even in a small way, to create intel- 
ligent resorts, I would be happy," he re- 
marks. 

Of course, money remains important. 
Asked if he intends to hang on to his Bur- 
mese investments, he says offhandedly: 
“At least for the next several years." m 





PROFILE 2 


Zecha gambles on faded Burma landmark 


Heartbreak hotel? 


of its former self. Waiters loll in Ran- 
goon’s summer heat, serving pep- 
per steaks and Chinese dishes to the few 
businessmen and tourists. Rats scamper 
through once-elegant rooms. Power is off 
for up to 12 hours at a time. And the days 
when Burmese couples danced the cha-cha 
to piano accompaniment are long gone. 
The chance to restore the hotel to its col- 
onial splendour — and to be in at the start 
of a hoped-for revival of Burma’s moribund 
economy — were clearly what brought Ad- 
riaan Zecha back to a country he first vi- 
sited as a Time magazine stringer in the 
1950s. 
Restoring the Strand’s main section, 
built in 1901, will cost an estimated US$10 
million. This is the lion's share of the 


T he Strand Hotel is a sleepy shadow 
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US$16.5 million to be spent in the first 
phase of Zecha's joint-venture deal with 
the Burmese Government. 

Zecha admits the Strand will have to be 
gutted, while several of the consultants on 
the project talk of collapsing ceilings, de- 
crepit kitchens and faulty wiring and 
plumbing. 

Still, the physical problems of recon- 
structing the Strand are not the most press- 
ing difficulty facing the joint venture, 
known as Myanmar Hotels International 
Ltd (MHIL). Financial aspects of the project 
are still plagued with uncertainty. 

After a false start caused by a failure 
to attract bank lending, MHiIL's share- 
holders, which include the government- 
run Myanmar Hotel and Tourism Services, 
have had to raise their equity contri- 
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to buy the shares. He also had - 
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bution to US$11.5 million, 
leaving only US$4 million 
to be met by loans. 

Usually, in a hotel pro- 
ject of this magnitude, at 
least 50% of the cost would 
be financed by borrowing. 
Moreover, the loans have 
yet to be obtained, though 
MHIL managing director 
Bernard Pe-Win says a 
French bank and a Singa- 
pore bank are competing 
for the business. 

Financing for the pro- 
ject’s second phase, under 
which the Strand's 1936 
annex will be tom down 
and replaced by an eight- 
storey block, has yet to 
be determined. MHIL’s ability to raise fur- 
ther borrowings will largely hinge on its 
success in generating hard-currency profits 
from the earlier phase. 

The other two hotels in the package are 
distinctly less glamorous than the Strand. 
The three-star Inya Lake, built by the 
Soviets in 1960, stands in 40 acres of park- 
land far from the centre of Rangoon. Zecha 
calls it a “Russian bunker." The Thamada is 
a tatty property near Rangoon railway 
station, which, even after renovation, will 
only be “a decent two-star property,” ac- 
cording to Zecha. 

Despite the Strand’s poor condition, 
Zecha had to beat several competitors for 
the privilege of restoring it. Among them 
were Singapore's Raffles Group, Thailand's 
Dusit Group, Hongkong’s Mandarin 
Oriental chain and India’s Taj Hotels. 
Zecha won in his classic style, putting to- 
gether a core investment group, and then 
persuading several big-name investors with 
strong connections to come on board to 
give extra respectability. 

For finance, Zecha lined up venture cap- 
ital managed by Hongkong brokers Jardine 
Fleming and Sun Hung Kai Securities, 
along with his own money from Zecha 
Holdings. For connections and 
prestige, he brought in the 
Sophanpanich family of Thai- 
land, which enjoys good rela- 
tions with the Burmese Gov- 
emment, and  Hongkong's 
Pioneer International, run by 
San Francisco-based Overseas 
Burmese entrepreneur An- 
thony Gaw. 

Pe-Win is also an Overseas 
Burmese. Besides heading 
MHIL, he is a director of Strand 
Hotels International, a com- 
pany registered in the British 
Virgin Islands which is the in- 
vestment vehicle for Zecha and 
the other foreign partners in the 
project. 

Zecha offered Myanmar 





Zecha: classic style. 


Hotel and Tourism Ser- 
vices an undisclosed per- 
centage of gross revenues 
from the three hotels in re- 
turn for a 30-year lease on 
the properties. This will be 
a valuable source of hard 
currency for the Burmese 
side (room rates will be 
quoted and paid only in 
US dollars). 

Rangoon-based obser- 
vers also suspect that 
Zecha's group gave a sub- 
stantial signature bonus to 
the Burmese Government, 
a common practice under 
the State Law and Order 
Restoration Council re- 
gime. 

The Burmese Government initially 
stipulated that the Strand's annex should 
be replaced first, and that the 1901 wing 
should subsequently be closed for refur- 
bishing. 

But earlier this year, the original contract 
had to be significantly redrafted because 
the joint venture failed to obtain bank 
loans. The political and economic risks in- 
volved in lending to Burma weighed on 
several private banks who were ap- 
proached. 

Zecha was also turned down by the 
Asian Finance & Investment Corp., the pri- 
vate investment arm of the Asian Develop- 
ment Bank. 

These problems delayed the project by 
several months. To restart it, the joint ven- 
ture split the deal in two and bumped up 
its equity contribution to the first phase to 
guarantee bank participation. 

Under the new agreement with the Bur- 
mese Foreign Investment Board, MHIL has 
closed the Strand's 1901 block while leaving 
the annex open. 

Construction is also under way at a 
planned banqueting facility across the street 
from the hotel. Refurbishment of the Inya 
Lake and Thamada hotels has also begun; 
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both hotels will stay open. 

MHIL's profitability will depend to a large 
extent on whether Burma can draw more 
foreign investors and tourists. Business- 
men, particularly from Singapore, Hong- 
kong and South Korea, are still flowing 
through but in fewer numbers than in 
1990. 

Tourism has suffered a beating since 
Rangoon last year ended individual travel. 
Tourists must now take package tours, paid 
in advance in hard currency, and stick to a 
one- or two-week schedule marked by un- 
comfortable overnight train trips, dingy 
hotels and 10-hour bus rides. 

According to Burmese Government 
statistics, tourist arrivals were a meagre 
2,850 in 1989 — a precipitous fall from the 
peak of 41,900 reached in 1987 before 
Burma’s junta cracked down on internal 
dissent. 

Travel-industry sources say tourist ar- 
rivals recovered somewhat in 1990 to 10- 
15,000 and are expected to be in a similar 
range this year. Statistics of business travel- 
lers are not available. 

Zecha believes that even if tourist and 
business travel fail to recover much from 
present levels, his business is in a good 
position. “I control 95% of the hotel rooms 
[in Rangoon]; everyone has got to be my 
guest,” he says. 

There will be little to worry about if the 
optimism evident in a recent UN study 
is borne out by events. In the study, the 
World Tourism Organisation projected a 
four-fold jump in tourist and business ar- 
rivals in the next three years, to 150,000 in 
1993 trom a forecast 40,000 in 1990. The 
study estimated a need for 1,000 new hotel 
rooms in Rangoon by 1993. Currently there 
are about 420 rooms, and Zecha controls 
383 of them. 

Room occupancy rates at the three 
Rangoon hotels historically (though 
not currently) range from 45-50% in 
the April-September low season and 
from 80-90% during the October-March 
peak, when the weather is cool. Pe-Win 
, Says business travellers are pre- 

^ dominantly oil-company execu- 
E tives and engineers; 10 com- 
E les are now exploring in- 
land and off-shore sites in the 
country. 

Zecha declines to discuss 
Burma's repressive political 
environment, saying only 
that the hotels will help 
Burma's economy develop by 
attracting businessmen and 
tounsts. 

Pe-Win, too, is reticent, but 
argues that business oppor- 
tunities are as evident in Burma 
as they are in Vietnam, South- 
east Asia's latest investment 


hot-spot. 
m Review Correspondents 
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4 Xar-crazy Thais received a generous 
gift on 2 July when the government 
| slashed taxes on imported cars and 





p car parts. This U-turn in trade policy is de- 


ned to make the local car industry exports 
; competitive, though critics argue that the 
"reforms leave little incentive for local car 
-parts makers to improve their service or 
: quality, and will surely add to Bangkok 's al- 
ready horrendous traffic jams. 

.. Under the new trade rules, duties on 
; imported parts were reduced from 112% to 
2096. Car import duties fell from 300% to 
-10096 for vehicles over 2300 cc, and from 
180% to 60% for those less than 2300 cc. 
The result will be price cuts in the range of 
15-25% on locally assembled cars, and 50% 
on imported cars. 

Stronger competition from imports is 
supposed to force Thai parts makers and 
assemblers to improve quality. For two dec- 
ades the government has offered local as- 
semblers high protection from car imports 
in exchange for a stiff local content rule — 
now at 5476 — which has been a boon to 
local parts makers. Yet the import-substitu- 
tion policy has not been particularly suc- 
cessful, due to the high number of as- 
semblers, 13, and the relatively small mar- 
ket. 

Further, high-end car producers have 
bent the local content rule to capitalise 
on the explosive growth in consumer 
spending in Bangkok, offering to replace 
low-quality local parts on new cars with 
high-quality imports, which are sold as 
options. The new car owners effectively 
“pay for two sets of parts, while local parts 
makers enjoy high profits without having 
to upgrade quality or be more price-com- 
petitive. 

The new rules aim to change this. 
Lower duties on parts should force local 
-producers to meet the standards and the 
price of imported parts, while lower duties 
on imported cars will force assemblers to 
become more efficient, quality-conscious 
and 'export-oriented. 

." Critics, however, say the government 
has not gone far enough to make the new 
policy meaningful. Because the 54% local 
-€ontent requirement has been retained, as- 
semblers will still be forced to buy local 
parts, leaving parts makers comfortably 
cushioned from import competition. 

Neither price competitiveness nor pro- 
.duct quality will result from the policy 
“change, argues industry analyst Michael 
: Dunne. of i banking group Sea- 


















ailand cuts taxes on imported cars and car parts 


the slow lane 


Growth to stall? 





In addition, the tax changes do no- 
thing to encourage the use of anti-pollution 
technology. Instead, lower prices encour- 
age more vehicle purchases at a time 
when Bangkok traffic jams have no equal 
worldwide. The new rules will also 
encourage consumers to purchase im- 
ported cars at a time when the central bank 
is trying to rein in a large current-account 
deficit. 

These policy half-steps give the impres- 
sion that the government is seeking (in one 
go) to maintain the high rate of car sales, 
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By Sandy Hendry i in n Peking | 


hina's efforts to implement laws to 
C protect intellectual-property rights 

indicate that restraints on reform 
may be slackening. But some analysts 
say Peking is only trying to avoid US 
trade sanctions. However many conces- 
sions to the Bush administration are con- 
tained in the laws, the analysts argue, 
China's bureaucracy is dedicated to poach- 
ing foreign technology. 

In April, China was named by the US 
Congress as a "priority country" for vio- 
lation of intellectual-property rights under 
Section 301 of the 1988 US Trade Act. The 
decision triggered a six-month congres- 
sional investigation that could result in 
punitive tariffs to compensate for about 
US$400 million in US business losses each 
year resulting from such infractions. 


FAR EASTERN ECONOMIC REVIEW 





pander to consumers: 
producers. But dept 
Veera Susangkara 
that the creatio 
industry is still. 
Veera told t 
held back on 
rule out of cauti 
not damaged as 
changes, Veera sai 



































years. 


a without new 

















dragging its feet on democratic and ec 
nomic reforms and on the eliminatio | 
trade disputes. 

At the end of talks in Peking on. 
June, Joseph Massey, assistant US trade 
representative for China, said Wash 
ton will reject any proposal on the iss 
not negotiated in detail. With no mem 
randum of understanding signed in tl 
talks, the Chinese apparently were r 
willing to accept some US demands. 
agreement, however, may be reached: 
the next round of talks in Washington 
August. 

When enacting its first copyright law on 
1 MS Peking unexpectedly announced 











i it t oonidéred a blanket comm nent to 
rotection of intellectual-property rights 
; the 1979 US-China trade agreement as a 





ed that US works would receive the 

same protection as Chinese works. 

A draft copyright law promulgated in 

ptember 1990 said publication in China 
iad to be completed before or at the same 
ne as in other countries to qualify for pro- 
ection. In the final version, this was 
changed to publication in China within 30 
lays, making the protection of intellectual 
roperty only just practical given the com- 
mon bureaucratic delays. 
Software vendors, however, are still not 
ure whether trade secrets contained in 
urce codes will have to be submitted for 
"protection since rules for registration have 
not been released. Software protection 
“comes into effect on 1 October. 

No matter what, serious problems in 
enforcing the copyright law are expected. 
‘Analysts believe that in its initial drafting 
stages, the measure reflected international 
standards, partly because most lawmakers 

tudied abroad. But in its later stages, when 

'overnment and corporate users of affected 

roducts were consulted for alterations, 
they say loopholes and ambiguities were 
introduced. 


verly liberal "fair use" clauses are 
O one means by which violators can 
f go unpunished. Research institutes 
cand “state organs" will be allowed to copy 
material for non-profit purposes. Analysts 
| point out that many research institutes 
«have commercial arms and that because of 
|. vague wording, state organs can be under- 
stood to include industry. Also, state minis- 
5 tries often cut costs by allowing the technol- 
-ogy that is imported by one unit to be 
shared freely with others. 
—.Peking argues that until the country 
s wealthier and its population better- 
educated, certain foreign expertise must 
be acquired any way it can. A revised 
patent law scheduled to be implemented 
this year, for example, is not expected to 
orotect pharmaceuticals and chemicals be- 
cause of the interests of many domestic en- 
rprises. 
China has, however, adopted a tough, 
nsistent policy in the area of trade- 
ark infringement. Local offices of the 
ate Administration for Industry and 
Commerce (SAIC) have been praised by for- 
2ign businessmen for their success in cut- 
ting through red tape to crack down on pi- 
'acy, most notably with raids on companies 
assembling IBM computer clones. 
Foreign businessmen had hoped that 
IC bureaus would be given the job of im- 
plementing - the copyright law. Instead, 
byright bureaus will be set up to guard 
ains. infractions, and foreign business- 
1 consequently fear a more centralised, 
less efficient implementation. DEM 











































Hostage to the 


apan's economic policy is in danger 


in the Tokyo Stock Exchange (TSE). 
The fall has compelled the Bank of 
Japan to lower interest rates and has ex- 
posed an Achilles' heel in the world's sec- 
ond-largest economy. 

The central bank's shaving on 1 July of a 
0.5 percentage point off the official discount 
rate to 5.5% is not a drastic measure. 
Moreover, the economy was indicating 
enough weakness to justify the move. 

Nonetheless, so much hinges on the 
TSE’s health — the soundness of the bank- 
ing system and industry's access to cheap 
capital, for example — that monetary policy 
can become hostage to it. 

For much of this vear, the TsE's Nikkei 
Stock Average was comfortably above the 
23,000 level, below which banks begin to 
squeal about capital-adequacy ratios and 








companies fear that their outstanding vol- 
umes of equity-linked bonds will have to be 
refinanced. This stability allowed the Bank 
of Japan (BOJ) to continue tight-money 
policies designed to purge asset inflation in 
equity and land values as well as to drain 
surplus liquidity. 

As long as consumer demand and capi- 
tal expenditure were buoyant, the labour 
market tight and the economy on course 
for 3.5-4% real growth in the fiscal year en- 
ding on 31 March, the bank could justify its 
strategy. 

Even before scandals erupted at two of 
Japan's major securities houses — which 
have had a traumatic impact on confidence 
in the stockmarket — the TSE was losing 
steam because of sagging corporate profits 
and the deflationary impact of a liquidity 
squeeze. 
settles below 23,000, the central bank will 
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of being blown off course by the drop 


If the Nikkei Stock Average 





have no alternative but to reliquify the sys- 
tem. 

The BOJ is likely to act even at the ex- 
pense of reigniting asset inflation in Japan. 
Land prices have scarcely [EIE de- 
spite the money squeeze. 

Japan's economy is moving into un- 
charted territory so far as the impact of the © 
interest-rate cut is concerned. At around 
3.5%, inflation is not a major problem, and 
neither is the wholesale price appreciation 
of below 1% on an annualised basis. 

The course of the yen, however, is not 
so dear. The currency has been weak 
against the US dollar for most of this vear 
despite short-term real interest-rate differ- 
entials favouring it. The yen is not likely to 
perform better with those differentials mov- 
ing against it. 

Yet even with the yen at current levels, 
Japan's trade surplus is widening, fed by 
surging import demand in Europe as well 


B^ as in Southeast Asian countries investing. 
t heavily in Japanese plant and equipment. 


The trade surplus should hit US$90 billion 
again in the current fiscal year. 

Japan's current-account surplus is also 
expanding and will probably double this 
year, erasing three years of attempts to 
erase politically troublesome external sur- 
pluses. Against this background, the notion 
that the BOJ cut the discount rate to appease 
Japan's G-7 partners — the US, Britain, 
France, Germany, Canada and Italy — 
rather than bale out the TSE is highly im- 
plausible. 

The Bo} is now on the horns of a di- 
lemma. Recent data on consumption, 
housing starts and industrial production in 
Japan have been weaker than expected. 
Also, the availability of finance for a huge 
capital-investment programme — dictated - 
as much as anything by labour shortages i in 
Japan — is diminishing. | 

The central bank was. prepared to risk 
monetary overkill despite such symptoms. 
But with a sick TSE on its doorstep, the bank 
may have to ease its policy faster than it 
would like. Domestic demand may prove 
unresponsive to such easing, given the cap- 
ital constraints on banks, and the burden 
may be shifted eio tothe external sector. 
eve. its targeted 
fiscal year, but 
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NDUSTRIES 


'S. Kamaluddin i in Dhaka 


jor Bangladesh’ s garment. makers, 
. 1991 could be a milestone year in 
what has been a short but dizzying 
b to prominence. Garment sources pre- 
ct that clothing exports for the year will 
top US$1 billion for the first time. If they are 
right, it will be an extraordinary achieve- 
ent for a country which, 12 years ago, 
had no clothing exports to speak of. 

^ The explosive growth of Bangladeshi 
rment exports, however, is more than 
st à welcome exception in a country more 
often noted for poverty and natural disas- 
ters. Its benefits are beginning to have rip- 
ple effects on the rest of the economy. 

.. First and foremost, the export success is 
encouraging the emergence of a textile in- 
dustry that will produce yarn and fabrics 
for the clothing-makers, now mainly de- 
pendent on imports. And in areas where 
Ww employment has been created, par- 
cularly for women, family incomes are ris- 
g and the market for consumer goods is 
. improving. 

One worry among Bangladeshi busi- 
nessmen, however, is that their soaring 
shipments to the US and Europe may be 
_ s capped by quota action, imperilling their 
|o budding industrial revolution even as it 
_ gathers momentum. 

v. In 1990, Bangladesh earned US$650 mil- 
a from clothing exports. While Dhaka of- 
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angladesh garment boom spurs textile projects 


ficially forecasts that exports this year will 
be around US$850 million, industry sources 
are more optimistic. Don Brasher, an 
American consultant to the Bangladesh 
Garment Manufacturers and Exporters As- 
sociation (BGMEA), says exports are ex- 
pected to reach US$1 billion this year and 
could even triple by 1995. "Given the op- 
portunity and support, this country has the 
potential to emerge as the world's largest 
garment exporter by the end of this cen- 
tury," he adds. 

The 54% growth rate that Bangladesh 
would have to achieve to reach its mile- 
stone this year would not be out of line 
with past performance. Annual growth of 
clothing exports in the past five years has 
ranged from a low of 24% to a high of 
128%. 

Because of its industrial under-develop- 
ment, however, Bangladesh has failed to 
reap the benefits that these figures might 
suggest. Domestic producers supply only 
about 10% of the 750 million m of cloth 
consumed annually by the garment fac- 
tories, leaving the industry over-dependent 
on imported fabrics. These account for 
roughly 55% of the value of finished goods, 
leaving the value added as little more than 
a stitching charge. 

This situation could soon begin to 
change with the announcement recently of 
a financing package for two textile mills and 
plans by a third to double its output of yarn 


A former civil servant, 
Quader was able to gain ac- 
ceptance for these then-novel 
techniques by turning to his 
official contacts. He had been 
a major functionary of the 
Bangladeshi government-in- 
exile in India during the 1971 

war for independence from 

Pakistan, and he later served 
as establishment secretary gg 
in Dhaka. In the 1980s, hé r 
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Korea’ s Daewoo. Under a collaboration 
ement, Daewoo sold him sewing 
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ually produce ua too. » The pro- 
l increase Bangladesh's capacity to 
fabrics. 

Financing g for the first two mills, each ex- 
pected to cost about US$50 million, has 
been arranged through Japan's Export- 
Import Bank by Noorul Quader, head of 
the Desh group of companies. Quader, a 
former civil servant who has become a suc- 
cessful businessman, has pioneered much 
of the development of the garment indus- 








In his latest deal, he has persuaded the 
Japanese to put up suppliers credit of 
US$67.3 million at 7.5% interest. The credit 
will be channelled through Marubeni, one 
of Japan's biggest trading companies, and 
will be valid for 10 years. Repayments will 
become due six months after production 
begins, which is expected to be in early 
1993. The credit will be used to buy Japan- 
ese spindles and looms — including, for 
the first time in Bangladesh, air-jet looms — 
and German finishing machinery. 

Both mills will be composite textile 
plants, with manufacturing of yarn and fab- 
ric, dyeing, bleaching, printing and other 
processes under one roof. Each would be 
able to produce 25 million m of top quality 
fabric annually. 

Only one of the two plants will be built 
by Quaders Desh Garments. The other 
will be set up by Khalil Multimode Group, 
which is not related to Desh. Their joint ap- 
proach to the Japanese was a pragmatic ar- 
rangement that capitalised on Multimode's 
established relationship with Marubeni and 
Quader's negotiating skills and credibility. 
Neither Multimode nor Desh needs fear 
the other; at present levels of demand, 
Bangladeshi garment makers could use the 
output of 30 mills. 

Quader, in any case, appears to be fur- 
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Testing 
the limits 


Bangladesh's garment trade has ex- 
panded so rapidly that it may soon have 
to pay the price of success. Garment-in- 
dustry sources fear there is a growing 
likelihood that so-far sympathetic at- 


titudes in their major markets may give 
way to more-restrictive quota action. 

In the US, the leading market, 26 
categories of imported Bangladeshi gar- 
ments attract quotas, though these are 
fairly generous. The EC currently im- 
poses no quotas. Both Washington and 


Brussels recognise Bangladesh's least-de- 
veloped-country (LDC) status, as well as 
its efforts to overcome the economic set- 
backs suffered from major floods in 1988 
and 1989, and this year's cyclone. 


ther towards realising his plans than Mul- 
timode. He intends to raise the balance of 
the USS$50 million cost locally, and he al- 
ready has a 13-ha site near Dhaka. The pro- 
ject will employ about 2,000 people. 

Multimode, headed by Abdul Awwal 
Mintoo, has a yarn-producing plant, Dula- 
mia Cotton Textile Mills, equipped with 
25,000 spindles. The group also owns a 
shipping company with a small fleet of 
about half a dozen vessels that transport 
foodgrains and general cargoes. 

The third textile project currently under 
way is at Padma Textile Mills, 20 km south 
of Dhaka, which opened in 1989. It plans to 
double its output of cotton and cotton/ 
polyester blended yarn by adding a further 
25,000 spindles at a cost of Taka 300 million 
(US$8.4 million). 

Padma is 50% owned by the Beximco 
Group, Bangladesh's biggest and most di- 
versified conglomerate, with interests in 
jute, pharmaceuticals, frozen foods, com- 
puters, banking, insurance and light en- 
gineering. The Asian Development Bank 
and Commonwealth Development Corp. 
(CDC) of Britain each owns 20% of the yarn 
mill, with the remaining 10% held by the 
Industrial Promotion and Development Co. 
This last agency is itself a joint venture of 
the Bangladeshi Government; local part- 
ners; International Finance Corp., a World 
Bank affiliate; the CDC; and the DEG, the 
German Government's financing agency. 
The company's capital is to be increased to 
Taka 260 million from Taka 160 million, 
with the partners subscribing on a pro-rata 
basis. 

According to Beximco chairman Sohel 
Rahman, machinery for the expanded 
plant is already on order and construction 
has . He also says the plant will 
gradually be turned into a composite facility 
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Bangladesh's US quota for women's 
cotton blouses is the equivalent of one- 
seventh of US domestic production. In 
men's cotton shirts, Bangladesh is the 
No. 2 exporter to the US, after Hong- 
kong. And in shop towels, the most re- 
cent category to be capped by quotas, it is 
the largest supplier. 

US trade officials called in their 
Bangladeshi counterparts for consulta- 
tion after a period of rapid growth in 
shop-towel shipments. In April, a quota 
of 1 million kg, backdated to February, 
was agreed for the first year of a three- 
year agreement. However, the quota rep- 
resented a generous increase from the 
688,000-kg level that Bangladesh had 
achieved when the "call" was made. 

Ghulam Rahman, commercial coun- 
sellor at the Bangladeshi Embassy in 
Washington, says that "in general, the 
US is allowing reasonable growth in 
trade. Maybe, had there been no quotas, 
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by the addition of weaving and finishing 
facilities. Most of Padma’s output currently 
goes to Bangladesh's handloom-weaving 
sector, which makes about 80% of the 75 
million m of fabric produced domestically 
each year. 

Another development in recent years 
has been the setting up in Chittagong of a 
thread factory by Britain's Tootal Group 
and locally based A. K. Khan Group. 
Tootal holds 80% of the venture, and Khan 
the rest. But the local share is due to ex- 
pand gradually to 40%. The factory is now 
exporting some of its output. 

Under plans for a second phase, it 
will make specialised yarn. This will 
bring total investment in the project to 
US$25 million, according to group chair- 
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we could have done better — but quotas 
are for everybody.” Osman Yousuf, 
executive director of the Bangladesh US 
Business Council, adds: “If it weren't for 
the quotas, other Asian countries might 
have won this business.” 

In the EC, Bangladeshi sources fear 
quota action is getting closer in woven 
and knitted shirts. Shipments of trousers 
and blouses are also rising rapidly. 

Although the EC still attaches consid- 
erable importance to Bangladesh's LDC 
status, EC textile experts say this sym- 
pathetic view may not withstand a con- 
tinued onslaught of cheap Bangladeshi 
garments. Bangladesh's strategy, they 
suggest, should be to diversify its gar- 
ment exports to lessen this ility. 

“If the pressure keeps up,” one EC of- 
ficial says, “nothing will protect them 
[Bangladeshi garment exporters]" if EC 


clothing-makers start to agitate for restric- 
tions. 


m Review Correspondents 





man Zahiruddin Khan. 

Soaring garment exports are meanwhile 
creating demand for other products and 
services. These include locally manufactur- 
ed buttons and interlinings as well as pack- 
aging materials such as cardboard cartons 
and polythene wrappers that once also had 
to be imported. Desh, for example, now 
makes its own packing materials and plans 
to produce buttons and interlinings as well. 

Significantly, the success of the garment 
industry has been achieved almost entirely 
by private capital and initiative. The 
Bangladeshi Government, which controls 
much of the rest of the economy, has been 
too strapped for cash to take any significant 
direct stake. 

The hope now is that a home-grown 
textile industry can mimic the achieve- 
ments of the garment sector. “Horizontal 
integration is a must for getting the fullest 
benefit from the industry,” Quader says. 
Seeing the potential, the government is try- 
ing to encourage the growth of composite 
textile mills with fiscal incentives. 

Garment making, meanwhile, is bring- 
ing substantial economic benefits. Cloth- 
ing factories employ about 500,000 
Bangladeshis, roughly 80% of them 
women. 

The anecdotal evidence is that these re- 
latively better-off, fixed-income employees 
are having a multiplier effect on local 
economies by boosting demand for con- 
sumer items. In one example, small busi- 
nesses are marketing cheap cosmetics to 
women workers who have disposable in- 
come and a sense of new-found status. 
Some are delaying getting married, while 
those already married are avoiding fre- 
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BUSINESS AFFAIRS 


MARKETS 


Malaysian brokerage hit with heavy trading losses 


Unfair shares 


By Dou Doug Tsuruoka in Kuala Lumpur 


he status and effectiveness of the 

i Malaysian Government's drive to 
combat insider trading have been 
spotlighted by disclosures that the sec- 


urities unit of state-owned Bank Bumi- 
putra, BBMB Securities, lost millions of 


ringgit in a series of "irregular" transactions 


dating back to 1989. The results of two 
other insider-trading probes launched last 
year have yet to be released, leading ana- 


- lysts to question the reasons behind the 


timing of the latest disclosure. 

Confirming weeks of speculation that 
something was amiss at the brokerage, 
Bank Bumiputra executive director Jaafar 
Ahmad on 3 July said the bank's securities 
unit lost M$72 million (US$25.8 million) in 
several deals between September 1989 and 
March 1990. Jaafar reported that central- 
bank authorities had been notified and that 
Bank Bumiputra had injected sufficient 


funds to cover the brokerage's losses. 


Jaafar said both institutions were solvent 
and dismissed rumours that Bank Bumi- 
putra could be forced to post a loss for the 
financial year ended on 31 March 1991. Ef- 
forts would be made to strengthen supervi- 
sion and stockbroking operations at BBMB 
Securities, he said. 

The irregularities emerged during a 
routine check by central bank officials. No 
other details have been released. But 
sources close to BBMB Securities say the 
questionable share transactions were tied to 
dealings in the scrip of publicly listed 
Sungei Besi Mines (Malaysia), a defunct tin 
miner which attracted attention in April 
last year by acquiring a nearly 30% stake in 
Tradewinds (M), a major sugar refiner. 

The manoeuvre became controversial 
when Sungei Besi revised the terms of a 
new share offer to finance its stake in 


Tradewinds, from M$12 per share to M$4. 


Analysts say the M$12 pricing, which 
seemed hardly justified by Sungei Besi's 
meagre earnings (REVIEW, 12 July '90), ap- 
peared all the more dubious in the light of 
the revision. The company says the lower 
offer price was dictated by an across-the- 
board decline in local share prices. 

But the latest allegations involving deal- 
ings in Sungei Besi tend to support wide- 
spread suspicions of a convoluted price-rig- 
ging scheme that backfired when the terms 
of the original offer were unexpectedly re- 
vised and the price of Sungei Besi shares 
subsequently declined in market dealings. 
Some analysts believe BBMB Securities may 


have lost as much as M$100 million in the 
transactions, a point hotly denied by Bank 
Bumiputra officials. 

According to reports, 14 individuals, in- 
cluding employees of BBMB Securities and 
Sungei Besi, have been questioned by the 
government about trading in the Sungei 
Besi shares. They are among the 59 people 
questioned so far in three pending insider- 
trading investigations. In addition, inves- 
tigators are travelling to Hongkong to 
examine dealings in Sungei Besi shares by 
offshore companies. 

The disclosures regarding BBMB Sec- 
urities follow closely on word that the 
government is making headway in another 
big insider-trading case involving trad- 
ing in the shares of United Engineers 
Malaysia (UEM) and Kinta Kellas Invest- 
ments, an allied invest- 
ment company of UEM. 
Both listed concerns are 
now subsidiaries of Re- 
nong, the chief investment 
arm of the ruling United 
Malays National Organisa- 
tion (Umno). 

The probe into allega- 
tions of insider dealing in 
UEM and Kinta Kellas 
shares was launched in 
early 1990 by former fi- 
nance minister Tun Daim 
Zainuddin. When Datuk 
Seri Anwar Ibrahim took 
over the finance port- 
folio in March, he prom- 
ised that anyone found 
guilty of insider trading 
in the case would be 
punished. 

Anwar said in parliament on 27 June 
that the government would announce de- 
tails of the case in "due time": no other in- 
formation has been made public. Before the 
BBMB Securities announcement, opposi- 
tion leader Lim Kit Siang charged that the 
government was dragging its heels in the 
inquiry because it purportedly involves in- 
dividuals with close ties to Umno. 

What is known is that Malaysia's Regis- 
try of Companies asked all 53 stockbroking 
companies in February 1990 to provide 
trading information on shares in UEM and 
Kinta Kellas as far back as February 1989. 
Data on what is now a third Renong unit, 
Time Engineering, was also requested by 
the agency. The information requested 
covered the names of investors, including 
nominees, as well as the volume of trade, 





EDO 


FAR EASTERN ECONOMIC REVIEW 






m 


Anwar: debate. 


share price and date of transaction entries. 

The specific trading periods covered by 
the inquiry were: 1 April-31 December 1989 
for UEM scrip; 1 July-31 December 1989 for 
Time Engineering; and 1 September-31 De- 
cember 1989 for Kinta Kellas. Of particular 
interest to the government is why UEM's 
share price jumped to more than M$12 on 
the last trading day of 1989 when it was at 
M$4.30 only nine months earlier. 

The government has also requested in- 
formation regarding share transactions 
in Multi- Holdings (MPH) during 
March and April 1989, which appears to be 
part of another insider-trading probe. At 
the time, MPH was the focus of a takeover 
by Hume Industries, a construction-mate- 
rials firm controlled by Malaysia’s Hong 
Leong Group. Hume is now 23.8% owned 
by a unit of Renong’s Fleet Group. 

Analysts are focusing on the possible 
impact on the stockmarket when the find- 
ings of these three major cases are released. 
Of particular concern is the reason why it 
has taken so long to bring the investiga- 
tions to a conclusion. This is especially 
noticeable in the case of UEM and Kinta Kel- 
las; Daim said in February 1990 that most 
of the investigation had 
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Some analysts say the 
government is using the 
threat of punishment to 
frighten would-be offen- 
ders. Insider trading, by 
most accounts, may be so 
widespread in Malaysia 
that the government can 
do little more than mount 
a cosmetic effort. 

Others, however, 
argue that insider traders 
are believed to have of- 
fended powerful interests 
in Umno by utilising ad- 
vance word of corporate 
manoeuvres to engage in 
unauthorised transactions. 
Hence, an example must 
be set to discourage other 
investors from the same practice. 

Exactly when the government plans to 
release the results of its insider-trading in- 
vestigations is the subject of considerable 
debate. It is widely believed that an an- 
nouncement on at least one major case will 
be made soon. 

But some analysts doubt whether the 
investigations are of the size and scope ex- 
pected since last year. They note that much 
of the market speculation concerning 
charges and imminent arrests in the three 
cases appears to have originated from Sin- 
gapore brokers, who may have been trying 
to manipulate trading on the Kuala Lum- 
pur bourse. Although the speculation may 
have some basis, it will take the publication 
of the findings before fact can be Lp 
from fiction. 
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IBM is proud to announce the birth of a new Psi". | 
It has full-size features and power, yan it wei aghe in a 
3.5 kilograms. o- a 3 
H you're on the road a lot, or ii you oe n ds 
work home, the IBM PS/2 Laptop is for you. It y eee "ed the le sa 
386SX processor and 60 Megabyte hard disk of : a des an m - 
system, but fits easily into a briefcase. e 
And unlike some laptops, ours is built for conii. Pj 
your full-size hands, you'll find a full-size IBM keyboard dhat o 
_ slopes at just the right angle for easy typing. The high-contrast — 
VGA display is easy on your eyes in an airport lounge or a 
hotel room. 
| This baby also has amazing energy. Its battery-saving 
features keep you running longer on a single charge. An. — 
advanced Suspend/Resume feature lets you interrupt your report 
when they call your flight — and pick up right where you left _ 
off at 30,000 feet. Your data is safe — even when you dm 
the battery. z 
If you do serious work away from your desk, you're going : 
to like this baby. Visit your IBM Authorised Dealer and try it- 
on your own lap. 
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© 786 pages 

||. Completely updated 

~ @ Lists foreign companies, 
joint ventures, government 
and business contacts 


€ Bilingual listings in English 
and Chinese 


E" Categorized by major 
industry groups 


€ indexed for easy use 





-...- Doing business successfully in China means getting 
down to basics. 
China is growing and changing so quickly that its 


... telecommunications system has a tough time keeping 


~ up. And that can leave you with an even tougher time 


-trying to keep on top of changes in government and 


business communication contacts. 
That's why the publishers of the Far Eastern Eco- 


nomic Review, Asia's most respected news magazine, 
-publishes China's two most reliable communications 


ORDER TODAY, GET BOTH BOOKS & SAVE 15%. 





China contact / 
has moved... 
here's the best way 

to find out where: 





| CHINA 
TELEX & FAX 
DIRECTORY directory available for China 
NM € Alphabetical listings of 
TET companies and organisations 
€ Geographical listings of 
companies 
€ Cross reference by telex 
number 


€ Alphabetical listings of telex 
answerbacks 


€ 313 pages 
€ The only telex and fax 


directories. The China Phone Book & Business 
Directory and the China Telex & Fax Directory are 
the most comprehensive, up-to-date listings of addresses, 
phone, telex and fax numbers available anywhere. 

They, more than any other source, will help you to 
keep your China business moving rather than wonder- 
ing where your partners have moved. Also, they will 
help you to locate associates for your new business. 

Order today and begin profiting from these valuable 
marketing tools immediately. 


4 Name & Title: _ 
^ Address: 
^ Country: 


Telex: 


Exp. Date: 


' To: The China Phone Book Co., Ltd., G.P.O. Box 11581, Hong Kong. 


- Please rush me copy/copies of the following publications as indicated: (Please print in Block Letters) 


Company: 





Fax: Phone: 


No. of copies: 


| na Phone Book Jan-June 1991 and the China Telex & Fax Directory 1990/91 at 15% savings 
long i i ng: HK5500 Elsewhere: USS83 (inclusive of airmail postage) 
in payment thereof (Cheque payable to The China Phone Book Co., Ltd.) 
to my credit card (tick one): 4 American Express CQ Diners Club UO MasterCard © Visa 


No. of sets: _ 
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| he Indian Government's sharp de- 
T: valuations of the rupee on 1 and 3 


July sent a message to lenders and 
investors that it is serious about tackling the 
country's external-payments crisis. Without 
waiting for the crucial deficit-cutting budget 
due on 24 July, the government is now de- 
regulating trade and business. 

Commerce Minister P. Chidambaran 
announced a simplification of India's 
trade regime on 4 July. The new system, 
which. will effectively create a second cur- 
rency on the basis of export earnings is in- 
tended to lead to full convertibility of the 
rupee in trade within three to five years. 
Unlike the old system that graduated incen- 
tives in favour of manufacturers, the new 
system will reward exporters without dis- 
tinction. 

Prime Minister P. V. Narasimha Rao is 
expected to change investment rules 
after seeking a vote of confidence 
in parliament on 12 July. These 
moves should result in modifica- 
tions to two major sources of dis- 
couragement to businessmen: the 
1974 Foreign Exchange Regulation 
Act and the 1969 Monopolies and 
Trade Practices Act. 

Rao is expected to lift the level 
for automatic clearance of foreign 
investment in joint ventures to 
at least 51% from 40% to speed 
up capital inflow. He is also like- 
ly to remove the powers of anti- 
monopoly bureaucrats over plans by 
companies to vary prices, expand out- 
put and move into new products. 

In a further bid to attract foreign invest- 
ment, the government is considering a 
change in citizenship laws that would 
allow non-resident Indians to hold dual 
nationality. This would allow more of the 
millions of Indian migrants overseas to qual- 
ify for various investment-incentive pro- 
grammes which were introduced in the 
1980s. 

The intention behind the changes is to 
remove from all but a few exceptional cases 
the infamous “licence raj” — the case-by- 
case approval by bureaucrats of sometimes 
minute changes or routine transactions. 
“For several decades, trade policy in India 
has been formulated in a system of ad- 
ministrative controls and licences,” said 
~hidambaran. "As a result, we have a be- 
wildering number and variety of lists, ap- 
pendices and licences. This system has led 






to delays, waste, inefficiency and corrup- 
tion. Human intervention, described as dis- 
cretion, at every stage has stifled enterprise 
and spawned arbitrariness." 

The rupee was devalued in two sh 
steps, by 9% on 1 July and by 11% two 
days later. Following earlier incremental ad- 
justments, the devaluation put the cur- 
rency 30% below its exchange value at the 
start of the vear. 

Government officials say the post-de- 
valuation rupee reflects a more realistic 
exchange rate. Nonetheless, some analysts 
are urging Finance Minister Manmohan 
Singh to track the rupee against the curren- 
cies of rival Third World economies such as 
China and Indonesia as well as those of the 
major industrial powers. 

As far as the immediate foreign pay- 
ments crisis is concerned, the government 
is looking to Singh's budget to bring in a 
US$2 billion compensatory finance facility 
from the IMF by the end of the month. To 





cope with any sudden payments shortages, 
the Reserve Bank of India, the central bank, 
shipped out 25 tonnes of its gold reserves to 
the Bank of England for use against possi- 
ble borrowings from British and Japanese 
central banks. 

New Delhi hopes that its reforms and 
the new budget will permit new medium- 
term borrowing to replace short-term for- 
eign debt. “We do not want to be in the 
market every day, having to restore confi- 
dence every time someone sneezes,” a gov- 
ernment official says. 

The new trade system will give the Fi- 
nance Ministry an immediate hand in cut- 
ting the external deficit, since the abolition 
of an export subsidy known as cash-com- 
pensatory support will save Rs 27-30 billion 
in the fiscal year ending on 31 March 1992. 
Commerce Minister Chidambaran says 
the subsidy became redundant after the 
rupee's devaluation and the introduction of 
the new trade system. 
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The transitional vehicle to awedi E 
is the so-called replenishment licence, - 
which had given exporters between 5% 
and 20% of free-on-board export earnings - 
in tradable entitlements. to foreign ex- 
change. The new system gives. replenish 
ment licences a uniform f 

earnings except in ce 
licences, which will 














created a moment of | ruth for manufactu 
ers and assemblers in hi-tech areas — not- —— 
ably computer hardware, cars, consumer Co 
electronics and pharmaceuticals — that rely — — 
on up to 70% of imported components and 
whose exports are moony | to unn urrency | 

areas, se 

Exports to rupee-trade areas udh as the sud 
Soviet Union, Bangladesh and Pakistan do — 
not qualify for hard-currency replenish ee 
ment licences. : E 

A large percentage of imports will be Qs 
shifted to the replenishment licence — 
market from the “canalised” trade through 
Official trading houses such as State — 
Trading Corp., Metals & Minerals Trading 
Corp. and various commodity = 
boards. Only essential items such — 
as petroleum fuel and products, 
fertiliser, and edible oils wil 
be imported: through state purchas- : 
ing agencies. The shift will eventu- 
ally cut canalised imports to about — 
20% of total imports from 40% cur- © 
rently. B 
In addition, various other items.. 
will be switched to the replenish- - 
ment licence plan. So-called advance |: 
licensing — clearance for imported - 
components for exporters — will go . 
up to 20% from 10% of net foreign came 
ings. 

Chidambaran says the government 
wants to remove all import licensing o 
most capital goods and raw mate 
within three years. The new trade sys 
will matching shifts in industrial po- 
licy and a review of the high tariff structure, i 
which was a barrier to foreign trade and 
industrial efficiency. Within three to- 
years, the rupee could become fully conve 
tible on the trade account by progressively 
raising the level of replenishment licence 
entitlements. ; 

The rupee's devaluation has drav 
token protest from leftist political parties as 

a "surrender" to the IMF. But the new trade 
oun has been praised by market- 
oriented economists, though some are con- _ 
cerned that the thousands of suddenly idle _ 
bureaucrats in the Commerce Ministry will _ 
find ways to reimpose de facto permits and . 
approvals on to routine transactions. W — 
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By Michael Taylor and Jonathan Friedland 


he worldwide collapse of the Bank of 
Credit and Commerce International 
. KM (scc) Group caught Hongkong’s fi- 
< nancial regulators in their accustomed crisis 
-posture — asleep at the wheel. 
-* Hongkong’s regulatory authorities flip- 
_ flopped in the face of the fraud-triggered 
. implosion of the Luxembourg-based bank. 
irst they assured depositors that savings in 
the Hongkong subsidiary — Bank of Credit 
and Commerce Hongkong (BCCHK) — were 
safe. Then half a banking day later, on 8 
July, they suspended the subsidiary's oper- 
ations and froze its assets. 
..BCCHK is the principal subsidiary of the 
Luxembourg parent — almost all other BCCI 
operations are branches — and as such its 
regulation is the direct and sole responsi- 
bility of the Hongkong authorities. Given 
history of bank failures in 
Hongkong in the mid-1980s, 
^ which resulted in hugely ex- 
* pensive rescue operations out 
of public funds, and the long- 
held suspicion about BCCI, it 
had been thought that the 
Hongkong authorities would 
be especially watchful. The 
~~ same applied to auditors Price 
> Waterhouse. 
If the authorities’ estimate of 
(0. BCCHK's financial health is to be 
«believed, they closed a sound 
“and viable bank, leaving its 
::40,000 account holders unable 
to withdraw their funds. How- 
ever, the authorities repeated assertions 
at the bank is fundamentally clean seem 
astonishingly confident given the scale and 
complexity of the fraud being uncovered in 
the wider BCCI group. 
-The authorities’ response drew scathing 
iticism. “The statements by the banking 
ymmissioner are just a PR smokescreen,” 
id a senior executive at a Hongkong 




















y Price Waterho vhich were pub- 
lished in a Sunday newspaper on 30 June. 
The accounts showed an attributable loss 
of HK$431 million (US$55.3 million) in the 
wake of a HK$580 million provision against 








Hongkong regulators flounder in BCC crash 


ard to credit 


loan losses. Immediately prior to the sign- 
ing of the accounts, BCCI's major sharehold- 
ers, chiefly the royal family of Abu Dhabi, 
pumped HK$124.8 million into the bank as 
a subordinated loan. 

The loan enabled BCCHK to comply with 
capita-adequacy ratios demanded by the 
Hongkong commissioner of banking. The 
Abu Dhabi shareholders also provided the 
auditors with a letter of comfort which 
"confirmed their intention to provide the fi- 
nancial support required to enable BCCHK to 
continue trading." 

The day after BCCHK's accounts were 
published — Monday, 1 July — John 
Aspden, senior adviser to the banking com- 
missioner, flew to London to attend the col- 
lege of supervisors which was monitoring 
BCCI's operations worldwide. 

By Wednesday, 3 July, says Hong- 
kong's newly arrived banking commis- 
sioner, David Carse: "We received the re- 
sults of that meeting, which indicated that 


there were problems which we were not 
previously aware of in the BCCI Group. 
But as far as we knew at that stage, they 
did not affect the Hongkong operation." 


Despite everything, on Friday, 5 July, 


Carse issued a soothing message to de- 
positors. Even as Price Waterhouse was 
picking its way through the books, he as- 
serted: “There is no evidence here of . . . 
suspected fraud . . . BCCHK has only minor 
dealings with the rest of the BCC Group." 
He added that the "the Office of the Ex- 
change Fund [Hongkong’s quasi-monetary 
authority] has also indicated its willingness 
to place funds with BCCHK on normal com- 
mercial terms." 

Who in the banking commissioner's of- 
fice wrote and approved this statement is 


not known. However, with hindsight it. 


looks like a deliberate attempt to deceive 
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| e policy seems to 
Joseph Yam, of the Ex- 
affirms that his office is 


at the ; 


however, that “normal commercial terms". 
do not include any event which makes it - 
difficult to assess the creditworthiness of a - 
bank. 

Carse’s puzzling reassurance of 5 July 
was, however, enough to ensure that there 
was no significant run on the bank the fol- 
lowing day — a Saturday — despite the an- 
nouncement from London of the interna- 
tional suspension of BCCI (Luxembourg). 

On the morning of Monday, 8 July, the 
BCCHK operations were frozen. Carse gave 
two reasons: he had been unable to get as- 
surances from BCCHK's ultimate sharehold- 
ers in Abu Dhabi that they would stand by 
BCCHK , and he feared a run on the bank. 

Neither reason is compatible with the 
authorities’ clear and repeated assertions 
that the bank was in sound financial shape, 
and was not implicated in the fraud involv- 
ing the rest of the BCCI group. Moreover, 
the first reason appears unlikely to be 
strictly true, since it appears that the deci- 
sion to suspend the bank was taken on the 
Sunday night; negotiations in Abu Dhabi 
were still taking place the following day. 

It was not until a meeting in Abu Dhabi 
on Monday morning — by 
which time BCCHK's operations 
in Hongkong had been sus- 
pended — that the sharehold- 
ers formally determined not to 
offer capital support to the bank 
“at the present time." 

The second reason for the 
suspension also seems strange. 
If the bank was financially 
sound and had the support 
of the Exchange Fund, there 
was little to fear from a bank 
run. Employees of BCCHK say 
the bank holds unencumbered 
deposits of about HK$7 billion, 
while the bank says it maintains 
about HK$5 billion in the interbank mar- 
ket. 

The authorities’ actions strongly suggest 
they privately suspect the bank to be less 
sound, and perhaps less innocent of any 
fraud-related activities, than they publicly 
aver. 

But even the information in the public 
domain suggests that the bank is not in the 
best financial health. The HK$580 million 
loss provisions taken last year wiped out all 
the bank’s capital reserves and triggered a 
recapitalisation. More provisions are 
needed this year — though estimates of the 
size of these provisions vary. 

Sources within BCCHK have mentioned a 
figure of US$100 million, but Aspden confi- 
dently says this is “wildly exaggerated — 
and the wrong currency." Nevertheless, 
the need for more provisions would seem 


m. 











12:8 JULY. 199: 














~ likely to further drain the bank's already 
.. Others within Hongkong's financial 
. community are far less impressed with the 
- claim that BCCHK has nothing to do with the 
worldwide fraud. For example, Philippe 
Delhaise, general manager of rating agency 

Capital Information Services, says: “We are 
highly suspicious about the exceptional loss 
reported. We don’t believe it has anything 
to do with the local operations, but every- 
thing to do with shoring up the BCC Group. 
"Even now, we have no idea what shape 
the institution is actually in. 

Two depositors are believed to account 
for more than 10% of the bank's deposits. 
Between: them, Indonesian. conglomerate 
Barito Pacific and a timber concern called 
Kayu Vasu are believed to have deposits to- 
talling around US$150 million. 

. The Hongkong authorities have re- 
peatedly stressed that BCCHK is incorpo- 
rated and regulated separately from the rest 
of the BCCI group. This seems at best, hope- 
ful, and at worst, deceptive. BCCHK is a di- 
rect, and all but wholly owned, subsidiary 
of BCCI (Luxembourg), and its general man- 
ager, Tariq Jamil, is BCCI's "regional general 
manager." 

Since the group is in the hands of the 
liquidator, the Banking Commissioner's 
claim that the Hongkong bank can be sold 
depends on the assumption that BCCI's 
liquidator will judge that Bccrs creditors 
have more to gain from the sale of the 
Hongkong subsidiary as a going concern 
than by liquidating it. 

Moreover, though the Banking Com- 
missioner claims that several banks have 
expressed an interest in buying the re- 
mnants of BCCHK, there would seem to be 
insuperable obstacles to a sale. In the light 
of the worldwide fraud in the BCCI group, 
any prospective purchaser would need 
cast-iron guarantees against contingent 
liabilities from either BCCI's liquidator, or its 
Abu Dhabi shareholders. And it is precisely 
those kinds of guarantees which are not 
available. 

While BCCHK's 25-branch network could 
be attractive to buyers seeking a greater 
foothold in the territory, the still-unknown 
extent of the unit's intergroup lending will 
dissuade most potential bidders. 

. Executives at major US, European and 
Japanese banks said they had little interest 
in adding to their Hongkong networks by 
purchasing BCCHK branches. Many said 
BCCHK's customer base, primarily Indian 
and small Chinese traders, did not match 
their strategic needs. Nor is BCCHK's cost 
structure fundamentally sound. Its 25 
branches serve 40,000 accounts. In com- 
parison, Citicorp’s 27 Hongkong branches 
handle more than 500,000. 
=. Press reports in Hongkong have named 
Development Bank of Singapore (DBS) and 
locally based First Pacific Bank and Lippo 
Bank as potential buyers. But a spokesman 
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for DBS denied any interest, while Ricardo 
Pascua, First Pacific Bank's chairman said: 
“No one will buy this bank unless someone 
guaranteees the assets." 

A spokesman for the Indonesian-con- 
trolled Lippo Bank said executive director 
Stephen Riady had no comment at present. 
Analysts familiar with Lippo said it would 
be hard pressed to make the purchase, 
given its recent rapid expansion. 

Across Asia, the reactions of banking 
authorities to BCCYs liquidation were un- 
coordinated and frequently haphazard. 
Fortunately, the bank's regional presence, 
except in Pakistan and Hongkong, is mod- 
est compared with the scale of its global op- 
erations. 

In Pakistan, where BCC/s seriously ill 
founder, Agha Hasan Abedi, lives in seclu- 
sion, the authorities refused to shut the 
bank's local branches: Officials of the State 
Bank of Pakistan, the central bank, said no 
complaint had been lodged against BCCI, 
nor had any violation of banking rules been 
detected. The bank was asked to maintain 
"normal" operations. 

Central bank governor Imtiaz Alam 
Hanfi said Islamabad had asked Abu Dhabi 
to ensure financial backing for the Pakistan 
units. The official stance failed to reassure 
depositors, who besieged BCCI branches. 

In India, BCCi's branch in Bombay sus- 
pended operations on 6 July. The branch 
has about Rs 3.8 billion (US$165.2 million) 
in deposits, of which about 60% are lodged 
by non-resident Indians. Officials of the Re- 
serve Bank of India assured BCCI account 
holders their deposits were guaranteed. 

Bangladeshi banking officials froze ope- 
rations at BCCs Dhaka branch on 7 July. A 
local newspaper said central bankers had 
found evidence of BCCI having been used 
by deposed president H. M. Ershad and as- 
sociates to illegally transfer funds out of the 
country. 

Throughout the Subcontinent, in Thai- 
land and in the Philippines, BCCI's collapse 
raised concerns over savings deposited by 
overseas workers in Middle Eastern 
branches. Authorities in Manila, for in- 
stance, said on 8 July they were taking "ap- 
propriate steps" to ensure that the interests 
of depositors and creditors of the bank's 
offshore unit in Manila were protected. 

BCCI officials in the Philippines volunta- 
rily suspended operations, as did those in 
Tokyo, Seoul and Shenzhen, southern 
China. In Thailand, the central bank gave 
assurances that local affiliate BCC Finance 
& Securities would not be immediately af- 
fected by BCCI's problems. Branches in Aus- 
tralia and Macau remained open under 
close government supervision. 

The bank's presence in Indonesia is lim- 
ited to a representative office in Jakarta; it 
has no office in Malaysia. In Singapore, the 
authorities had refused BCCI applications for 
an offshore banking licence three times in 
the 1970s and early 1980s. n 
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Shenzhen bourse opens 
with a whimper 








ready listed by year-end and want to see 
more foreign investment in the medium 
term, but both are unlikely ambitions given _ 
the bourse’s inexperience in handling new: 
listings and the dead hand of Peking. 
Chen Muhua, the  vice-chairm: 





he vice-chairman of —— 
China's National People's Congress, stress- 
ed at the opening ceremony that stock- 
market reforms that conflict with socialism: - 
would be rejected. Local brokers also report ' 
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that the central government has. 
aggregate limit of Rmb 150 million: 
million) for listings this year, reflect 






king’s lukewarm attitude. — us 
Shenzhen officials deny that their ex- 
pansion plans are constrained by Pekir 
but they admit the bourse will not oper 
swiftly to foreign investors. The market is 
not yet mature enough to cope with unin- 
hibited foreign participation, said vi 
mayor Zhang Hongyi at the opening. _ 
So far, one listed company, Shenzh 
Development Bank, has issued 171,000 in 
preferred. shares denominated in Hong- 
kong dollars, while another listed firm, 
Shenzhen Vanke Co., is now 24%-held by 
foreign investors; its shares were issued to. - 
selected Hongkong companies in 1988 ina 
controlled experiment with foreign partici- - 


























































shenzhen officials would like dearly to 
tract long-term foreign capital for the de- 
lopment of key enterprises, but besides 
ncerns in Peking, they face a further test 
the coming months — a takeover bid for 
1e of the listed companies. On 20 June, 
gkong-listed Lolliman Holdings an- 
ounced its bid to acquire Panco Industrial 
Holdings, the unlisted Hongkong-based 
parent company of Shenzhen-listed Cham- 
'paign Industrial Co., a textile conglomerate 
with interests in property and retailing in 
Shenzhen and Australia. The company is 
295-owned by Panco. 
~ Lolliman's bid, which expires on 30 Sep- 
‘tember, is predicated in part on the ap- 
.proval of Shenzhen authorities. One of the 
regulations governing the new bourse 
specifies that major company changes are 
subject to approval by the exchange's man- 
gement. Shenzhen authorities are seeking 
solution that would allow them to main- 
tain control of the market without dis- 
&ouraging foreign interest. 
If approved, Lolliman's bid could have 
far-reaching implications for the develop- 
ment of the market. Shenzhen currently is 
ill-prepared to deal with takeovers, since 
the bourse's regulations do not relate di- 
rectly to takeovers and acquisitions. The 
‘market would need quickly to train up the 
‘personnel and introduce a standard method 
-of share pricing and asset valuation. 
.. Approval could also hasten the creation 
of a market for Chinese stocks in Hong- 
__. Kong. Lolliman, as a Hongkong-listed com- 
pany, would be the first foreign-listed com- 
^ s -pany to control a Chinese-listed firm. There 
== are many so-called China plays on the 
_.. Hongkong bourse, but this would be the 
first actual cross-border listing. 
How to handle foreign investors, how- 
ever, is the least of the market's problems. 
_ For if the Rmb 150 million quota figure for 
^. new listings this year is accurate, the Rmb 
. 60 million share issue on 25 June by Baoan 
Holdings Co., a diversified industrial group 
jntrolled by the Shenzhen government, 
ias already consumed the lion's share. 
-. Further, many small investors were un- 
happy with the Baoan offering, accusing 
-the company of failing to offer any shares to 
individual investors upon listing. Stock-ex- 
change regulations specify that 25% of any 
tock issued must be offered to the public. 
. Local protectionism is another factor 
yat could stall the market's expansion. Be- 
ause of the market's low liquidity — mar- 
'capitalisation reached Rmb 5.3 billion at 
i-1990 — Shenzhen's 10 securities com- 
“panies are jealously protective of their turf. 
... Not only are other securities firms dis- 
couraged from participating in stock and 
bond transactions on the Shenzhen bourse, 
but non-Shenzhen companies may also 
find it difficult to list on the exchange. Local 
authorities fear that these companies would 
milk local capital resources. a 
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On the brink — 


The economic gulf dividing East Asia from South Asia could start to narrow in the 
coming months. One South Asian country after another — first Pakistan, then 
Bangladesh and now India — is beginning to taste an unpalatable truth. Import sub- 
stitution and state interventionism have led their economies down a dead end and 
only business liberalisation can lead them out again. — > 

Pakistan has embarked on a privatisation programme, removed most exchange 
controls and pledged to cut import tariffs. Bangladesh has signalled it intends to fol- 
low suit and has already opened its stockmarket to foreign investment. India, the 
biggest believer in autarchic socialism, is the last to see the light. (see page 67). 

Desperation is driving them on to unfamiliar territory. But they may yet opt to 
turn the clock back 40 years. Democracy in Bangladesh is a bud for the nipping and 
generals are not big believers in free markets. Pakistan's Prime Minister Nawaz 
Sharif faces growing ethnic violence that is weakening his authority. And India's 
newly elected government of Narasimha Rao lacks an absolute majority in parlia- 
ment. Even if Rao's position was stronger, he would still face opposition to liberali- 
sation from within his Congress party, not to mention the industrialists (and 
bureaucrats) who have grown fat from regulations that keep out would-be com- 
petitors. Two of Rao's predecessors, Rajiv Gandhi and V. P. Singh, came to power 
making similar promises of root-and-branch economic reform, only to lose their way 
in India's thicket of special interests. 

To make reforms easier to swallow, South Asia needs to be reminded that there 
will still be an important role for the state to play in economic development. It is a 
message delivered in early July by 
the World Development Report, that 
annual search by the World Bank to 
find its soul. Its sermon is meant to 
be heard primarily by diehard free- 
marketeers among US policymak- 
ers, but aid recipients such as India 
need also to take notice. 

The report starts by saying that 
competitive markets require a legal 
and regulatory framework, as well 
as an efficient infrastructure. These 
cannot be produced by entre- - 
preneurs. Nor can markets pro- 
vide essential services such as health care and education for the needy. All these 
public goods can, and should, be dispensed by the state, says the World Bank. - 
“When markets and governments have worked in harness, the results have been 
spectacular, but when they have worked in opposition, the results have been dis- 
astrous." "ox 

East Asia is an example of the former and South Asia exemplifies the latter. It 
may seem a gross exaggeration to apply the word "disaster" to countries such as 
India. After all, South Asia as a whole accelerated the improvement in the living 
standards of its people during the 1980s. But then, so did East Asia. Its GDP per head 
grew by 6.2% in 1980-89, against 4.9% in 1973-80. South Asia's rate of increase rose 
3% and 1.7% respectively in those periods. ^ 

The World Bank does not believe that South Asia will be able to perform as suc- 
cessfully in the 1990s as it did in the previous decade. But there is no need for the 
region to sink even further into economic mediocrity if it takes a few leaves out of 
East Asia/s book and governments work with markets, not against them. 

More official aid will be needed to help provide the infrastructure that can get 
South Asia’s economies moving faster. But the higher priority is to give private busi- 
ness room to breathe. BN t wow s 

A shining example of what can be achieved is Bangladesh's garment industry, 
predicted to earn US$1 billion this year (see page 64). This is proof that even the 
poorest economy can stand on its own feet. But only if the First World keeps its 
markets open to countries such as Bangladesh. . Nigel Holloway - 























Japan punishes brokers 

for stock dealings 

» Japan's Finance Ministry ordered the 
country's Big Four brokers — Nomura, 
Nikko, Daiwa and Yamaichi — to suspend 
business with corporate customers for four 
business days from 10 July as punishment 
for compensating major clients for trading 
losses. Nomura and Nikko were also asked 
to restrain business activities at their head 
_ offices during the period, apparently as an 

- additional penalty for their involvement in 
arranging loans for the Inagawa-kai crime 
. syndicate. Separately, the Tokyo Stock 
Exchange announced that Nomura and 
Nikko would be fined ¥5 million 
.(U5$36,500) each for compensating clients 
and dealing with underworld figures, 
while Yamaichi and Daiwa would be fined 
¥3 million each for making compensation 


payments. 


Third Taiwanese airline 

to offer international flights 

> Mandarin Airlines, Taiwan’s third 
international carrier, was formally 
established on 10 July. Chaired by Liu 
De-ming, former director of the Civil 
Aeronautics Administration, the airline is 
67%-owned by China Airlines, with the rest 
held by the Ho Hsin Group. It is capitalised 
at NT billion (US$148.1 million). 
Mandarin expects to begin operating in 
September, with twice-weekly flights 
between Taipei and Sydney. 


Citicorp withdraws 

Bentoel loan deal 

+» Citicorp International has withdrawn a 
planned US$50 million loan syndication for 
Bentoel, Indonesia's second-largest maker 
of clove cigarettes. Banking sources say 
Bentoel is unable to service debts of around 
US$325 million and is renegotiating terms 
with creditors. According to the sources, 
the company’s debt problems deepened 
earlier this year when President Suharto’s 
son was granted a monopoly on the 
distribution of cloves and vowed to double 
clove prices. 


Tokyo further deregulates 
deposit interest rates 

> Interest rates on all Japanese time and 
ordinary deposits will be completely 
deregulated by mid-1994, Tokyo 
announced. The move, completing a 
liberalisation begun in 1985, follows 
agreement between the Finance Ministry 
and the Post and Telecommunications 
Ministry, which runs Japan’s biggest 
savings system. From November, the 





minimum sum for time deposits will be 
lowered from ¥10 million (US$72,500) to 
¥3 million, and the maximum maturity 
extended from two to three years. The 
500,000 minimum for small-lot money- 
market certificates will be abolished by 
June 1992. Interest-bearing “liquid 
deposits” will be introduced in banks and 
postal offices in 1992. 


More charges brought 

in Singapore case 

P Pathmavali Rengayah, wife of 
Singapore's former white-collar crime 
fighter, Glenn Knight, appeared in court 
on 9 July on cheating charges. Three others 
were also accused: Susan Jacob, a lawyer, 
her husband Paul Willemse, a banker, and 
Sng You Thiam, an architect. All four were 
released on bail. Knight, former director of 
the Commercial Affairs Department, 
appeared in court last month on eight 
charges of cheating and making false 
statements, which he denies. His trial is 
due to begin in September. 
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Japanese computer displays 
face US dumping duty 

> The US Commerce Department partially 
upheld a claim that Japanese flat-panel 
computer displays are being dumped in 
the US. In an 8 July ruling, the department 
recommended that a duty of 63% be 
imposed on active-matrix liquid crystal 
displays. But it took no action on Japanese 
passive-matrix displays, which are widely 
used in US-made laptop and notebook 
computers. Active-matrix screens, though 
less widespread now, could become 
common in computers and high-definition 
TV sets in the future. For the duty to take 
effect, another US agency, the International 
Trade Commission, must decide by 
mid-August that the imports injure US 
active-matrix screen makers. 
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Manila estimates cost 
of Pinatubo's eruptions 
b Philippine Finance Secretary Jesus 
Estanislao put the cost of repairing the 
damage inflicted by volcanic eruptions from 
Mt Pinatubo at P15 billion (US$545. 5 | 
million). Manila hopes to raise P 10 billion o 
this from foreign sources. Estanislao said 
the disaster would cut foreign-exchange 
inflows this year by US$300. million. 





Mahathir launches 

new five-year plan ibm 
> Malaysia's sixth economic plan, detailing 2 
public spending on infrastructure, a 
defence and social development for 

1991-95 was introduced in parliament- 

on 10 July by Prime Minister Datuk oo 
Seri Mahathir Mohamad, It targets dcs WE 
miuus per of M$104 billi 








Indian groups pdo 
for broadcasting e 


W Seven groups have shown interest in 

setting up an Índian television station to ` 

rival state-run monopoly Doordashan, D 
Information and Broadcasting Minister Ajit . 
Panja said on 8 July. Panja did not name — 
the groups, but they are understood to = 
include print media groups such as the — 
Times of India, India Today Magazine and the Cum 
Hindustan Times. == 


Thailand bill allows 
foreign ownership 
> Thai legislators on 28 June gave a first 
reading to a long-awaited bill allowing 
foreigners to buy up to 40% of a 
condominium building. The bill is 
expected to clear its second: and third. =. 
readings in coming months, Builders hope : 
it will soften the pe of. a looming g zli 
of luxury apartments. e 








Hongkong "nid council | 
accepts reform plan 


> The Hongkong Stock Exchange (HSE) 
council on 9 July approved a revised 
restructuring plan, defusing a threat by the 
territory's Securities and Futures 
Commission to impose reforms under. 
statutory powers. The plan, slightly 
modified after a 10-9 rejection by the 
council on 5 July, must get à 75% approval 
at a meeting of the HSE's 680 members 
called for 19 August. The reforms aim to` 
give more say to large broking houses and - 
weed out inactive brokers. 
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here is always more than meets 
the eye in a Malaysian corporate 
takeover. Take the case of IGB 
Corp.'s purported move on 
Malayan United Industries (MUI), the fi- 
nance cum manufacturing group that until 
recently was its business ally. 
- Heavy trading in Murs shares on 3 July 
prompted some analysts to condude that 
- IGB, a diversified property developer, was 
_ trying to take over the company headed by 
Tan Sri Khoo Kay Peng. 
IGB already owns a 20% share in the 
company. MUI's share price on the day rose 
to M$2.37 (85 US cents) from M$2.29 on 
| volume of 4 million shares. IGB added fuel 
:|.to this sentiment on the Kuala Lumpur 
. Stock Exchange by asking Khoo to buy 
< back 84.3 million of its MUI shares at M$2.71 
each. The shares represent 13.3% of Murs 
paid-up capital of M$644.4 million. 
.. Khoo's option to repurchase the MUI 
shares had expired in early July under an 
agreement that gave him first refusal. IGB 
-was obliged to offer its MUI shares to Khoo 
before selling them. Khoo, however, al- 
-lowed the option to lapse and refused to 
: buy back the shares. 
.. . According to press reports, Ishak Ismail, 
-a director at Idris Hydraulic, is teaming up 
| with IGB in a takeover bid for MUI. Analysts 
| say Ishak, who is linked to Finance Minis- 
ter Datuk Seri Anwar Ibrahim through a 
“Penang foundation affiliated with the rul- 
5j ing United Malays National Organisation, 
_ | on 3 July applied to Bank Negara Malaysia, 
the central bank, for permission to pur- 
chase up to 30% of Murs outstanding 
shares. No single investor can hold more 
than 20% in a local financial institution 
without official approval. 

While IGB still could mount a full-blown 
takeover effort for MUI, some analysts 
doubt that will materialise. For one thing, 
.sources close to MUI say Khoo controls 
: about 35% of the company and is capable of 
thwarting any takeover bid by rallying 
other shareholders to increase his position 
io more than 50% in the company. 

The activity in MU/'s shares may be only 
ramping by IGB. Many investors keen on 
'urchasing MUI shares from IGB have been 
-deterred by the high price of M$2.70-3.00 a 
hare. 

.. IGB may also be trying to rid itself of the 
< | albatross of a former cross-holding arrange- 
ment with MUI by shedding its equity posi- 
- tion in the company. The arrangement was 
a vestige of an alliance among the ethnic 
. Chinese owners of MUI, IGB and a group of 
. companies controlled by Malaysian tycoon 
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Vincent Tan Chee Yioun. 

The alliance soured late last year, and 
the parties have been trying to disentangle 
themselves. Consequently, the confronta- 
tion between IGB and MUI may be just a tiff 
between former friends. = Doug Tsuruoka 


In the past three weeks, the Stock Exchange 
of Thailand (SET) has turned back the listing 
applications of two real-estate firms, Ban- 
chang Land and House, and Somprasong 
Land Development. The reason given was 
the need for "more information." A more 
likely explanation, however, is that the au- 
thorities want to take the edge off the prop- 
erty sector's hunger for raising capital. 

As Shroff understands it, the Ministry of 
Finance and the Bank of Thailand (BOT, the 
central bank) suggested that the SET ensure 
that the 15-20 property companies hoping 
for a listing should not be allowed to soak 
up all the market's capital. The sET has 
quietly told the companies not to apply for 
the time being, unless they can meet the 
strictest of listing requirements. 

When Bangkok Land hits the market in 
August, real-estate counters will dominate 
the market. The company expects the exer- 
cise to raise Baht 9 billion (US$350 million), 
easily double the largest previous issue. 
That means that new listings, rights issues 
and public offerings in July and August will 
account for about Baht 24 billion, compared 
with the Baht 60 billion tapped by the mar- 
ket for the whole of last year. . 

After Bangkok Land lists, ‘Tea e 
plays will account for 20-25% ol 
capitalisation. This leaves the inde 
able to any collapse in property prices. The 
authorities are worried that investors will 
shun a market dominated by sp culative, 









often manipulated, property stocks. In par- 


: ticular, Thailand needs the capital inflows 
| of foreign investors. 


For property companies, which have 
high levels of debt and are in need in 
equity, this spells trouble. At the same time, 
as the SET was discouraging new listings by 
property companies, the central bank was 
reading the riot act to commercial banks for 
continuing to overlend to the property sec- 
tor even through the second quarter. 

The BOT is particularly incensed at the 
hefty offshore loans brokered by the banks 
for real-estate developers. If the current 
account widens, a devaluation of the baht 
could follow. Most of the real-estate firms 
do not have any foreign income to offset 
currency losses, nor have they hedged their 
borrowings. And in the event of a prop- 
erty-market crash, these loans could well 
come back to haunt the banks that guaran- 
teed them so freely. m Paul Handiey 


Rather than livening up the Philippine 
stockmarkets, the mammoth 5 July public 
listing of Ayala Land became instead a 
symbol of the nation’s gloom. On the same 
day as the scrip’s debut, fears of another 
volcanic eruption by Mt Pinatubo and the 
resignation of President Corazon Aquino’s 
executive secretary, Oscar Orbos, over- 
whelmed the bourses’ fragile confidence. 

Despite large block sales on 5 July, 
Ayala Land's share price barely cleared its 
offer price of P26 (95 US cents), closing at 
P26.50. It dropped to P23.75 on 8 July, the 
next trading day. The Manila Stock Ex- 
change index dropped as well, falling 6% 
on 8 July from the week-earlier level. 

Ayala Land's poor showing is unfor- 
tunate since it is the first Philippine issue 
to be underwritten abroad; the offering 
was lead-managed by US banking house 
J. P. Morgan. Further, top honcho Jaime 
Zobel de Ayala himself joined the road- 
show in financial capitals to sell Ayala Land 
shares. 

“The [roadshow] presentations really 
turned out to be not only for Ayala Land 
but also the Philippine economy,” a J. P. 
Morgan executive noted. Given the situa- 
tion in the Philippines when the scrip came 
to market, perhaps investors’ assessment of 
the economy was too jaundiced. 

Still, disappointment over Ayala Land's 
performance is sure to spill over to the next 
two wee coe with plans to tap the mar- 
ket — Manila Electric and Philippine Air- 





lines Inc. Both companies plan to market 
their shag abroad as well. 
| Æ Rigoberto ae 
















.. The resignation of Bundesbank presi- 
dent Karl Otto Pöhl has given rise to 
fears, above all abroad, that German 
: monetary policy might become less stab- 
‘jlity-oriented. These fears have been 
-allayed somewhat by the appointment of 
the bank's current deputy president, 
"Helmut Schlesinger, to succeed Mr. Póhl. 
; Nevertheless, there is still an underlying 
concern that unification will lead to 
higher inflation in Germany. This is re- 
flected in high real interest rates and, at 
the same time, a tendency for the D-mark 
to be rather weak. 

As a result, the Bundesbank really 
does find itself in a difficult situation. 
Firstly, unification produced an extra- 
ordinarily large surge in demand in the 
western German economy, as manifested 
in, among other things, the large public- 
sector deficit. The boost to economic 
growth, amounting to an increase of 1 
to 1.5 percentage points of GNP in 1990 
and 1991, has resulted above all in much 
higher pay settlements. Although com- 
panies have so far not passed on all the 
cost increases to consumers, the under- 
lying rate of inflation has climbed to 
around 3.596. 


Prices on the rise 


Secondly, inflation will be a good half 
percentage point higher from July 1991 
onwards due to rises in consumer taxes. 
Moreover, the value added tax may well 
go up by as much as 2 percentage points 
in 1993, which will push up inflation even 
more. In the current situation, the unions 
will probably take the expected tax- 
induced increases in consumer prices 
into account when formulating their pay 
demands. Thirdly, because of unification 
Germany's economic cycle is no longer 
congruent with that of other major coun- 
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| X "Current price trends 
| rule out any easing in the 


German monetary policy 


after Póhl 


near future." 
exu 


tries. A monetary policy designed to 
counter the domestic threats to the stab- 
ility of the D-mark is at odds with the 
wish of other countries, and the United 
States in particular, to see interest rates 
fall worldwide in order to stimulate 
demand. 

Yet a loosening of anti- 
inflationary discipline at 
the Bundesbank would 
have grave consequences, 
not only for Germany. 
Among other things, it 
would thwart progress 
towards monetary inte- 
gration within the Euro- 
pean Community. None- 
theless, some of Ger- 
many's EMS partners 
welcome the weakening 
of the D-mark, in which 
political and psychologi- 
cal factors have played 
a substantial role. It en- 
ables them to cut their interest rates 


1989 
e) estimated 


without undermining the external stab- 


ility of their currencies. 

In setting its policies, the Bundesbank 
is guided primarily by the growth of the 
money supply, price trends and the D- 
mark’s external value. It intends to keep 
the rate of increase of the broad money 
supply (M3) in Germany as a whole at 
the lower end of this year’s target range of 
4% to 6%. Up until April, this was in fact 
the case: on an annualised basis, M3 was 
only 3.7 % higher than its average level in 
the final quarter of 1990. 
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Consumer price index oe 
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German knowhow in global finance 













However, money supt 
a particularly reliable | 
moment, as there is no 
way of assessing either: 
tial in eastern Germany o 
ume of transactions tha 
there. And demand fo 
presumably differs from tha 

Current price trend. mt 
rule out a loosening of the monetary re reins 
in the foreseeable future, and whether 
they are further tightened: will- largely 
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depend on the D-mark's performance in 
the foreign-exchange markets. Persistent 
signs of weakness would make a rise in 
interest rates inevitable - perhaps ac- 
companied by the introduction of a 
flexible Lombard rate. In order to stab- 
ilise the D-mark, the Government must 
plausibly demonstrate its determination 
to bring the public-sector deficit down 
drastically by the mid-nineties. Higher 
money-market rates would lead to weak- 
er domestic demand in the west and 
would impose an additional burden on 
the eastern German economy. 
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CLASSIFIED ADVERTISEMENTS 


Property 


“Rescue me from my 





i ca — MIKE GORE, CREATOR 
OF THE WORLD FAMOUS 
SANCTUARY COVE RESORT - 


QUEENSLAND, AUSTRALIA. 


“I must liquidate these 2 properties urgently. 
I've got divorce lawyers and bankers all over me. 
Both Saddleback and Southport Square must be sold!” 


The largest 
development site in 





Saddleback 
Country Resort, 
Gold Coast Hinterland. E the Gold Coast CBD. 


€ "Southport Square" is a comprehensive 
commercial development site on 
Australia's Gold Coast. 


* Most land parcels with existing 


* Recently a AUS $25 Million contract on 
this property did not settle ... Upset 
reserve now AUS $12 Million! 


* At 991 ha, this is the largest resort site 





for sale on Queensland's Gold Coast. AN buildings, some income producing. 
* Site large enough for 3 or more 18 hole * To be offered firstly in one line, then 
golf courses! sold as 11 individual lots. 
Approved Special Facilities" zoning for * 9 lots from 505m? to 6310m", zoned 
muliple uses, SU PACIFIC "Comprehensive" ... 
* ideal opportunity to create a fully 7 0 OLEAN and 2 lots, 688m? and 2610m? zoned 
integrated residential golf resort. "Light Industry". 


* Easily Australia's best golf resort site this 
close to major tourism and capital city 
infrastructures. 


* Natural, unspoilt bushland beauty. 
* ALL OFFERS WILL BE PRESENTED. building. 
* All enquires to Max McMahon * Contact Max McMahon 


i Max McMahon — Special Projects Division 
ü Ph: INT'L -6175 88 0088 


Wednesday July 17 at 11am A/hrs: INT'L - 6175 97 1262 : 
Ramada Hotel, Surfers Paradise Mobile: INT'L - 61018 75 1899 Dedicated to Service 


© Suitable for multi use. Approved for 
restaurants, offices, retail showrooms, 
hotel and shopping complex ... 
approval in total for 42,500m? of 





JOINT VENTURE GOR 3341 





PRD SPECIALPROJECTS/COMMERCIALDIVISIONS 





MOVING TO BANGKOK? Readers are recommended 


Exquisite House for Rent in Pratumwan area to make appropriate enquiries and take appro- 
priate advice before sending any money, incurring 
any expense or entering into a binding commit- 


Large living, separate dining, fully equipped western kitchen, ment in relation to an advertisement. The Far 
3 bedrooms with marble bathrooms, study, spacious built-in 


closets/dressing area, 7 split air-cons, spacious tiled porch 
and terrace, carpark. 


Rent Baht 80,000.00. For appt call/fax Jennifer in Bangkok 
391-0559 or contact Catherine in Hongkong Tel: 861-0616, 
Fax: 861-3073. 


— —DÜ 


Brand-new house with small garden; European owner. 


Eastern Economic Review shall not be liable to 
any person for loss or damage incurred or suffered 
as a result of his/her accepting or offering to ac- 
cept an invitation contained in any advertisement 
published in the Review. 














CLASSIFIED ADVERTISEMENTS 


| Appointment 


Institute of 


Social Studies 


The Hague 
The Netherlands 


is a centre specializing in international policy-oriented social science teaching, research and advisory 
work in the field of development studies and The Third World. 


The teaching programme includes an MA with various specializations, plus shorter, more policy-oriented 
Diploma Programmes, as well as research oriented M. Phil. and Ph.D. degrees. Most students come from 
developing countries. The staff is also of international composition and all teaching is in English. 





: As from 1. September 1991, or as early as possible thereafter, the ISS would like to appoint: 


L In the MA specialization ECONOMIC POLICY AND PLANNING (EPP) and 
in the Diploma Programme DEVELOPMENT PLANNING TECHNIQUES (DPT) 
two LECTURERS/SENIOR LECTURERS (full-time) in 
international Economics 
Development Economics 
—. The appointments will be made for a period of two years, extensions might be considered in one or both cases. 
The successful candidates will contribute to teaching and research in quantitative methods as well as in one 
or more of the following fields: 
— international finance; 
— adjustment and commercial policies; 
— industrialisation and trade; 
-— micro-economics 
L They must also be able to assist in M.Phil/Ph.D. supervision. 
_ African experience will be advantageous though not decisive. 


li. In the MA specialization AGRICULTURAL AND RURAL DEVELOPMENT (ARD) 
two LECTURERS/SENIOR LECTURERS (full-time) _ 
The appointments will be made for a period of two years. 


For one vacancy candidates should have a degree in Economics and are expected to have a good background 
in, and willingness to teach, applied quantitative methods for the analysis of agricultural and rural issues in the 
Third World. For the other vacancy candidates should have a degree in one of the social sciences and a good 
background and relevant experience in rural development issues in the Third World. | 

They must also be able to assist in M.Phil./Ph.D. supervision. 


lil. in the MA specialization WOMEN AND DEVELOPMENT (W&D) 


two LECTURERS (full-time) 


One appointment will be made for a period of one year. The other appointmentis for a period of two years, which 
period may be extended. 

The successful candidates should have a Ph.D. in a social science and knowledge of political economy. 
Teaching and research experience in women and development and the ability to contribute theoretically to the 
programme. Participation in the women's Movement and experience in development activities with women is 
desirable. For the two year position preferably in LACAAP countries. 

In addition for the one year position: Specific expertíse and teaching experience in internationalization of capital 
and its effects on women, for teaching input on the internationalization of capital, as well as shared teaching 
in feminist theory. For the two year position: Experience in teaching of feminist methodology (qualitative and 
quantitative) and epistemology. Teaching and research in women and development. Immediate input is 
expected in feminist methodology. 


The successful candidates must also be able to assist in M.Phil./Ph.D. supervision. 


Employment conditions: 
. Similar to those of the Dutch universities. 


Salary inthe rank of Lecturer ranges from DIL 3428.- to DII 6592.- gross per month, in the rank of Senior Lecturer 
from DI: 5813.- to Df. /528.-gross per month over 12 months per year, 


< Research time is included in the work profile and staff appointed are expected to regularly publish their work 


. in recognised academic journals and to contribute actively to the various research activities and managerial 


2 activities of their teaching group and of the ISS as a member of an interdisciplinary team. 


-. Required for appointment to: 
= -Senior Lecturer level: Ph.D. and teaching experience at post graduate level, a strong track record in research 
-sas demonstrated by scholarly publications. Lecturer level: preference will be given to candidates who have 
... completed or are nearing completion of a Ph.D. in a relevant area. 
Applications: | 
E -Accompanied with a curriculum vitae, a sample of published output (for W&D in addition: relevant course 
. dutline(s) and reading list(s) from present and recent courses taught by the candidate), and the names of three 
. teferees should reach the ISS, not later than 16 August 1991, addressed to The Rector, Institute of Social 
X Studies, PO Box 90733, 2509 LS The Hague, The Netherlands. Additional information can be obtained by 
telephone or by letter for; 

1) EP/DPT from Dr. G. W. Irvin, tel. 070-3510344 

2) ARD from Dr. C. Kay, tel. 070-3510467 or Drs. P. van der Wel. 070-3510401 

3) W&D from Ms. S. Wieringa, tel. 070-3510340 
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COPYRIGHT 
REPRINTS 


The combined efforts 
of the Far Eastern 
Economic HReview's 
large and highly skilled 
editorial team have 
made it the premier 
source of information 
for those who do busi- 
ness, or have an in- 
terest, in or with Asia. 
As a testimony to the 
publication's | editorial 
quality, many Review 
articles have, over the 
years, been reprinted 
in newspapers, maga- 
zines, educational text- 
books, newsletters etc |. 
throughout the world. _ 


Should you as an 
editor, publisher or on 
behalf of an organisa- 
tion, educational estab- 
lishment etc wish to in- 
quire about our reprint 
and copyright charges, 
please address your 
correspondence to: 


Editor 
Review Publishing 
Company Limited 
GPO Box 160, 
Hong Kong 
Tel: 8328381 
Fax: 8345571 
Telex: 75297 
ECWEK HX 
We welcome inquiries 
from all interested par- 
ties and assure you of 
our prompt, individual 
attention. 

















BUSINESS AFFAIRS 


RESEARCH 


AND 


INNOVATION 


Keeping the planet green 


f the detective work and patience of 

Japanese scientist Motohiko Kogo pay 

off, parts of Burma's barren coastline 

will again look like they did 40 years 
ago — lush with mangroves. But Kogo and 
other scientists involved in replanting man- 
groves are in a race against time: the popu- 
lations of developing countries are expand- 
ing, and illegal logging operations are con- 
tinuing. Mangroves, which grow in salt- 
water tidal zones, are an even more limited 
resource than tropical timber. 

While some conservation projects in- 
volve replanting deforested areas with one 
or two species of trees, Kogo and other sci- 
entists are working to re-create a more com- 
plex mix of flora, as well as fauna, in the 
hope of restoring an area's biological 
diversity. A complex ecosystem is more 
stable than an area planted with a single 
species, which can be more vulnerable to 
disease, for instance. 

Some successes have already been 
achieved. At an environmental conference 
in Tokyo in late June, Kogo showed slides 
taken a decade ago of barren coastline in 
northeastern Saudi Arabia. Then he flashed 
up pictures taken more recently. The same 
areas, part of Kogo's project, had become 
thick with mangroves. The waters teemed 
with fish and other wildlife. 

One of the environmental casualties of 
the Gulf War, however, was the mangrove 
project. Oil slicks killed many seedlings, 
and the more mature trees have lost their 
leaves. It is unclear whether the defoliated 
trees will recover. 

Kogo, who lectures at the University of 
Tokyo and is a business consultant, is in- 
volved in a similar mangrove-replanting 
project in Burma under the auspices of the 
UN Development Programme. The Bur- 
mese are depleting the mangrove for fire- 
wood and to make charcoal, according to 
Kogo. Mangrove areas are also being con- 
| verted to paddy fields. 

Kogo is trying to identify species that 
will grow in the highest point of the tidal 
zone, which is the largest part of the coastal 
area to reforest. This is also the toughest 
place to regenerate because the soil has be- 
| come extremely dry from a lack of vegeta- 
tion. Moreover, the seedlings must also be 
able to withstand Burma's dry season. 

The problem is that most mangrove 
species have shallow, wide roots. So Kogo 
has been searching for species indigenous 
to Burma that have a deep taproot system 
with a high tolerance for drought. Half a 
dozen species are being tested. 

In Sarawak, East Malaysia, Mitsubishi 


78 


Corp., often the target of international criti- 
cism for its tropical timber operations, late 
last year embarked on a US$1.4 million 
four-year project to restore tropical forest. 
Under the project, researchers from 
Yokohama National University and the 
University of Agriculture Malaysia will test 
seeds of various lauan species (otherwise 
known as Philippine mahogany). 

The 50-ha test plot is located on barren 
land at the Malaysian university's Bintulu 
campus. Although lauan takes at least 100 
years to reach maturity, Mitsubishi says 
three years is sufficient to determine which 
seedlings can adapt to local conditions. 

One of the world's largest restoration 
experiments is being conducted in Costa 
Rica by University of Pennsylvania profes- 
sor Daniel Jantzen, who is trying to rebuild 
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Mangrove trees: a shrinking resource. 


dry tropical forest in Guanacaste National 
Park. Although Central America was once 
dense with dry tropical forest, only a frac- 
tion is now left. 

Jantzen, a recipient of the MacArthur 
Foundation's "genius" award, is carrying 
out experiments to determine the original 
mix of vegetation and wildlife. In certain 
sections of native forest, he has set up a 
network to monitor the various kinds of 
animals, for example. The data will provide 
baseline information about the forest's 
population biology. 

One of the keys to restoration is to find 
at least some small remaining patches of 
native mangrove or tropical forest to deter- 
mine the natural conditions and to serve as 
a genetic bank for seeds. Mangroves and 
tropical forests are still being slashed 
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rapidly in Southeast Asia, though several 
countries, including Thailand, peninsular 
Malaysia, Indonesia and the Philippines, 
have banned log exports. Thailand, for 
example, during the 1980s lost 2.5%, or 
about 500,000 ha, of its forest area annually, 
according to the World Resources Institute. 

A large percentage of mangroves in 
Southeast Asia is being clearcut to provide 
wood chips for Japanese companies to make 
paper, says Yoichi Kuroda, who heads the 
environmental group Japan Tropical Forest 
Action Network. Mangroves are also being 
cut to create shrimp farms in many South- 
east Asian countries to meet the voracious 
appetite for this shellfish. 

In the short term, shrimp farms gener- 
ate higher revenues. But sacrificing man- 
groves can have horrific consequences, ac- 
cording to Marta Vannacci, a mangrove 
specialist and former director of the UN’s 


2 mangrove-replanting programme in South- 


east Asia. She says that part of the area in 
Bangladesh hit by devastating cyclones ear- 
lier this year was once covered with man- 
groves. But 10 years ago, they were cut to 
make way for shrimp farms. Without the 
mangroves, there was no wind break or 
vegetation to stabilise the soil and reduce 
the destruction of the cyclones. 

Reforestation also counters the effects of 
global warming because trees absorb car- 
bon-dioxide emissions. But to counter the 
effects of the worldwide use of fossil fuel 
would require that more than 1 billion ha 
be planted in the next 40-50 years, accord- 
ing to the World Resources Institute. “A 
potentially more realistic approach is to 
focus on smaller-scale planting that will di- 
vert pressure from remaining tropical 
forests," says the institute's most recent 
edition of its environmental handbook, A 
Guide to the Global Environment. 

Jantzen says one of the keys to arresting 
deforestation is to educate native people 
about the biological treasures around them. 
Jantzen has helped to train a teacher in 
Costa Rica to instruct an environmental 
dass for local children. In addition, he has 
trained other native people to help him in 
his field experiments, such as identifying 
and counting different moth species, which 
gives them a sense of nature's richness. 

As M. S. Swaminathan, father of India's 
Green Revolution, said at an environment 
meeting in Tokyo in late June, "If you think 
one year ahead, you will plant rice. If you 
think 10 years ahead, you will plant trees. 
But if you are thinking 100 years ahead, 
you will educate your people." 

m Marjorie Sun 


18 JULY 199° 


Swissair Customer Portrait 122: Pamela Thomas, senior computer operator, London. 













e 
Going Fast. 
LÀ ê 
Staying Westin. 
The personal touch offie Westin Chósun, 


a more intimate hotel 
in the business Beart of Seoul. 


THE WESTIN CHOSUN <A 
Seoul ( (3^ 
The Westin Chosun, Seoul 224 77 Fas r T e 
Other Westin Hotel n Asia P [he Westin Cl Dean e US 4 
shang! Westin Tat Ping Yang è Manila: The V p 


HOTELS & RESORTS 


25 JULY 19 9 1. Subscriber copy not for resale 





THAILAND 3 











attling Generals 


$ 


FarEasternEconomic 










PHILIPPINES 


Victims of Pinatubo 


^ a Bt 
. Ry S, 
ee 











COMPANIES 


Ld 


Apuomoto Needs Spic 


LT] 


Local prices Brunei .....8$5.90 France ....Ffr22 — india... Rs 30. Korea... Won 2200 — Nepal... Rs 30 PNG... Kins 3.00 Singapore $$4.50 Sweden... SKr25 U.K... £2.50 
Australia ....A$4.00 Canada ... C$5.00 Holland .....69 indonesia Rps 3300 Malaysia ..... M$6.00 -New Zealand NZ$5.00 Philippines ....P35 Spain ......P 300 Taiwan .. NT$100 U.S.A. .... US$4 DU 
Bangladesh Taka 50 China ...... FECY16 Hongkong HK$25 Japan Y700 saw: Myanmar/BurmakS.50 Pakistan... Rs 28 Saudi Arabia SR13 Srilanka ,. Rs 50. Thailand. Baht Bü — Vietnam .. u$$3.00 


Does your corporate ban 


open doors or knock on them ? 


ledana 


LTCB opens doors to 
a world of financial possibilities. 


We know whats going on — in your industry and ours. Our 
influential, independent position in global finance makes us a prime 
source of information as well as funding for your ventures. 


* 


Money isnt everything...especially in finance. Sometimes you 
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need a door-opener, too. 
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Meeting client needs is half the story. - og 
Meeting society’s needs is the other half. 


We at Fuji Bank believe that 
servicing both the needs of clients and 
those of society represents the new standard 
for banking excellence. Responding responsibly and 
sensitively to new environments is how Fuji Bank 
proves its commitment to improving 
the quality of life for everyone. 
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Mi" FUJI BANK 


Head Office: 5-5, Otemachi 1-chome, Chiyoda-ku, Tokyo 100, Japan. Phone: 03-3216-2211 
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Branches: Hong Ki ng, Seo i, Shenzhen, Singapore Representative Offices: Bangkok, Beijing, Datian, 
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always tempting to focus on reward. But you've got 


to keep an eye on risk. 







After all, there's no rewarc 






There's risk in energy prices. ' 






investing in, say, a transportation com 





warding. Or sadly disappointing. | : - 
Risk. You have to look 4 atit 
even when you don't wan t to. 
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Europe. But the opportunities dhere could be larger than 

those at home. Oe 
Everywhere you look, there's risk. — ae 
Managing risk— conven tional and : unconven- | : cu 

tional —is the single-minded mission of Bankers Tuae 


As merchant bankers, we've honed our ability to help 





you uncover risk, analyze it, take it or shed it, profit byit. — 


No firm is better equipped to help you see and. 





deal with global risk. With Bankers Trust beside you, you | 


won't be flying blind. 


LEAD FROM STRENGTH. 





Doing Our Best...'Ió Achieve the Best 





Working together at 1/N TEK. tbe world s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 


oe SS SS SS ee SS IÉOCELELCOLLLULIAL.  ,-A,Le,M&Uoevuoi lossóub5 V] 
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the leading edge of technology 
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idicial advice 

ingapore’ s attorney-general's advice to the 
president, as quoted by Tan Sor Hoon [LET- 
TERS, 20 June], for the main reasons for the 
denial of J. B. Jeyaratnam's request for par- 
too facile to be allowed to pass un- 
nged. 

[he attorney-general's advice to the pre- 

nt was marred on several counts. The 
fact that the Privy Council had no jurisdic- 
dion. over the "criminal convictions" was 
never in dispute, though Jeyaratnam's dis- 
; périnent was nonetheless based on those 
“a | convictions.” 

- However, in disciplinary proceedings it 
is s settled law that an appellate court in ex- 
-ceptional circumstances would be justified 
to go behind a conviction and examine 
whether the conviction was flawed. This 
was precisely what their lordships in the 
Privy Council did. 

In a gesture of seeming magnanimity, 
then prime minister Lee Kuan Yew stated 
in unequivocal language before a Par- 
liamentary committee of Privileges: 

"Tf there is a miscarriage of justice, I 
think Parliament should undertake to ask 
the President to either grant him [Jeyarat- 
nam] a pardon or even to set aside the con- 
victions, order a new trial. It is within our 
legislative competence to do so.” 

When Lee Kuan Yew spoke those fate- 
ful words, he could not possibly have con- 
ceived that the Privy Council, Singapore’ S 
ultimate court of appeal in London, “where 
obviously undue influence could not be 
brought to bear" would, after examining 
the legal reasoning of the Singapore courts, 
conclude: 

“Their Lordships have to record their 
deep disquiet that by a series of misjudg- 
ments the appellant [Jeyaratnam] and his 
co-accused have suffered a grievous injus- 
tice. They have been fined, imprisoned and 
publicly disgraced for offences of which 
they were not 
|. "Their Lordships’ order restores him to 
the. roll of advocates and solicitors of the Su- 
preme Court of Singapore, but because of 
the Course taken by the criminal proceed- 




















the other wrongs which the appellant and 
Wong have suffered.” 
_. How much plainer have their lordships 
> to underscore the miscarriage of jus- 
lone to Jeyaratnam and his co-accused? 
^ df the government had not abolished the 
right of appeal to the Privy Council from the 
subordinate courts, or if the high court had 
not refused to reserve questions of law for 
decision by the court of criminal appeal on 
these very points, as requested by Jeyarat- 
nam's counsel, their lordships would have 
had the power "to right the other wrongs." 
Thus, though their lordships’ observa- 
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tions in the Privy Council do not bind the 
government, it is nevertheless a fact well- 
known to every first-year law student that 
they carry grave import. 

Given the foregoing, it ill becomes the 
attorney-general to interpose his own opin- 
ion that “the acts and omissions of Jeyarat- 
nam which led to his convictions were both 
dishonest and morally reprehensible. This 
moral culpability of [Teyaratnam] had been 
glossed over by the Privy Council . . . there 
has been no miscarriage of justice, and no 
injustice done to [Jeyaratnam]." 

Lastly, Jeyaratnam said [LETTERS, 6 June] 
that the attorney-general claimed that he 
had been denied an opportunity of being 
heard by the Privy Council, a serious ac- 
cusation, if true! The facts are however 
otherwise. It appears that their lordships 
had specifically inquired of the Queen’s 
counsel representing the law society 
whether the attorney-general “was aware 
that the convictions against Mr Jeyaratnam 
[were] to be considered” and whether the 
attorney-general "had made any applica- 
tion to be heard in the proceedings." Coun- 
sel reportedly responded that the attorney- 
general was aware that the convictions 
were being considered and had not re- 
quested to be heard. 
Cambridge, Mass. 
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Copyright concerns 

Your article Limited protection [18 July] 

contains some minor inaccuracies. More 

importantly, however, it fails to highlight 
the main concerns which US copyright in- 
dustries have communicated to the US 

Trade Representative since the issuance of 

China’s Copyright Law and its implement- 

ing regulations and more recent regulations 

for the protection of computer software. 

Principal among them are: 

P The failure of the Copyright Law or 
software regulations to protect the un- 
published works of foreigners; 

> Ambiguous enforcement provisions; 

» The apparent failure of the software reg- 
ulations to protect works which were 
first published prior to 4 June 1991 (the 
promulgation date of these regulations); 

M Open-ended exceptions which would 
permit the Chinese Government to 
deny copyright to any foreign software 
or other copyright subject matter; 

> The failure to explicitly grant copyright 
owners in motion pictures the exclusive 
right to display their works to public au- 
diences (e.g., in cinemas and at so-called 
“video theatres"); and 

> The failure to protect foreign sound re- 
cordings where used by broadcasters for 
“non-commercial” purposes. 

The more significant inaccuracies in the 
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article include the following: 

P The Copyright Law was enacted on 7 
September 1990, and entered into effect 
on 1 June 1991. It was not enacted on X 
June; | 

> The China Daily articles announcing pr 
tection for US works. under the 1 
Trade Agreement have been declare 
by China and US officials to be mi 
taken; : 

> US and other foreign wiks will be pro 
tected, regardless of whether or when. 
they were first published, after China | 
joins the Berne Convention or the Uni- 
versal Copyright Convention. This 
is expected to occur before. the end e a 
1992; Begs 

> Separate software protection : regu latiori CX 
were issued on 4 June and enter into ef. 
fect on 1 October 1991. They do not pro- 
tect foreign software until China either aS 
signs relevant bilateral or multilateral 
agreements; and | E 

P China's record. in proteoing foreign | 
trademarks has been spotty, rather than 
“tough” or "consistent." A new draft | 
Trademark Law. is being examined _ 
which will hopefully: improve the gn d 
protections available, but is unlikely to. ~ 
drastically help address the more mun- = 
dane problems encountered when try- — 
ing to enforce trademark rights through = 
the State Administration for Industry. — 

JOSEPH SIMONE)” 














and Commerce. : 
Hongkong Baker & McKenzie. 
The people should decide 


Time must be out of joint in Southeast Asia. — 

Ali Alatas, whose family migrated from — 
Hadramaut (Arabian Peninsula), is telling — — 
the Acehnese people not to cross the | 
Malacca Straits to the Malay Peninsula. If. — 
they did, is he to be the arbiter of whether 
their journey is legal or illegal? In the 1860s. 
Aceh was still an independent sovereign 
state, universally recognised, including by . 
the US government of president Lincoln till- 
the Dutch declared war on it in 1873. 

Can a historic nation which has: attained. u 
sovereign status for a.thousand years, as - 
Aceh has, be forced into a position of de- | 
pendence again on a recently fabricated . 
state? There is no way to do that in interna- 
tional law or under the Charter of the UN 
Any conflict must be solved by applying 
the test of self-determination. A UN super 
vised plebiscite should be hel 
the rest of Sumatra to deter 
the people want indepen 
of the Javanese empire of Ir 



























Acum - 
Norsborg, Sweden National Liberation Front- 
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m Defence : Plane Dealing - | 
A likely deal for British Aerospace to sell 
-.. Hawk aircraft to Indonesia could pave the 
= way for closer security cooperation - 
between Asean nations 10 


(China : Flood Havoc 
|. The worst floods to hit China in decades 
have highlighted serious inadequacies in 
|^ flood-control measures and prompted 
|. Peking to make a rare appeal for 
international aid 12 





G7 Summit : Japanese Role 

- t Japan adopts a high profile at the London 

(G7 meeting in contrast with previous 

s meetings when its prime minister was 

- ^^. forced into the position of tamely agreeing 
-. with other leaders 13 





Defence : Mongolia 

Having thrown off its dependence on 
.. Moscow, Mongolia searches for a neutral 
= defence policy 16 


Japan : Murder 
There could be a religious motive behind 
the murder of a Japanese professor 17 


- Indonesia : Aceh Conflict 
_. The Indonesian military's heavy- 
. "handed campaign against separatists 


INTELLIGENCE 





- Frigate Fury 
- China may take strong diplomatic action 
against France for renewing a contract to 
sell Taiwan Lafayette-class frigates earlier 
. this year. Peking's dissatisfaction could 

involve recalling its ambassador to Paris 
. or reducing its embassy to consulate 
. Status, according to a senior Kuomintang 
official in Taipei, who praised France for 
its determination. to help Taiwan. An 

T agreement to purchase the frigates 

ff last year after Peking 
This time France appears 

to go through with the sale. 













Musical Chairs 
E A game of musical chairs continues 


in Aceh province sullies Jakarta's 


image abroad and introduces a new 


source of friction with neighbouring 
Malaysia 18 


Taiwan : Policy Problems 

The long-standing policy of the ruling 
KMT towards China is riven with internal 
party conflicts 20 


Macau : Basic Law 

China's flexible approach to drafting 
Macau's Basic Law, particularly on the 
crucial nationality issue, has boosted 
confidence after a period of social and 
political unrest 22 


Macau : Education 

Macau's new government has launched a 
crash programme to provide six years of 
free schooling by 1999 23 


Philippines : After Pinatubo 
Agricultural towns stand 
ruined, more than 
half-a-million people have 
lost their livelihood, 
irrigated ricefields lie 
smothered under a mantle 
of volcanic debris . . . and 
still the ash from Mt 
Pinatubo rains down on 
dozens of battered 
communities in the worst 
volcanic eruption this 
century. Manila bureau 
chief John McBeth takes a 
look at the silent killers of 


within Vietnam's Foreign Ministry in 
preparation for the late July National 
Assembly session which will appoint a 
successor to outgoing Foreign Minister 
Nguyen Co Thach. Nguyen Manh Cam, 
Vietnam's ambassador to the Soviet 
Union, is currently the leading candidate 
for foreign minister, after the former top 
contender — Deputy Foreign Minister 
Tran Quang Co — reportedly withdrew 
his name. If Cam is elected, he is expected 
to be replaced in Moscow by Deputy 
Foreign Minister Vu Khoan while Le Mai, 
another deputy foreign minister and a 
former ambassador to Thailand, is slated 
to be named ambassador to the UN. 


Second Thoughts 

Thailand's agribusiness giant Charoen 
Pokphand (CP) is thought to be having 
last-minute doubts about signing a final 
agreement with the government to carry 
out a multi-billion-baht telephone project 
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why the Pinatubo disaster ‘will also he 
serious repercus sions for the Philippine 
economy, especially in the light of the 
likely closure of Clark air base and the 
current business ‘pessimism in the. 
country 24 | 


Soviet Asia : Challenge 

The spiritual leader of most of 
Soviet Central Asia's Sunni Muslims — 
finds himself under pressum from. | 
his increasingly: pone | 
flock 30. 








Contemplating unification (20). 


in the Thai capital. Under a compromise 
arrangement reached between Prime 
Minister Anand Panyarachun and CP 
executives in June, the company’s ` 
subsidiary, CP Telecommunications, was 
to be given a 25-year concession to - 
provide 2 million telephone lines in 
Bangkok. But Bangkok business sources 
say that CP, for reasons that are still not 
clear, is now reluctant to sign the contract. 


Hawaii on Hold 

The former US ambassador to Peking, 
James Lilley, who was passed over as a 
candidate for the top job in the Central 
Intelligence Agency (CIA), is one of the 
leading contenders to become president 
of Hawaii's troubled East-West Center. 
He would replace Victor Hau Li, who was 
forced to resign last December. Although 
Lilley is interested in the East-West post, 
the CIA veteran may want to wait until the 
outcome of newly nominated CIA chief 
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y quix tic cede fore in private armies 35 

: This month, WIPYM looks « at | E 

 telecommunications plays in Southeast 
Asia; South Korea's opening to foreign 

- investors; the Tokyo stockmarket; 

i secondary stocks in Kuala Lumpur; 

- winning counters in India; alternative 


attractions in Bangkok; and Taiwan's 
bond market 40 





Business Affairs 


Region : Aviation 
„Asian airlines could soon be allowed 
greater access to more lucrative 
international routes 48 


Japan : Companies 

Giant food maker Ajinomoto is feeling the 
pinch from stagnant growth in its 
traditional businesses and from intense 
competition in its new ones 49 


French Polynesia : Industry 
The country's black-pearl farms are 
bolstering the economy 50 


a 
ii 


Robert Gates’ confirmation hearings now 
that the latter faces new trouble over the 
Iran-Contra affair. 


Military Manhunt 
A special squad of 
military officers has 
been formed in 
Thailand to track 
down fugitive former 
army major-general 
Roopkachorn. It is 
thought Manoon, a 
dose aide to ousted ^ Manoon. 
prime minister 
 Chatichai Choonhavan, fled to Germany 
after the 23 February military coup. The 
former cavalry officer, who was recently 
cashiered by the ruling junta, is known to 
have operated several Thai-food 
restaurants in Dusseldorf while in 
voluntary exile following the abortive 
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Vietnam : Banking 
Stringent capital requirements set for 
foreign banking ventures 81 


Australia : Companies 


BTR Nylex has lost its allure for 


YARD NYERJOW 


investors | 51 


Asia : Trade 

Asia faces a quandary on whether or not 
to build a trade bloc. The dilemma is 
being forced on the region by 
developments in its largest markets. The 


EC is aiming for a single market by the 


end of 1992, and the US and Canada are 
negotiating with Mexico to create a North 
American Free-Trade Agreement. If these 
countries discriminate against Asian 
exports or favour their own products, 
Asia is bound to suffer. REVIEW 
correspondents — Nigel Holloway, 
Anthony Rowley, Michael Vatikiotis, 
Susumu Awanohara and Shada Islam — 
examine the changes taking place 52 


Malaysia : Economies 

Malaysia's new five-year spending plan is 
being viewed as a public relations victory 
for the government 57 


Japan : Finance 

The Finance Ministry is under pressure to 
reform its cosy relationship with local 
stockbrokers 59 


indonesia : Companies 

Clove cigarette maker Bentoel is facing a 
possible takeover after losing creditor 
support 60 


military coup he masterminded in 1985. 
But the military team now looking for him 
reportedly failed to locate him in the 
German city. Manoon is wanted in 
Thailand to face charges linked to an 
alleged assassination plot targeting top 
national leaders in 1982. 


Open Season 

In a bid to boost Burma's insufficient oil 
production, Myanmar Oil and Gas 
Enterprises (MOGE) decided in early July 
to open its own concession areas to 
foreign participation for the first time. 
MOGE currently does not have the 
technical expertise to maximise production 
from its field and will offer a limited 
number of foreign companies the right to 
share a percentage of enhanced 
production in exchange for technical 
assistance. To date, none of the 10 foreign 
oil companies operating in Burma have 
managed to tap exploitable reserves in 
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their own concession areas. MOGE's 
current production is 12,000 barrels a day, 
far less than what is needed for domestic 
consumption. 


Peace Overtures — 
Secret peace talks were held in early July RT 
in the Bangkok area between Burmese - 
ethnic rebels based near the Thai-Burma 
border and three civilians authorised by 
the military government in Rangoon to 
act as arbitrators. The three civilians are 
ethnic Kachins: Saboi Jum, a former 
church leader from Myitkyina who now 
lives in the US; his younger brother Hkun 
Myat; and Duwa La Wom, a former 
Burmese ambassador to Israel and the 
Philippines. They met with... 
representatives of the Kachin, Karen and 
Mon rebel armies. No agreement was 
reached at this initial meeting but further 
negotiations are expected to take place 
soon. 

























y Rodney Tasker in Bangkok 
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olitical pressure is mounting on 
Thailand's ruling military junta to 
such an extent that some obser- 
| vers now have a bleaker view of 
_ the future than they did in the months im- 
mediately following the 23 February coup. 
. The new mood was mainly set by a 
_ speech by former army commander 
_ Chaovalit Yongchaiyut in which he accused 
the junta of planning to cling to power, de- 
spite their pledges of a return to demo- 
[o facy. 
= The juntas National Peacekeeping 
Council (NPC) has clearly been put on the 
_ defensive not just by Chaovalit’s attack — 
-. which was also influenced by his personal 
' ambitions — but by growing criticism from 
^. .a group of labour and student activists, 
^ academics, politicians and businessmen. 
E Whether the generals remain on the de- 
|. fensive depends not only on how the oppo- 
-... sition campaign develops but also on differ- 
ing political attitudes, heightened by some 
^. signs of factionalism, within the junta. 
^7 Some Thai and foreign businessmen ap- 
-peared worried after Chaovalit’s 8 July re- 
.'. marks, popularly characterised as a political 
_ slugging match between the former army 
5. Chief and his successor Gen. Suchinda Kra- 
||. prayoon, the most powerful figure in the 
NPC. The verbal battle between the two re- 
_. flects the struggle between a Chaovalit in- 
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: As dae about closer defence coop- 
. eration between Asean countries inten- 
. sify, Indonesia has made moves to buy 
. British Aerospace (BAe) Hawk jet trainers 
. and multi-role fighters. The decision is 
<. seen asa potential « confidence booster for 
A the region's security because it could be a 
step towards standardisation of military 
Se and the pooling of technological 


| In whe hat could turn out to be one of 
the largest arms packages any company 
has sold to an Asean country, BAe and 
. Indonesia’s Nusantara Aircraft Industry 
(IPTN) agreed on 19 June to cooperate in 


THAILAND 


unta under fire over timing of election 


haovalit's challenge | 


tent on becoming prime minister at the next 
general election, and a Suchinda prepared 
to use his military might to retain power in 
one form or another. 

Chaovalit warned in his speech that 
while the NPC leaders might stick to their 
announced programme to bring in a new 
constitution towards the end of the year, 
followed by an election by April 1992, they 
could be planning to stay in power by 
building their own surrogate party. 

Although he did not mention a name, 
he was referring to Samakkhi Tham, a 
party apparently formed under the aus- 
pices of air force commander and NPC 
member Air Chief Marshal Kaset Rojana- 
nin. The party has been offering cash in- 
ducements and the prospect of Suchinda's 
endorsement in a bid to recruit members. 

In his speech, Chaovalit repeated his call 
for an early election first, leaving the draft- 
ing of a new constitution to those elected 
to power. Otherwise, he warned, there 
would be a vicious circle of brief periods of 
civilian democracy, interrupted by military 
coups. He indicated concern that the new 
constitution, currently being drafted by a 
committee chosen by the NPC-appointed 
national assembly, would favour military 
interests rather than democratic principles. 

Chaovalit, the new champion of demo- 
cracy, also heads his own political party, 
the New Aspiration Party (NAP). The NAP 
has rapidly gathered steam since the Feb- 


— Hawk spreads its wing S 


the production of the Hawk for the In- 
donesian air force. 

Indonesia bought 20 of the Mark 53 
trainer version of the Hawk in 1978, tak- 
ing delivery in the early 1980s. Since then, 
the Indonesian air force has opted to buy 
12 supersonic F16 interceptors made by 
General Dynamics of the US. However, 
technical difficulties have dogged the F16s 
already delivered. This, combined with a 
shortage of pilots qualified to fly the F16, 
may have persuaded the Indonesian De- 
fence Ministry to consider the simpler, 
cheaper, but still potent multi-role version 
of the Hawk — both a trainer and sophis- 
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ruary coup, à tracting some 140 former 
MPs as well as. cune. bureaucrats, 
retired military figures, academics and rural 
people. According to NAP officials most of 
the party’s members are farmers, particu- 
larly from the impoverished northeastern 
region. But among the 1,500 who attended 
the NAP fund-raising. dinner when Chao- 
valit made his speech were some of Thai- 
land's leading bankers and other promi- 
nent political and business figures. 

With the disintegration of most of the - 
old political parties since the coup, 
Chaovalit may sense a golden opportunity 
to bulldoze his way to power in an election 
in which his party would be paramount: 
Apart from attracting politicians from most- 
other parties, the NAP has been approached - 
by Solidarity Party leader Boonchu — 
Rojanastien to join a “democratic federa- 
tion" of parties aimed at thwarting any plan 


by military leaders to perpetuate their grip 
on power. 





haovalit, however, has responded 

to Boonchu with only lip-service 

solidarity. For the moment he 

wants to focus attention on a trial 
of strength between himself and the mili- 
tary leadership alone. 

Suchinda reacted to Chaovalit's speech 
by pointing out that the NPC had delegated 
much of its power to an appointed interim 
civilian government, headed by Prime 


ticated sub-sonic fighter aircraft which is 
popular with pilots for its easy handling. 

The Hawk's price is US$12-14 million, 

some US$46 million ies than the 
F16. 

The Hawk's popularity is growing. | 
Malaysia is about to replace its ageing. 
American Skyhawks with 28 Hawk fight- 
ers in a deal costing some £400 million 
(US$650.6 million). Brunei has us signed. 
a memorandum of understanding for the 
supply of Hawks, and Thailand and the 
Philippines are also said to be interested in. 
the aircraft. Only Singapore, where the 
government has invested in a home- 
grown updated version of the A4 
Skyhawk, is regarded as unlikely to place 
orders for the Hawk. 

Western competitors argue that BAe 
has benefited from links with the British 
Government; enab dis the ba to 
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Minister Anand Panyarachun. Any call for 
an election earlier than set by the NPC was 
"selfish." He denied that the military 
leadership planned to stay in power longer 
than its announced timetable for a return 
to civilian democracy. Did "Big Jiew” 
(Chaovalit’s nickname) still love "Big Su,” 
(his own nickname), Suchinda asked. 
Chaovalit replied that he loved his 
"younger brother, whose succession to 
army commander he had assured by his 
early retirement in March 1990. 

"They [Chaovalit and Suchinda] talk 
sweet, but there is a fundamental differ- 
ence of opinion between them," one politi- 
cal analyst said. According to sources close 
~ to Chaovalit, he is convinced that Suchinda 
wants to retain political power. "Suchinda 
himself definitely needs power, but he is 
dever enough not to say this openly to the 
public," said one. 

Since the public flare-up between the 
two, Suchinda has reportedly tried to seek 
a meeting with Chaovalit through military 


offer attractive financial packaging. In con- 
trast, US aircraft sales to the region have 
been dogged by an inability to subsidise 
price tags. 

The Hawk's popularity seems to mark 
à shift in Asean away from the purchase 
of small numbers of expensive hi-tech air- 
craft in favour of equipment which can be 
acquired in greater numbers. Aside from 
budgetary concerns, defence specialists 
cite fears of an Asean arms race. 

Malaysia seems to have led the way in 
eschewing ostentatious displays of new 
weaponry. Plans to buy the sophisticated 
British-made Tornado interceptor were 
dropped in favour of the Hawk. The 
Hawk will provide the Malaysian air force 
with badly needed new aircraft, but do lit- 
tle to beef up its air defence, maritime sur- 
veillance and anti-submarine warfare 
capability. Indonesia's acquisition of the 
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OFFICERS AND 
GENTLEMEN ? 


middlemen. But NAP sources say Chaovalit 
has been advised to avoid personal contact, 
and plans to become more shrill in his criti- 
cism of the NPC in coming weeks. At the 
same time anti-military student groups and 
labour leaders appear to be joining hands in 
condemning the junta. 

Labour activists are still smarting over 
the NPC's abolition of state enterprise 
unions in April and the overall feeling that 
the junta is trying to stifle the labour move- 
ment. They have also threatened strikes to 
protest against the mysterious disappear- 
ance of labour leader Thanong Pho-arn in 
mid-June. Thanong, leader of the Labour 
Congress of Thailand, had been a leading 
critic of the junta’s move against the 
unions, and some newspapers have hinted 
that he was kidnapped and murdered. Stu- 
dents have joined in the labour move- 
ment’s concern about Thanong, denounc- 
ing the NPC as a military dictatorship. 

There is little overt evidence that the NPC 
is a dictatorship. It appears to have allowed 


Hawk will similarly increase the basic size 
of its air force, but not significantly en- 
hance its threat denial or threat projection 
capability. 

Despite budgetary constraints, no 
Asean country is likely to allow its defence 
capabilities to slip too far behind its neigh- 
bours. Indonesia, which recently began a 
programme of joint air exercises with Sin- 
gapore over Indonesian territory, was said 
to be mildy alarmed by the proficiency of 
Singaporean pilots and the sophistication 
of their equipment. The growth and vast- 
ly increased capability of Singapore’s 
armed forces has worried its neigh- 
bours. 

But for Singapore, the strategic chal- 
lenge of defending the small island repub- 
lic has had to be met by ensuring an effec- 
tive fighting radius of 400 nautical miles. 
Over the past 10 years Singapore has in- 
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the prime minister a fairly free hand in ad 
ministering the country. The press. does 
feel unduly muzzled. And the à 
drawing up a new constitution say. 
operating under no military restraint 
time to monitor military tampering with th 
draft constitution will be in September 
October, when the charter is expected to 
debated in the national assembly. 
Meanwhile, the Chaovalit-Suchind. 
situation is complicated by the fact that th 
former army chief still enjoys a large degre 
of support in the military. While Suchin 
and his Chulachomklao Military Academ 
Class 5 colleagues dominate the mili 
hierarchy, Chaovalit is believed to have a 
number of supporters among three- and. 
two-star generals from classes 8 and 9. 
Some of these generals, as well as many. 
middle-ranking officers, complain that 
Class 5 members are too concerned with 
power and money. It is argued that they. 
should also be grateful to Chaovalit for 
making an early exit as army chief in March 
1990 to allow them to gain their un 
cedented hold on the top army posts 
Within the NPC leadership itself there 
are signs of a lack of unity. Suchinda is re- 
garded as politically astute, while his main 
cohorts in the NPC — air force chief Kaset 
and deputy army commander and Interior 
Minister Gen. Issarapong Noonpakdi — 
are viewed as more narrow-minded mili- 
tary officers. There are also reports that Is- — 
sarapong, Suchinda's Protherindaw and ue 





loggerheads with army chief of staff Gen. p 
Viroj Saengsanit, who reportedly thinks - 
that he should be first in line. zs 
On top of this, political sources say the 
NPC lacks sound political advisers in dealing. 
with its opponents. But the junta does have. 
power, and if it feels the political situation is 
slipping out of its control it might decide to — 
rule with a real iron fist. ü 


creased the number of its fighter aircraft 
from 85 to 142 and now has the best strike 
capability in the region. 

Yet, while diplomats and academics | 
talk vaguely about a multilateral defence 
arrangement to guarantee mutual sec-- 
urity, Asean military establishments seem 
interested less in a formal defence pact 
than in enhancing consultation and coop- 
eration. Their approach foresees the 
gradual standardisation of equipment and 
the pooling of technical facilities. — 

In this respect, BAe's marketing of the 
Hawk appears to have struck the right 
chord. Although it is too early to say what 
the deal with Indonesia's IPTN involves, 
Western defence sources speculate that 
eventual production of the Hawk, or a 
local hybrid in Indonesia, could evolve into 
a production centre to supply and service 
the whole of Asean. @ Michael Vatikiotis 
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CHINA 


? By Tai Ming Cheung in Peking 





he heaviest rains to lash eastern 

China for more than a century are 
| posing a major economic challenge 
* -for the Chinese authorities. With several 
v. provinces inundated by floodwaters, hun- 
_ dreds of people dead and local economies 
|... devastated, the government is struggling to 
|... contain a natural disaster that is likely to get 
worse. More rain is expected over the next 
two months. 
e The crisis also highlights serious in- 
_. adequacies in the region's flood-control de- 
_ fences, caused in part by insufficient fund- 
«ing and local rivalries that have hampered 
the coordination of regional water-manage- 
ment arrangements. Anhui and liangsu 
have been the provinces hardest hit so far, 
with 13 others — including Henan, Hunan, 
Zhejiang, Guizhou and Sichuan — also ex- 

























| Anhui and Jiangsu and 2 million left 
omeless. Economic damage is officially es- 
mated at Rmb 7 billion (US$1.31 billion) in 
Anhui and Rmb 9 billion in Jiangsu. This 
includes the loss of 60%, or 4 million ton- 
nes, of the grain harvest in Anhui, and 
0%, or 2 million tonnes, in Jiangsu. Out- 
breaks of cholera, diarrhoea and other dis- 
-eases have also been reported. 

> Fortunately, bumper harvests in the 
past two years will ensure that few people 
starve. In Anhui, the Ministry of Com- 
nerce has already begun distributing 
250, tonnes of grain from emergency 
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PASS ASIAN ICRA 


“HOW ae MEN 


..Flood-devastated provinces brace for more rains 


Washed out 


Although the destruction is extensive, 
diplomats believe Peking may be exaggerat- 
ing the scale of flood damage, particularly 
the loss of crops, to secure more foreign as- 
sistance. It is the first time in the history of 
communist China that the government has 
asked for international aid in its relief effort. 
In the past, Peking has spurned offers of 
foreign help for even more devastating dis- 
asters. 

The foreign aid that China has been 
promised so far falls well short of the 
US$200 million it seeks in immediate relief. 

Australia, the US and Britain are provid- 
ing funds that will go towards a joint UN 
effort totalling about US$180,000, with 
Japan providing US$470,000 through bila- 
teral channels. Taiwan has pledged an ini- 
tial US$1 million and 10,000 tonnes of rice. 


Hongkong has raised more than HK$200- 


million (US$25.6 million) in donations, in- 
cluding HK$50 million from the Hongkong 
Government. Local administrations around 
China have collected more than Rmb 50 
million, and many enterprises have begun 
to deduct contributions from workers’ 
wages for relief funds. 

The central authorities, who have had 
plenty of experience in such large-scale 
emergencies, have mobilised an impressive 
disaster-relief force, including millions of re- 
sidents in the affected provinces and more 
than 500,000 soldiers. 

Since July and August are usually the 
wettest months, Chinese officials are brac- 
ing for more severe flooding. Lake Taihu in 
Jiangsu, China’s third-largest freshwater 
lake, is dangerously close to bursting its 
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banks, and amy engineers were forced to 
blow up several dams and open emergency 
floodgates to drain excess floodwaters. If 
Taihu spills over, Shanghai and the major 
industrial cities of Suzhou and Wuxi will be 
threatened. Dozens of other cities on the | 
banks of the Yangtze, including Nanjing, 
are also in a precarious situation. — — E 

Although the current floods have 
claimed close to 1,000 lives so far, this is 
much less than the toll in similar floods in 
the past. Some. 30,000 died when the 
Yangtze burst its banks in 1954. Even dur- 
ing years of relatively normal rain patterns, 
an estimated 7 million ha of farmland are 
flooded. 

If the flooding can be contained, agricul- 
tural analysts say, the overall damage to the 
farming system could be relatively short- 
term. Many of the summer crops have 
been lost and planting for the autumn har- 
vest severely disrupted, but there appears 
to be little permanent damage, such as ex- 
tensive loss or contamination of soils, to the 
ecological system. Industrial damage has so 
far been limited. Most factories in Suzhou 
and Wuxi stopped production at the height 
of the floods. Rail and other links between 
the affected areas, including Shanghai, and 
the rest of the country have been badly dis- 
rupted. 

But the impact on the flood-control sys- 
tem may be more serious. Not only have a 
number of dykes been blown up, but river 
banks and dams have been severely weak- 
ened, in particular along the Yangtze and 
its tributaries. Even without the floods, offi- 
cials admit, many flood-control projects, in- 
cluding sluice gates, were in a state of disre- 
pair owing to shoddy design and inferior 
materials. 

Although the floods stem primarily 
from the unusually early and prolonged 
rains, a poorly coordinated and inade- 
quately funded water-management and 
flood-prevention system is also to blame. 
At a flood-control conference at the end of 
June, Vice-Premier Tian Jiyun pointed out 
that longstanding “contradictions and dis- . 
putes over water resources between va- 
rious regions" had resulted in the evasion 
of responsibility in the management of | 
water resources by local authorities. ^ 

One possible consequence of the current - 
floods is that the controversial Three 
Gorges Dam project along the Yangtze will - 
finally receive the official go-ahead. AL. 
though the project has been backed by 
Ministry of Water Resources officials, en- 
vironmental and other groups contend the 
dam is not vital to effective control of the 
river's periodic surges. 

A decision on the Three Gorges project 
may be taken soon. Vice-Premier Zou 
Jiahua, who toured the site in early June, 
has emphasised the importance of the pro- 
ject in controlling flooding. The project, es- 
timated to cost more than Rmb 50 billion, 
will take nearly two decades to complete. 8 
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By James Bartholomew in London 
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. Ithough the annual G-7 Summit 
| meeting has receded sharply as a 
. «news event, the summit seems to be 
coming into its own as a forum for Japanese 
leaders to gain international attention. In 
the past Japan has often appeared to go 
_along limply with the views of other par- 
ticipants or has been attacked for its trade 
policies. But at the London summit held on 
15-16 July Japanese trade was not an issue 
and the delegation, headed by Prime 
Minister Toshiki Kaifu, had plenty to say 
for itself. 

That Japan is the only Asian power at 
these summits may be unfortunate from 
the region's point of view, but Japan itself 
remains very much in favour of these an- 
nual meetings. They provide one of the few 
places where Japan talks with the West at 
the highest level, and Japan clearly finds 
the experience congenial. 

On the dominant issue at the London 
meeting — whether or not to give substan- 
tial aid to the Soviet Union — Japan clearly 
opposed any major hand-out until Moscow 
has made changes. In a non-confronta- 
tional manner, Japan did not set out condi- 
tions as such, but merely drew attention to 
three areas of Soviet policy in which it 
wanted progress. 

Economically, Japan wanted the Soviet 
Union to move towards a market economy; 
politically, it sought advances in human 
rights, democracy and the relations be- 
tween the union and the republics, and in 
foreign policy, Japan wished that the Soviet 
Union would match the lowering of ten- 
sions in Europe with something similar in 
the Far East. 

Not surprisingly, Kaifu stressed the un- 
resolved clic ciis dispute over the 
Kurile islands and the substantial Soviet mi- 
litary forces in the Far East. Japan claims 
these are becoming more formidable be- 
cause of equipment upgrades. 

Japan's robust stance on the Soviet 
Union had credibility as an independent 
policy because of these Asian aspects. No 
one could imagine the Japanese were 
tamely following the line of any other coun- 
try. Moreover, Japan's wealth gave weight 
to its judgment on whether or not to give 
money to the Soviet Union. 

. Although the Soviet Union's problems 
dominated the summit, the issue which 
the. Japanese and others claimed was the 
most important was the Gatt-sponsored 
E Urigasy Round of global trade talks. The 











lapan finds its voice on Soviet aid issue 


rots for Gorbachov 


main sticking point remains, as it has been 
for a long time now, the EC's unwillingness 
to accept the radical reduction in its agricul- 
tural subsidies which is demanded by the 
DS: 
Japan: was delighted to be a spectator, 
rather than a contender, in this debate. In- 
stead of having to defend Japan's own 
trade record, Kaifu was able to add an 
Asian perspective by arguing that the suc- 
cess of the Uruguay Round was necessary 
to help prevent the world dividing up into 
separate trade blocs. 

Unlike the US and Europe, which see 
trade blocs as being conducive to expand- 
ing world trade and compatible with Gatt, 
Japan's summit team warned against the 
political frictions inherent in regionalism. 
Underlying this argument was the belief 
that East Asia could not create its own re- 


DIPLOMACY 


Bush boost 
for Kaifu 


For Japanese Prime Minister Toshiki 
Kaifu, the invitation to visit US Presi- 
dent George Bush in his vacation home 
at Kennebunkport, Maine, on 10 and 11 
July, was a godsend. Last year, Bush 
came out to Washington for a day to 
meet Kaifu, while receiving several 
European leaders in Maine. 

Kaifu will use the "family-like" Ken- 
nebunkport visit, and the promise from 
Bush there that he would visit Japan late 
this year, as assets in his upcoming bat- 
tle to remain prime minister beyond his 
current term which ends in October. 

Apart from the useful symbolism he 
took home, via the London G-7 Sum- 
mit, Kaifu has had some success in put- 
ting the strained Japan-US relationship 
back on track towards "global partner- 
ship." He was not able to deliver Japan- 
ese liberalisation of rice imports and was 
reminded that Japan's large trade 
surplus with the US remains a major 
concern in the US. 

But by paying an additional US$500 
million for the Gulf War — a shortfall 
from a US$9 billion pledge that de- 
veloped because of currency fluctuation 
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gional bloc. Japan recognised that other 1 


tions in the region do not want to be part of 
a bloc dominated by Japan 

Japan's preference foes a wholly interna- 
tional approach to the world's (rmm 
was reflected in its support. for a UN regis- 
ter of arms deals — ar hich was 
ee at the mre 





Mohamad had been 


doubtless have | “gained more of the 
limelight. But these leaders. 





countries which. are far too small to get a a 
place at the table. In t iei secu. the Ja- E. 





] A poo 
This year they spedficaly nighli pus 
some Asian developments. such as eco. 





nomic reforms in Mongolia and the simul- WE 
taneous applications of North and South oe 


Korea to join the UN. |— mw 


— Kaifu was able to contain forces | cy 
within the US administration, notably o 
the defence and treasury departments, | 
which had demanded that a payment D 
of US$700 million to Britain, France 
and other allies should not be treated as 
part of Japan's original pledge to sup- | 
port the war effort. Bush declared that | 
the matter was "totally resolved." He 
also reassured Kaifu that the US was not 
about to rush out to help Soviet Presi- 
dent Mikhail Gorbachov's reform ef- 
forts. 

Kaifu admitted in a speech that Japan 
and the US "sometimes have different 
interpretations of [their] shared ideals | ^. 
and different approaches in tackling | | 
problems,” but he pleaded that they .| 
should “not focus on each other's differ- 
ences but rather on common goals." 

While acknowledging that mutual j| 
“bashing” between the two peoples ^. 
may have intensified, Bush said: "To | 
those in either country that might har- 
bour concerns about the other, let me 
simply say this relationship is big, it's | 
broad, it's strong, it transcends any one 
issue or another." 





Addressing rising fears of re | 
gionalism, Kaifu stressed that it is upon . 
the Asia-Pacific region "that the future 
of the US hinges." Bush responded by 
stating that the US has "broad interests 
in Asia [just as] Japan has broad in- 
terests [outside Asia], such as one that's 
helped us enormously in South | 
America.” E Susumu Awanohara — 












REGIONAL AFFAIRS 


US to abandon 
damaged Clark airbase 


> The US and the Philippines are to sign a 
new 10-year base agreement under which 
Washington will continue to lease the 
naval base at Subic Bay in Luzon, but not 
Clark airbase which was badly damaged 
by the eruption of Mt Pinatubo. Under the 
revised agreement, the US will pay an 
annual rent of US$203 million for Subic, 
except during the first year of the new 
agreement when the Philippines will 
receive US$360 million. Under an earlier 
draft proposal covering both Subic and 
Clark, the US was to have paid US$360 
million for the entire 10-year period. The 
Pentagon has apparently decided to repair 
and clean up the damaged Clark airbase 
before returning it to the Philippine 
authorities. The new lease agreement takes 
effect from the beginning of 1992. 


Minister's visit boosts 
Dhaka-Moscow ties 


> Bangladesh is hoping for warmer ties 
with the Soviet Union, following Foreign 
Minister Mostafizur Rahman's visit to 
Moscow on 9-12 July. The huge Soviet 
market for low-priced consumer goods is 
now a major attraction, and Dhaka's first 
objective is to increase its US$120 million 
trade turnover, according to officials at 
their Moscow embassy. Moscow's 
reluctance to continue barter trade, 
though, is turning Dhaka's attention 
towards the Central Asian republics which 
are still willing to sign barter agreements. 


France eases burden 


on Rangoon regime 

> The French Government has written off 
debts totalling US$82 million outstanding 
against Burma. According to trade officials, 
the debts were incurred when Burma took 
Official Development Assistance loans 
from France beginning from 1976 to buy 
diesel locomotives and track maintenance 
equipment, telephone exchanges and 
teleprinters, and machinery for a cement 
mill, an asbestos cement-sheet mill, and a 
canning factory. 


Tokyo may rebuff 
Taiwanese president 


> Taiwan may be rebuffed in its attempt to 
have President Lee Teng-hui pay a private 
visit to Japan next month. The invitation 
was extended by former Japanese deputy 
prime minister Shin Kanemaru during a 
visit to Taipei in June, but its disclosure by 
the Yomiuri Shimbum newspaper has forced 
Tokyo to reiterate its commitment to a 


14 


one-China policy. Lee had hoped to stop 
in Japan en route to official visits to Central 
America in August. The row over the 
proposed Lee visit is seen in Tokyo as 
another blunder by Kanemaru following 
the much-criticised private negotiations he 
had in Pyongyang last year. Sources said 
the Lee episode may generate more 
pressure on Kanemaru, who leads the 
powerful Takeshita faction within the 
ruling Liberal Democratic Party, to retire 
from politics soon. 


Hanoi talks focus 

on aid for war victims 

> Two US Government experts visited 
Vietnam for 10 days in early July to discuss 
the implementation of a US$1 million aid 
programme to help the Vietnamese 
produce artificial limbs for war victims. The 
American pledge in April to provide its 
first direct aid to Vietnam since Hanoi 
overthrew the former US-backed 
government in South Vietnam in 1975 
followed an agreement between 
Washington and Hanoi to open a US office 
in Hanoi to help resolve the cases of 2,278 
American soldiers still listed as missing 
since the Vietnam War. 


Total US population in 
1990: 248.71 million 


Total Asian population: 
7.27 million (2.9%) 


Pyongyang agrees to new 
discussions with Seoul 


> North Korea, which is showing growing 
interest in resuming diplomatic 
normalisation talks with Japan, has agreed 
to hold the fourth round of premier-level 
discussion with South Korea in Pyongyang 
on 27 August. The change reflects 
Pyongyang's anxiety to project a more 
reasonable image for itself at a time when 
Japan and the US are exerting heavy 
pressure on it to accept international 
inspection of the secret nuclear 
development facility in Yongbyon, officials 
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in Seoul say. North Korea abruptly broke 
off the premier-level talks in February in 
protest against the US-South Korean 
annual military exercise, Team Spirit. 


Japanese media chief 
quits over false testimony 
P Keiji Shima, 63, 
chairman of Japan 
Broadcasting Co. 
(NHK), resigned after 
he admitted giving 
false testimony 
before a 
parliamentary 
committee on 24 
April regarding his Shima. 
whereabouts when a 

NHK BS-3H broadcasting satellite was 
destroyed during a failed US launch. 
Shima had testified before the 
Communications Committee of the House 
of Representatives that he was in New 
Jersey on 18 April at the time of the launch. 
He later claimed to have been at the 
Hughes Airacraft Co. in California, but 
finally admitted he had been staying in a 
hotel in Los Angeles. Some Tokyo 
publications have speculated that Shima’s 
initial statements may have been intended 
to conceal the fact that he was travelling 
with a woman. Moriya Koyama, NHK 
deputy chairman and a former vice- 
minister for telecommunications, is 
considered likely to replace Shima. 


MEN battle moves 
to US Senate 


> The US House of Representatives on 10 
July voted 313 to 112 to approve a bill that 
would extend China's most-favoured- 
nation (MFN) trade status for a year, but 
imposed stringent conditions for renewal 
in 1992. The conditions include human- 
rights improvements, an end to the use of 
prison labour to manufacture goods for 
export and "clear and unequivocal" 
assurances that China will not help other 
nations acquire nuclear weapons or 
contribute to the proliferation of ballistic 
missiles. The majority approving the bill, 
introduced by Rep. Barbara Pelosi, 
exceeded the two thirds necessary to 
override a likely veto by President George 
Bush, who has been campaigning hard for 
extension of MFN status without conditions. 
All eyes are now on the Senate, where a 
bill similar to Pelosi's will probably come 
up for a vote before the end of July. The 
White House has been directing its 
lobbying efforts at the Senate, where the 
administration believes it will at least be 
able to garner enough votes to sustain a 
veto. 





25 JULY 1991 





&ONIA Tiis wh 





Stands out for taste 


SIEMENS 





Versatility and quality — 


siemens in Southeast Asia 


The scope of activities of Siemens in 
southeast Asia extends across a wide 
spectrum of electrical engineering and 
electronics. Highlights of recent 
accomplishments include: Public 
telephone switching systems in Brunei 
and the Philippines, power generating 
plants in Indonesia, Singapore and 
Thailand, advanced medical systems 
installed in hospitals in Hong Kong and 
Malaysia, factory automation 
equipment in Korea and Taiwan. 
Siemens — a name that stands for 
innovative technology, highest quality 
and reliability. 


Well over 5000 Siemens employees 
throughout the region are engaged in 
manufacturing, project planning and 
engineering, service and maintenance 
as well as customer training. They are 
dedicated to provide the best solutions 
to any application problem, they are 
committed to quality and total 
customer satisfaction. 


Being an intergral part of the worldwide 
Siemens organization, the regional 
companies have full access to the vast 
resources of one of the world 's 
leading enterprises. A company with 
annual sales of over US$40 billion, that 
spends more than US$4 billion on 

R & D and that employs 370,000 
people in 123 countries can offer 
unique solutions, knowhow and 
expertise for your specific application 
requirements. 


Talk to us. Your local Siemens 
representative is only a phone call 
away. 

Siemens (Pte) Ltd 

Marketing Communication Services 
151 Lorong Chuan 03-01 

New Tech Park 

singapore 1955 


Versatility and quality 
are our strengths. Siemens. 






Siemens offices are also located in 
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Beijing. Bangkok. Hong Kong, Jakarta. Kuala Lumpur. Manila. Seoul and T 


Minute Steak 


y Son simply adores his complicated 
apanese watch. It can tell the time in 

ee time zones, has an alarm, a 
topwatch, a lap counter - it can do just 
„about anything but put him to bed early. 
"The Japanese must always be on 
time,” he says, while computing the time 
_in Frankfurt, Germany. 
— What he says seems to be true. Even in 
rush hour, Japanese businessmen seem to 
negotiate the maze and confusion of city 
-traffic to make it to their meetings on 

time. Sometimes, this means they are the 
)nly ones present for a while as the rest of 
-us have come to accept the excuse of 
raffic for tardiness. 
-In Tokyo, I notice that every train, 
- Subway and bus seem to arrive and depart 


. . on schedule. Indeed, the only thing that 


... doesn't happen according to the second 
hand of the clock is the end of the working 
- day, which seems to linger endlessly into 
-the night. 

— have come to accept this penchant for 
. punctuality, though I must admit that it 








came as a surprise to me that Nakano-san, 
my publisher in Tokyo. invited me to a 
Kabuki play and a “one minute steak". 
We had been working all week-12 hour 
days-on my manuscript, Nakano-san 
thought it would be a good time to take a 
"cultural break," Kabuki seemed to be the 
perfect opportunity. 

Kabuki, Japan's colourful theatre, is 
staged at the famous Kabukiza in Tokyo. 
In the Higashi Shin Kan (New East Hall) 
of the Kabukiza is a restaurant called 
"Ippun" - or, one minute. 

“Tve made a reservation for the exact 
time intermission begins,” said Nakano- 
san. “They'll begin to serve the steak 
within a minute of that time”. 

“Who would try to serve a steak dinner 
during a thirty minute intermission?” | 
asked, knowing that we wouldn't be 
allowed back to our seats if we were late. 

“Don't worry, we'll make it,” Nakano- 
san said confidently. 

Immediately, images of armies of 
Japanese businessmen shoveling down 
noodles came to mind. Surely, we weren't 
to eat in this fashion! All I could do was 
trust Nakano-san and enjoy the play. 

Kabuki is, as I said, colourful. Beautiful 
costumes and active dances punctuate the 
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Ts OJAL has the Best on Time record in the industry*. And with its extensive international om D 
. domestic network, we can get you where you have to be ~ when you have to be there. — ^— 


is so precious, that ther : 


gett 





simple plots as the action races toward a 
climax. Before I knew it, it was time for- 
intermission and the “one minute steak". 

I was ready to rush toward the restaurant. 
"Take your time", Nakano-san said. “We 
still have over one minute". 

Ippun is a teppanyaki-style restaurant 
where the food is cooked in front of you 
on a large griddle. Kabuki patrons crowd — 
in during the brief intermission, all 
expecting to comfortably make it back to. 
their seats within the strict 30 minute... 
period. It’s a good thing they don’t have 
to deal with the traffic. 

“Any time now”, Nakano-san said as soon 
as we were seated. He was looking at his watch. 

The 11-course meal began to arrive 
within 45 seconds. Nakano-san smiled at me. 

"Please take your time. We still have - 
27 minutes before the play re-commences." 

Punctuality is very important in Japan, 
as my son knows. One must apologize- 
profusely for not making it to meetings on. 
time. Nakano-san later told me that on the 
rare occasions when Japan’s Shinkansen i is 
severely delayed - for any reason, — 
passengers are entitled to refunds of fare. 
So it is fitting that in this land Y where ti time 7 
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Children of tradition 


uman rights are among a group 

of emerging global political is- 

sues which are causing, increas- 

ing vexation and embarrassment 
in Japan. 

On the surface Japan appears to re- 
spond calmly when concerns for human 
rights are raised by organisations such as 
the UN Development Programme (UNDP) 
in its report on human development, by 
the US Government, or by the EC Commis- 
sion, with its proposals to link aid and in- 
vestment with observance of human rights. 
However, Japan clearly has some reserva- 
tions about the tendency of some Western 
nations to place increasing stress on human 
rights in their dealings with other countries. 
Occasionally its reaction has been negative. 

First, many Japanese people are quick to 
respond to charges that Japan's own 
human-rights record is deficient in specific 
areas such as the treatment of women. Re- 
cent legislation on equal employment is 
cited to demonstrate that the Japanese Gov- 
ernment has been working hard to elimi- 
nate discrimination against women. Legis- 
lation on maternity leave, though primarily 
designed to facilitate an increase in the birth 
rate, is also mentioned as evidence of pro- 


Second, when Western countries have 
proposed to include human-rights viola- 
tions with arms trade and military spend- 
ing as one of the criteria for deciding the di- 
rection of aid flows, the Japanese Govern- 
ment has responded calmly but without 
much enthusiasm. Japan was quick to add 
human rights to its criteria for giving aid, 
perhaps fearing criticism if it failed to do so. 
But it added the proviso that, while 
human-rights guidelines should be taken 
into account, they should not become the 
sole principles for aid and investment. 

Why are the Japanese somewhat vexed 
about human-rights issues? There are a 
number of factors contributing to the rather 
complex response, not only of the Japan- 
ese, but of other Pacific Asians to human 
rights. First, there is a sense of irritation at 
what is seen as the somewhat Western-cen- 
tric imposition of certain values on coun- 
tries with differing priorities. The attempt 
to impose such values fails to take account 
of divergent local conditions and historical 
developments. 

The Japanese preference is to look at re- 
sults rather than the mechanisms individu- 
als can make use of after human rights are 
violated. This view is being expressed with 
increasing self-confidence. A common Ja- 
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By Takashi Inoguchi 


panese response to the stress placed by the 
US on the need for mechanisms to protect 
human rights is to point to the high US 
crime rate. Some people view preaching 
from Westerners as not very welcome 
when Western countries themselves may 
not be able to deliver a high standard of 
human rights at home. 

Second, there is a suspicion that West- 
erners may be using human-rights issues in 
order to embarrass and harass non-West- 
ern countries. This applies particularly to 
US criticisms of the Chinese Government 
for its human-rights violations. A common- 
ly held view in Japan, not 
alwa clearly  articu- 
lated, is that China de- 
serves more help than 
the Soviet Union, even 
after taking into account 
the use of military force 
to maintain internal sec- 
urity. China used force 
once in 1989, the argu- 
ment goes, while there 
have been a number of 
cases since 1990 of the 
Soviets using force in the 
Baltic and trans-Cauca- 
sian republics. 

Despite all the irrita- 
tion and suspicion many 
Japanese are tom be- 
tween pro-Western and 
pro-Asian positions on 
human rights. This re- 
flects the fact that they 
feel themselves to be the 
children of both tradi- 
tions. Japan's geography 
and history are undeni- 
ably Asian. Yet the coun- 
try is Western in terms of 
its political values and 
because of the nation- 
al stake in maintaining 
close relations with the West. 

The opinions voiced by other Pacific 
Asians are often akin to the inner reactions 
of Japanese. Japan's Asian way of viewing 
things is apparent in the discussions on the 
issue of maternity leave, where the stress is 
less on female liberation than on the need 
to avoid demographic and, hence, national 
decline. 

The mainstream Japanese view on po- 
lice practice is also typically Asian rather 
than Western: the tendency is to stress the 
collective achievement of internal safety 
and stability rather than individual free- 
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dom. In the same way the mainstream ar- 
gument on the relationship between aid 
and human rights focuses on local develop- 
mental conditions, initiatives and priorities. 

Yet Japan cannot help approving West- 
ern values when faced with the increas- 
ingly common charge of being different 
from all the Western countries. Whatever 
their instincts may say, the Japanese want 
to shed their own political and social au- 
thoritarian legacies. They also want other 


Asians to do the same when local condi- | 


tions are ripe. Going still further, they find 
it necessary to persuade other Asians to ob- 

|. serve human rights using 
Japans own particular 
combination of carrots (if 
not sticks). 

It is dear that Japan 
faces new challenges. In |- 
my view the Ja "a 
Government should start 
to do two things. Taken 

the two should 
become a pillar of Japan's 
global policy. First, Japan 
should vigorously ad- 


-—A 





vance its own level 
of human development 

on 
the position of women, 
schoolchildren and for- 
eigners. Unless it can 
improve its record on 
| human rights and hu- 
Ths man development any 
Uru global leadership role 
Japan may aspire to will 
be based on shaky foun- 
dations. 

Second, Japan should 
be able to devise and 
propose a set of indi- 
cators for measuring 
human rights on a collec- 
tive basis as well as on an 
individual basis. What we need is to con- 
ceptualise human rights in a way that is 
acceptable to many, or most, non-Western 
countries, not just to Japan. The UNDP 
study, the New York-based Freedom 
House's annual reports, Amnesty Interna- 
tional's various reports, and some other ef- 
forts can be examined in order to come up 
with a scheme which is more comprehen- 
sible and more sensitive to local conditions 
and constraints. # 


Takashi Inoguchi is a professor of political sci- 
ence at the University of Tokyo. 
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|l Soviet relations has made the for- 
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MONGOLIA 


As Soviets withdraw, planners seek good neighbours 


aiia 


By Tai Ming Cheung in Ulan Bator 


very day columns of military trucks 
rumble across the Soviet-Mongolian 
border as the withdrawal of Soviet 
military forces continues. When the opera- 
tion is completed next year, Mongolia will 
find itself outside the Soviet military um- 
brella for the first time in 70 years. 
Mongolian leaders are now hoping to 
secure a neutrality that will keep their two 
great neighbours, the Soviet Union and 
China, at a distance. They face daunting 
obstacles, however. With a population of 
only 2 million, this land-locked state is de- 








| pendent on its two neighbours for access to 


the sea as well as for much of its crucial im- 


rts. 

All Soviet combat troops have already 
left, chief of the general staff, Maj.-Gen. 
Orashmaagiin Gavaa. told the 
REVIEW, and only a small number 
of support personnel — estimated 
by Mongolian officials to total 
3,000 — remain to oversee the re- 
moval of large amounts of military 
equipment and munitions. These 
soldiers are expected to leave be- 
fore autumn 1992. Since Moscow 
began recalling its forces in 1988, 
four tank and motorised rifle divi- 
sions, totalling more than 40,000 
troops and 800 tanks, have left 
Mongolia. 

The normalisation of Sino- 


ward deployment of Soviet troops 
in Mongolia unnecessary. The 
troops were first sent to Mongolia 
in the late 1960s when Sino-Soviet 
tensions threatened to turn bloody. As 
a result of the more relaxed military situa- 
tion, the Mongolian armed forces are also 
being drastically cut, reducing their heavy 
financial burden on an almost bankrupt 
economy. Defence appropriations are esti- 
mated to swallow up at least 6-8% of an- 
nual GNP, but the cuts have sliced Tugriks 
100 million (US$29.8 million) from the de- 
fence budget in the last couple of years, 
Gavaa says. 

The Mongolian parliament last year 
approved a 13,000 reduction of the esti- 
mated 33,000-strong armed forces. But 
the cuts have been so successful that 
Mongolian defence analysts say that 
around 19,000 troops have been de- 
mobilised so far, though it is unclear 
whether these include the regular re- 
lease of conscripts who have served their 


FAR EASTERN ECONOMIC REVIEW 


Mongolia's army cut in half. 


pect 


mandatory two years. The size of the 
armed forces is kept secret because the De- 
fence Ministry fears that the public's confi- 
dence in the country's armed forces would 
be seriously undermined if they were made 
public, primarily because the Mongolian 
defence establishment is so minuscule com- 
pared to Soviet or Chinese forces. 

Mongolia's defence strategy, which pre- 
viously focused on close coordination be- 
tween Soviet and Mongolian forces, is also 
being revised to stress self-reliance on the 
country's own military capabilities. Mongo- 
lian security planners are studying the ex- 
perience of countries such as Finland, Swit- 
zerland and Nepal to see what clues they 
offer in Mongolia's search for a credible 
neutral policy. 

One important component of the new 
neutrality, says Gavaa, is the increased role 
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of reserve forces to compensate for the 
smaller standing army. The reserves are es- 
timated to number some 200,000 and could 
grow with this demobilisation. One major 
problem in this strategy is the time it takes 
to mobilise soldiers in a crisis. Some ana- 
lysts argue that Mongolia’s geographical 
vulnerability, with few natural barriers to 
impede an invading army, means the coun- 
try could be overrun before the reserves be- 
come operational. With the threat of inva- 
sion from China ruled out in today's more 
relaxed international security environment, 
such concerns are being set aside by the 
Mongolians. 

With a vast and mostly unpopulated ter- 
ritory totalling some 1.5 million km2, plan- 
ners are in a quandary over how to defend 
the country with their slender military re- 
sources. They are debating whether the 
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armed forces should develop regimental- 
size rapid deployment units to cope with 
potential border disturbances. One argu- 
ment for the establishment of such units is 
to cope with the possible spillover of ethnic 
unrest from the Soviet Union. Mongolians 
were particularly concerned over ethnic 
violence last year in the Tuva autonomous 
republic which borders northern Mongolia. 
This issue of how to defend Mongolian ter- 
ritory is likely to grow as the authorities 
look to develop its vast oil and mineral re- 
sources, which lie mainly in the border re- 
gions, especially in southern and eastern 
Mongolia. 

With such a small military establish- 
ment, the Mongolians are placing more 
emphasis on the conduct of foreign 
policy in bolstering their national security. 
They are, for example, developing their 
diplomatic and defence relations with the 
Chinese, which led to the first visit by a 
Mongolian defence minister to Peking in 
April. 
The Mongolians are also revising their 
defence ties with Moscow in the aftermath 
of the Soviet military withdrawal and the 
more general efforts to move the economy 
away from dependence on Soviet economic 
assistance and imports. The 1966 treaty on 
friendship, cooperation and mutual assist- 
ance between Moscow and Ulan Bator is 
being redrawn to drop all references to the 
provision of military assistance. 

In an effort to broaden security ties 
beyond the Soviets and Chinese, there 
have been initial contacts between senior 
Mongolian and US defence officials since 
the beginning of this year. But analysts say 
the prospects for the development of these 
ties are limited, given that neither the Mon- 
golians nor the US would want to jeopar- 
dise their more important strategic relation- 
ships with the Soviets or Chinese. 

In their diplomatic tight-rope act be- 
tween the Soviets and the Chinese, the 
Mongolians are reticent about discuss- 
ing potential threats. Under the Soviet 
military umbrella, there were few qualms 
in identifying the Chinese as Mongo- 
lias principal threat. But all public refer- 
ences of the Chinese threat have been 
dropped. 

Some security planners worry that the 
drastic reforms taking place in Mongolia, 
including moves to full political democracy 
and the transition to a market economy, 
might spark friction with the Soviets and in 
particular the Chinese, because, says one 
defence analyst, "Moscow and Peking are 
concerned that a prosperous Mongolia will 
see their own large Mongolian com- 
munities demand to either resettle in Mon- 
golia or have similar economic freedoms, 
and this could cause instability." Con- 
sequently, security planners argue, the 
need for a strong armed forces to maintain 
a credible independent defence for Mon- 
golia is more imperative than ever. E 
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JAPAN 


Deadly 
translation 


By Robert Delfs in Tokyo 
religious motive appears likely in the 


murder of an academic who trans- 
lated Salman Rushdie's controversial 
novel The Satanic Verses into Japanese. 
Hitoshi Igarashi, 44, was found dead of 
multiple stab wounds in the hallway out- 
side his office on the 7th floor of the faculty 
building at Tsukuba University in Ibaraki 
Prefecture on the morning of 12 July. 
Igarashi was "punished by God because 
he joined those who try to blaspheme 
Iran,” Raees Siddiqui, 
president of the Pakistan 
Association of Japan, told 
the REVIEW. "Whether he 
was murdered by a Mus- 
lim or by a non-Muslim, 
we believe he was 
punished by Almighty 
Foreigners make up 
the majority of Muslims 
in Japan, estimated to 
number 30-50,000. These 
include, according to Sid- 


diqui, 10-12,000 Pakis- 
tanis, 7,000 Bangla- 
deshis, 3-4,000 Malay- 


sians and Indonesians 
and several thousand Ira- 
nians. 
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Rushdie: Asian fallout. 


Iranians are believed to be one of the 
fastest growing categories of illegal workers 
in Japan. The government refused entry to 
1,571 Iranians last year, nearly four times 
more than in 1989. 

The Igarashi killing is the second violent 
incident involving persons connected with 
Rushdie's novel this month. On 3 July, 
Ettore Capriolo, 61, the Italian translator of 
The Satanic Verses, was seriously wounded 
in a stabbing incident in his apartment in 
Milan. 

The attack was allegedly carried out by 
an Iranian national who was trying to find 
out where Rushdie is hiding. 

Rushdie, an Indian-born British subject, 
has been in hiding since February 1989, 
when he was sentenced to death by Iranian 
religious leader Ayatollah Khomeni for 
blasphemy against Islam. 

Japan was the only major industrial 
country which maintained normal dip- 
lomatic ties with Iran after 
Rushdie's death sentence. 

An associate profes- 
sor of comparative litera- 
ture, Igarashi was the au- 
thor of The Islamic Renais- 
sance and a well-known 
commentator on  Mid- 
dle Eastern affairs. He 
studied at the now de- 
funct Royal Iran Academy 
of Philosophy in the 
1970s. 

In February last year, 
about 200 Muslims dem- 
onstrated in Tokyo after 
the publication of the 
Japanese translation of 
Rushdie's book was an- 
nounced. " 
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INDONESIA 


_ Aceh campaign may backfire on Jakarta 


Deadly suspicion 





By Adar Adam Schwarz in Cot ot Girik, Aceh - Aceh 


hen darkness falls on Cot Girik, a 
poor, dusty town 55 km inland 
from Lhokseumawe, Ismail and 
all his neighbours rush outside to light their 
lamps. If they are caught without a lamp 
burning in the front of the house, Ismail 
says, the army will consider them separatist 
rebels and take them away. 
In hundreds of Acehnese villages like 
Girik people are caught between a 
small but brutal independence-seeking 
rebel group and a heavy-handed, Javanese- 
dominated army determined to root out the 





cy. 

Militarily, the two-year rebellion is 
nearly over. Incidents continue — seven 
suspected rebels were shot dead on 4-5 July 
in North Aceh district — but the major 
coastal cities are now calm and the army 
presence less noticeable, if not reduced. 
Roadblocks on the main road from Aceh's 
capital of Banda Aceh to Medan have been 
removed. 

But Indonesia has paid a high price for 
its military success, analysts say. Wide- 
‘spread allegations of torture and extra- 
judicial killings have sullied Indonesia's 
image abroad and strained relations with 
neighbouring Malaysia. Worse, some 
Acehnese say, the army's relentless cam- 
paign against the rebels has alienated many 
innocent Acehnese and sown the seeds for 
future problems. 

"In the army's war to crush the rebels, 
victory is assured," said one Banda Aceh- 
based journalist. "But in the battle for the 
hearts and souls of the Acehnese the only 
victory Jakarta can claim is Pyrrhic." 

The latest troubles in Aceh, a land with 
a history of rebellion, flared in mid-1989 
after rebel attacks on police posts and army 
installations. Some of these attacks were 
particularly brutal; in some cases captured 
soldiers were dismembered. 

Initially, Jakarta blamed the troubles on 
army deserters and criminals upset with 
the government's programme to eradicate 
Aceh's marijuana fields. The army called 
the troublemakers "Aceh's security disturb- 
ing movement," or GPK-Aceh. But when 
the insurgency picked up momentum in 
mid-1990, analysts began viewing the GPK- 
Aceh as a new manifestation of Aceh 
Merdeka, or the Free Aceh Movement, a 
oo group last seen in action in 1976- 


ee di Tiro, the Sweden-based head 
of Aceh Merdeka, and his followers have 
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made skilful use of Acehnese economic 
and religious discontent to drum up sym- 
pathy for the GPK-Aceh goal of an indepen- 
dent, Islamic state. 

Many observers believe that Hasan 
began infiltrating GPK-Aceh rebels back into 
Aceh in 1989 to disrupt elections planned 
for 1992. Perhaps as many as 600 Acehnese 
have received military training and financial 
support from Libya. Libyan money and 
plane tickets originating in the Libyan cap- 
ital of Tripoli have been found on captured 
GPK-Aceh suspects. 

In the 1989-9] uprising the three most 
seriously affected districts have been East 
Aceh, North Aceh and Pidie. The three, to- 
gether with Banda Aceh, are home to more 
than half of Aceh's 3.4 million inhabitants. 
In August 1990 the Indonesian armed 
forces (Abri) stepped up the campaign 
—1 the GPK-Aceh. About 5,000 troops 
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were involved, including about 1,000 spe- 
cial forces known as Kopassus. 

It is difficult to gauge the fighting capa- 
city of the rebels. At their peak, they prob- 
ably fielded no more than 400 armed fight- 
ers. Most of their leaders have been killed 
or captured, and lines of communication 
between the 50-100 rebels still holding out 
and the intellectuals leading the movement 
have been almost completely disrupted. 

The problem, the army says, has been 
identifying the enemy. The GPK-Aceh de- 
pends for its survival on the support of or- 
dinary citizens. Farmers, village heads, stu- 
dents and others along Aceh's eastern coast 
reveal varying degrees of sympathy for the 
rebels, though such sympathy does not al- 
ways extend to the ultimate aim of an inde- 
pendent state. But GPK-Aceh rhetoric ap- 
pealing to Aceh's historical resentment of 
outside domination — in this case from 


FAR EASTERN ECONOMIC REVIEW 


Java — dearly strikes a sympathetic chord 
in many Acehnese. 

It shocked the army, many analysts say, 
to discover that many Acehnese initially 
chose to remain neutral in the conflict. Con- 
sequently, the army began to suspect virtu- 
ally all Acehnese in the troubled districts of 
sympathising with the rebels, and pursued 
a strategy that, in the view of many ana- 
lysts, employed a level of force well out of 
proportion to the actual threat. 

Aceh observers say the GPK-Aceh flare- 
up has been much more savage than the 
Aceh Merdeka conflict. The GPK-Aceh's 
strategy has been to target villagers, rather 
than intellectuals, and Abri has found it 
more difficult to size up the force against it. 
Historically, Abri has reacted severely to 
any hint of a rebellion with militant Islamic 
aims. 

Late in 1990 bodies, many of them head- 
less, began appearing on roadsides, in mar- 
kets and floating down rivers. The aim, ob- 
servers say, was to discourage Acehnese 
from helping the rebels. Ramli Ridwan, the 
head of North Aceh district, says "about 
100" unidentified bodies have been found, 
but observers put the real number much 
higher. “We don't know who killed them,” 
Ramli said. 

Maj.-Gen. H. R. Pramono, the regional 
military commander based in Medan, said 
all “mysterious killings" were the work of 
the rebels. "[They] dumped the bodies by 
the roadside to discredit the army," he told 
the REVIEW. Many Acehnese think other- 
wise since, with curfews in place, only Abri 
has freedom of movement after dark. 

Pramono said Abri had not imposed 
curfews anywhere in Aceh, a contention 
widely disputed by Acehnese sources. Sev- 
eral residents in Sigli, for example, said a 
dusk-to-dawn curfew was in effect in May, 
when Abri operations reached a peak. 

There are also many accounts of soldiers 
burning down houses if they suspect villa- 
gers of helping the rebels. Similarly, there 
have been accounts of extra-judicial kill- 
ings. Two separate sources related the case 
of Gleumpang Minyeuk, a town south 
of Sigli. In early May, Abri reportedly 
rounded up inhabitants of Gleumpang 
Minyeuk, passed around photographs of 
mutilated Abri casualties, selected two men 
from the crowd and executed them in pub- 
lic. 

This story, and other accounts of extra- 
judicial killings, could not be independent- 
ly confirmed. Pramono says no innocent 
Acehnese have been killed by Indonesian 
soldiers. 

Estimates of the total number killed in 
Aceh over the past two years vary widely. 
Human-rights activists put the number at 
around 1,500. About 100 of these are said 
to be Abri casualties. Pramono, dismissi 
these estimates as being too high, says that 
"hundreds" have died, induding about 10 
soldiers. 
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Human-rights groups also accuse the 
army of torturing Acehnese under deten- 
tion, a tactic designed to raise the stakes for 
Acehnese inclined to support the GPK- 
Aceh. In some cases, these sources say, re- 
latives of suspected GPK-Aceh sympathisers 
have been detained and tortured to reveal 
their whereabouts. 

Non-military estimates of those de- 
tained run into the thousands. Over the 
past 10 months the army has released al- 
most 300 GPK-Aceh suspects. Pramono says 
"only about 150" are still being detained. 

Ibrahim Hasan, Aceh's recently re- 
elected governor, denies the torture allega- 
tions but defends the policy of arresting 
relatives of GPK-Aceh sympathisers. "We 
need information," he said. "When you try 
to kill a snake in a chair, sometimes you 
break the chair too." 

Ramli, the North Aceh district head, 
said that the problem with the army "is that 
they don't have a good system for getting 
information. They treat the people roughly, 
so that the Acehnese are more scared of 
them than of the rebels." 

Eighteen people have so far been tried 
on subversion charges related to GPK-Aceh 
activity. All have been convicted and jailed 
for up to 20 years. Legal activists say the ac- 
cused were denied a fair trial and intimi- 
dated into keeping silent in court. "There 
has been no due process of law in the Aceh 
cases," said Albert Hakim, who heads In- 
donesia's Legal Aid Institute. 


lamsyah Hamdani, the institute's di- 
Awe in Medan, likens the Aceh 

trials to “a drama where everyone is 
told what part to play." The institute's 
lawyers have not been allowed to represent 
the accused. In the case of one defendant, 
Muhammad Abdullah, the Medan pro- 
secutor's office told the institute on 5 June 
that it could appoint his defence counsel, 
only to revoke its decision a day later. 
Lawyers believe that the army was respon- 
sible for forcing the revocation, but 
Pramono denies the accusation. 

One lawyer in Banda Aceh, who helped 
defend three GPK-Aceh suspects, said the 
defendants told him they were forced to 
confess under torture. They did not speak 
up in court, he said, "because they had 
been told that if they made trouble they 
would be sent back to military facilities for 
further questioning. They knew this meant 
more torture." 

The Aceh conflict has damaged In- 
donesia's image abroad. In the past seven 
months the New York-based human-rights 
group Asiawatch has published two critical 
reports on Aceh and revelations of abuses 
in Aceh have raised awkward questions for 
Indonesia, which joined the UN Human 
Rights Commission in February. 

In April, 109 Acehnese left from 
Peureulak for Penang in Malaysia and 
asked for political refugee status from the 
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efugees unless Jakarta agrees to a blanket 
amnesty, which the army rejects. 

© "About half [of the refugees] are GPK- 
.ceh rebels," Pramono said. The army has 
ound Malaysian identity cards on several 
PK-Aceh rebels killed in battle and officers 
complain privately that Malaysia is too ac- 
- 'commodating to Acehnese separatists. 
|... Politicians and other analysts fear that 
-. Abri's efforts to quell a minor rebellion in 
_ Aceh may create further long-term troubles 
-for Jakarta. "The army has eliminated the 
__ symbols of Acehnese discontent but not the 
* . reason for the discontent,” said one politi- 
cian in Banda Aceh. 

-Echoing complaints heard in other re- 
|| source-rich provinces in Indonesia, Aceh- 
*. nese resent the fact that wealth generated 
_ in their province accrues to Jakarta. The 
_. situation in Aceh is further complicated by 
|. a strong Islamic tradition and deep-seated 
_| pride in the province's history. 

_. h the 16th century Aceh was a leading 
_ Islamic regional power and in the colonial 
v period it was the only province not to suc- 
5; cumb to the Dutch. Acehnese were in- 
|. censed when, after independence, Jakarta 
tried to place Aceh within a north Sumat- 
» ran province with Medan as the capital. 
|; This was a major factor behind the six-year 
_ Darul Islam struggle, which ended in 1959 
_ with the establishment of Aceh as a sepa- 
| rate province. In December 1976 Hasan di 
-. Tiro declared independence and the Aceh 
... Merdeka movement was born, but by 1978 
. -the movement had been beaten back. 
-=-= Aceh is the most staunchly Islamic pro- 
(vince in Indonesia and the GPK-Aceh lead- 
. ers have used Islam as a wedge between 
the Acehnese and Jakarta. The rebels and 
some Muslim preachers say that Islam can- 
not be made subservient to Indonesia's 
state ideology, Pancasila. 

.. But for many Acehnese the strongest 
anti-Jakarta feelings are apparently rooted 
n economics. In the early 1970s Mobil Oil 
donesia found enormous gas deposits 
.Lhokseumawe. A huge processing 
nplex has sprung up in the area, selling 
gas to two nearby fertiliser plants and ex- 
porting gas to Japan and South Korea. A 
large paper plant is located nearby and 
other factories are planned. 

- Almost all Acehnese, from the gover- 
hor to poorly educated farmers, believe the 
industries near Lhokseumawe do not 
plough enough back into the local econ- 
omy. "The industries don't want to share 
e wealth. Our children never get the 
od jobs. Those all go to Javanese, south 
Sumatrans and foreigners," said Muham- 
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tricity and only minimal sewage facilities, 


ir he said. 
urces say some of the refugees were rela- 
s of suspected GPK-Aceh sympathisers _ 

and were afraid of being detained. Sources. . 
say Kuala Lumpur is reluctant to return the ` 


“The foreigners who work in Lhok- 
seumawe never mingle with the local com- 


munity. It's like a ghost city on weekends. 
No wonder the people are jealous," said 


governor Ibrahim. 

Aceh is not a poor province by Indone- 
sian standards. It is self-sufficient in rice 
and its provincial GDP ranks among In- 
donesia's highest. Ramli says the industries 
do contribute about Rps 150 million 
(US$77,000) to local development projects 
annually and the central government's out- 
lay to Aceh this year will rise to about Rps 
500 billion from Rps 300 billion in fiscal 
1990. 

But it is also true that most Aceh- 
derived wealth is used elsewhere. In a 1989 
essay, economists Dayan Dawood and Sjaf- 
rizal note that "private consumption [in 
Aceh] accounts for barely one fifth of total 
[provincial] GDP . . . [indicating] that the 











ergy wealth, the 
economists wrote, “less than 10% of Aceh's 
villages have a steady supply of electricity.” 

With the worst.of Aceh’s military trou- 
bles apparently over, politicians are trying -7 
to gauge how the rebellion will affect voting 
in next year's parliamentary elections. The 
ruling party, Golkar, campaigned heavily 
in 1987 and edged out, for the first time, a 
small Islam-oriented party as the top vote- 
getter. 

Some think 1992 will see Golkar's losses 
reversed, as Acehnese may vote against 
Jakarta’s treatment of the province. “Golkar 
promised us development and instead they 
sent in the guns," said a journalist in Banda 
Aceh. Others are less sure. One analyst 
said some Acehnese were afraid that a vote 
against Golkar would mean less develop- 
ment funds for the province. "Everybody 
knows the development 'sweets go to 
areas where Golkar is strong," said one 
government official in Banda Aceh. s 
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Conflicting views on breaking the ice with China 


Talks are academic 
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By Julian Baum in Taipei 


aiwan's policy towards mainland 

China has appeared more frayed 

and uncoordinated than usual in re- 
cent months. The resulting impression is 
that the ruling Kuomintang (KMT) is impa- 
tient for a breakthrough with Peking — 
even if it means compromising its appa- 
rently tough conditions for lifting a ban on 
direct contacts across the Taiwan Strait. 

That impression may not be accurate, 
since both President Lee Teng-hui and Pre- 
mier Hau Pei-tsun have often counselled 
caution in relations with China. But there 
have been several public gaffes by senior 
government officials which raise the ques- 
tion of whether anyone is in firm charge of 
Taiwan's most sensitive policy issue. 

In one instance, Vice-Premier Shih Chi- 
yang said that if only China would sign 
an investment-protection agreement with 
Taiwan businessmen, then Taiwan would 
consider opening direct trade and invest- 
ment. Shih’s remarks made headlines, but 
he was quickly contradicted by others who 
pointed out that, according to the national 
unification guidelines, direct commercial re- 
lations across the Taiwan Strait depended 
on a much more substantial response from 
Peking than an investment-protection pact. 

The most puzzling example of the policy 
confusion has been a proposal to hold in- 
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formal three-way talks in Hongkong next 
month. The idea was to convene a meeting 
of academics from Taiwan and China with 
Hongkong scholars acting as neutral hosts. 
The discussions would focus on unification 
issues, including the policy guidelines 
adopted by the cabinet earlier this year. 

The proposal raised a storm of protest 
when it was casually disclosed to Taipei's 
two leading newspapers by presidential 
spokesman Cheyne Chiu in early July. Top 
officials responsible for mainland affairs 
were apparently uninformed. According to 
one source, Sung Hsin-lien, director of the 
National Security Bureau, Taiwan's top in- 
telligence agency, was furious that he was 
not consulted. 

The outcry included KMT lawmakers 
from the liberal Breakfast Club faction of 
parliament, who said they were "absolutely 
opposed" to the idea since no consensus 
had yet been reached in Taiwan on the is- 
sues to be discussed. Leaders of the oppo- 
sition Democratic Progressive Party said 
any meetings involving representatives 
from China, should be supervised by 
elected officials. 

Hundreds of scholars and low-level offi- 
cials from both sides have had private con- 








ception is contacts by the 
Straits Exchange Founda- 
tion, set up with legislative 
approval as a mediation 
group to handle routine 
matters without authority 
to discuss policy issues. 
The ground rules for the 
foundation's work are 
clearly established and 
their actions are indirectly 
accountable to the legisla- 
ture. 

KMT officials now say 
that the Hongkong meet- 
ing was to be only one of a 
series of seminars propos- 
ed for the US and else- 
where merely to explain 
the government's unification guidelines to 
the Overseas Chinese community. But 
public criticism has probably scuttled the 
idea temporarily. 

What has not been scuttled, however, is 
the perception that Lee and other leaders 
are having difficulty managing mainland 
policy, despite elaborate bureaucratic 
machinery set up for that purpose during 
the past year. In the past three years the 
KMT has softened, almost beyond recogni- 
tion, the so-called “three no's" policy of 
former president Chiang Ching-kuo — no 
contact, no negotiations and no com- 


Lee: waiting 
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time. 





promise with the com- 
munist mainland. To some 
observers, the proliferation 
of informal contacts and 
boom in indirect commer- 
cial relations suggests that 
Taiwan's policies towards 
China may now lack a firm 
bottom line. 

“In the immediate fu- 
ture what we need in 
Taiwan is consensus on 
the speed and direction of 
relations with China,” said 
Chen Bi-jiao, a (China 
specialist and research fel- 
low at the Institute of Na- 
tional Policy Research in 
Taipei. "Without this con- 
sensus we'll drift and Peking could thrust 
itself into Taiwan's political arena." 

KMT officials point to the cabinet's en- 
dorsement of the unification guidelines as 
evidence of that consensus. In the first 
stage, the guidelines say that the present 
level of informal contacts should establish 
the principles of reciprocity and parity be- 
tween the two sides. This stage calls on Pe- 
king to carry out economic reforms "forth- 
rightly" and to allow freedom of expression 
and democratic development. It also asks 
Peking to renounce the use of force against 
the island and to accept Taiwan's presence 
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in the international community. 

The second stage proposes equality be- 
tween the two sides as the basis for open- 
ing official communications as well as direct 
trade and the joint development of China's 
southeastern coast. At this stage, Taiwan 
asks for mutual cooperation in international 
affairs and exchange of visits by high-rank- 
ing officials. The final stage proposes long- 
term consultation and unification "in accor- 
dance with the will of the people in both 
the mainland and Taiwan areas." 

In a speech to party cadres in mid-June, 
Lee commented that many KMT members 
were unfamiliar with these guidelines and 
reminded his audience that they contained 
no timetable, only sequences. He said that 
Taiwan could wait for many decades for a 
positive response from Peking. 

Liberal KMT lawmakers and members of 
the opposition say that the cabinet's 
guidelines have had no public endorse- 
ment and that they represent no demo- 
cratic consensus, even within the KMT itself. 
At best they are a hypothetical ion 
open to interpretation, they say. They also 
say that relations with China are no longer 
the sole prerogative of the president and a 
handful of advisers. Parliament and the es- 
tablishment press now often comment on 
and criticise the KMT’s mainland policy, in- 
troducing a measure of democratic debate 
and a check on the party's initiatives. — m 
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MACAU 1 


China’s flexibility on Basic Law boosts confidence 


popping’ the rot 





By $ By Stacy Mosher in Macau 


mportant concessions on nationality in 

a newly published draft of Macau's fu- 

ture Basic Law have helped to boost 
the confidence of the territory's harassed 
Chinese residents at time when law and 
order appears to be crumbling and a newly 
installed Portuguese governor is still find- 
ing his feet. 

Unlike the Hongkong Basic Law — the 
territory's constitution after reversion to 
Chinese sovereignty in 1997 — the Macau 
version places no restrictions on foreign 
passport holders taking important posts 
in the Macau administration after 1999, 
The only exception is the future chief 
executive, who is not allowed to acquire 
right of abode in a foreign country while 
holding office. 

The concessions on nationality were ex- 
pected, since an estimated one 
quarter of Macau's Chinese re- 
sidents qualify for full Por- 
tuguese passports — a point on 
which the Portuguese Govern- 
ment refused to yield ground to 
Peking's objections. Chinese of- 
ficials have stated that Por- 
tuguese passports will be re- 
garded as travel documents 
rather than documents of na- 
tionality, when held by ethnic 
Chinese after Macau's 1999 re- 
version to Chinese rule. 

Also important to the na- 
tionality issue was the role of 
the enclave's 10,000 Macanese, 
locally bom Portuguese of 
mixed blood, in the civil ser- 
vice. As speakers of both Por- 
tuguese and Cantonese, the Macanese 
have always served as intermediaries be- 
tween top-ranking expatriate Portuguese 
civil servants, and the local Chinese in the 
clerical ranks. 

The civil service cannot function without 
them, nor would they feel secure in Macau 
without being guaranteed continued access 
to their traditional official careers. The 
Chinese are believed to have recognised 
that a confidence crisis among the 
Macanese would have a seriously de- 
stabilising effect on society. 

Another key concession is the absence 
of provision for China's People's Liberation 
Army to be stationed in Macau after 1999, 
as it will be in Hongkong after the 1997 
handover. And Macau's Basic Law is 
stronger than Hongkong's in limiting im- 





migration from the mainland after 1999. 
Local drafters considered this a crucial point 
for the enclave, which has had to deal with 
a heavy influx of legal and illegal immi- 
grants in recent years. 

A census now under way is expected to 
find that as much as 40% of the population 
can be classified as "new immigrants.” 
Limits on immigration are regarded as cru- 
cial for maintaining law and order, and im- 
proving social services. 

The Chinese drafters also let practicality 
reign over principle in preserving Macau's 
so-called entertainment industry, recognis- 
ing the important role gambling casinos 
play in the local economy. But the relevant 
clause stipulates that the government can 
regulate the industry to the optimum bene- 
fit of the Macau Special Administrative Re- 
gion. 

Observers note that the good relations 





Controls will be in place for illegal immigrants. 


between Portugal and China have been an 
important factor in China yielding ground 
on issues that would have drawn a more 
obstinate stance under the tension-fraught 
circumstances that plague Sino-British rela- 
tions in Hongkong. 

These good relations are seen as a key 
factor in a recent expression of support 
from China on the construction of Macau's 
new airport, due for completion in 1994. 
Significantly, Peking's announcement of 
support came during the Basic Law discus- 
sions. Airport construction work had been 
delayed by China’s previous unspecified 
objections, though the situation had never 
reached the crisis proportions of the nearly 
aborted airport project in Hongkong. A 
local businessman suggests that the main 
bone of contention was the share of airport 
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contracts that might be made available to 
Chinese contractors. 

Many local observers see the airport's 
timely completion as an issue of paramount 
importance to the enclave's future — and 
not merely in terms of economic develop- 
ment. One Chinese resident explains that 
because of Peking's stance on the effective- 
ness of Portuguese rts, there are 
worries that local Chinese might not be able 
to use the passports to fly out of Hongkong 
after the territory returns to Chinese 
sovereignty in 1997. More immediately the 
concessions come at time when the enclave 
badly needs a boost to its rather battered 
confidence. 

The new governor, Vasco Rocha Veiera, 
a career soldier and four-star general, 
who took office just two months ago, is ex- 
pected to deal more effectively than his pre- 
decessor with the territory's worsening so- 
cial disorders. Up to now, however, Veiera 
and his all-new cabinet of seven under-sec- 
retaries have been studying their portfolios, 
and policy statements have been largely 
limited to plans to cut paper work and 
tighten budgets in the notoriously ineffi- 
cient local bureaucracy. 

The new governments most urgent 
problem is to put a stop to the wave 
of murders and armed rob- 
beries that have shaken the 
enclave since the beginning of 
the year. One observer attri- 
butes the rise in violent crime to 
excess competition among the 
endave's casino bosses who 
were traditional supporters of 
law and order but are now said 
to be interested in diversifying 
their businesses. 

More problematic is the pos- 
sibility that many crimes are 
being committed by illegal im- 
migrants who swoop in for an 
operation and retreat to their re- 
fuge across the notoriously por- 
ous border in the space of one 
day. Any effective attack on 
crime is likely to require an 
overhaul of morale and discipline in the 
security forces. Veiera is expected to be 
more successful here than the previous civi- 
lian governor with whom the police had 
"communications problems." 

The sensitive situation with the security 
forces complicates the long awaited ap- 
pointment of an anti-corruption commis- 
sioner, an appointment that was supposed 
to be made in March. Observers note that 
an official from Portugal, lacking familiarity 
with the territory, might be easily misled by 
interested parties. But choosing a local resi- 
dent ud be even more difficult. "Few 
people would be willing to subject them- 
selves to the moral scrutiny required for 
such a post" remarks one legislator. 
"Macau is a very small place, and poop 
have long memories." 
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*Look after this 
planet, it's the only 
one we have? 


A personal message 


from HRH The Duke of Edinburgh, 


WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 


This hammering is cumulative. 


Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWFE International, CH-1196 
Gland, Switzerland. 
* 
eo 
WWE 
World Wide Fund For Nature 











MACAU 2 


New government tries to plug education gap 


Mixed blessings 


By Stacy Mosher in Macau 


rates, have forced Macau to attach 


| - harply rising immigration and crime 











top priority to improving its educa- 
tion system before the enclave reverts to 
Chinese rule in 1999. 

The enclave urgently needs to build 
new schools in order to achieve its target of 
providing six years of free education for all 
children by 1999, But the limited availability 
and high cost of land are forcing the gov- 
ernment to seek help from the private sec- 
tor. Government spending on education is 
due to rise 20% in the current fiscal year to 
Patacas 410 million (US$50 million) but this 
will still fall short of what officials say is the 
necessary minimum level of expenditure. 

Unlike neighbouring Hongkong, which 
provides nine years of compulsory educa- 
tion, only 89.7% of Macau children aged six 
to 11 were receiving education last year. 
The proportion of available school places 
falls to only 58.2% for those aged 12 to 14, 
and to less than a third of those aged 15 to 
17. 

The government is said to fear that a 
lack of schooling capacity could result in a 
critical shortage of qualified people to serve 
in the professions and staff the civil service 
after 1999, If Macau is unable to provide 
qualified people of its own China “will have 
every reason to run things for us,” one gov- 
ernment source suggested. 

Improvement of the education system is 
seen as instrumental in tackling localisation 
of the civil service, and adoption of Chinese 
as an official language, both of which are 
matters of priority for Peking. 

Macau officials are also worried about 
the threat to stability represented by the 
heavy influx of immigrants from China 
over the past 10 years. With 93.5% of the 
school places provided by fee-charging pri- 
vate institutions, new immigrants, forming 
the lowest rung of society, are most likely 
to lose out in education, and are especially 
vulnerable to delinquency. 

Although the government aims to in- 
crease the number of places in public 
schools before 1999 much of this year's edu- 
cation budget will be taken up with sub- 
sidies to the private school system aimed at 
providing places for children from low- 
income families. The subsidy includes 
Patacas 1,200 per year offered to just over 
5% of all private school students to help 
cover tuition costs and book fees. Typical 
private school tuition ranges from Patacas 
4,000 to Patacas 6,000 per year. 
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As public investment in education in- 
creases, the government is taking more ini- 
tiative in regulating private schools. At pre- 
sent private schools run ing to their 
own guidelines, which may follow Tai- 
wanese or mainland Chinese models totally 
different from the government system. Pri- 
vate schools also tend to teach Chinese and 
English rather than Portuguese. 

The government plans to introduce new 
regulatory legislation, which will enable it 
to enforce a minimum degree of standardi- 
sation. The intention is to have the law in 
place for implementation in the new school 
year. 

Increased government intervention is 
regarded as a mixed blessing by the 
Catholic Schools Union. The Catholic 


Church currently runs half of the enclave's 





Shortage of facilities for schools. 


schools. The union's chairman, Fr Francis 
Hung, hopes that the government will seek 
dose cooperation with the schools, to en- 
sure that new regulations will be im- 
plemented smoothly and effectively. The 
main concern is that standardisation should 
not result in an overall lowering of educa- 
tional standards. 

Plans for improving Macau's higher 
education facilities include the establish- 
ment of a research-oriented UN University 
which is expected to share foreign experts 
in computerisation and other branches of 
high technology with the University of 
Macau. Officials say Peking's approval of 
UN University's special status will provide 
an important boost to confidence that 
China will live up to the Joint Declaration 
and the one-country-two-systems  con- 
cept. z 
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Darkness 
at noon 


Midday, 10 July. Leaden clouds blot out 
the mountain slopes to the east, then drift 
relentlessly across the rice-growing low- 
lands like a gathering storm. Within mi- 
nutes it is pitch dark and volcanic ash — 
not rain — is pouring down on the al- 
ready shattered buildings of this small, 
half-deserted town. It will continue for 
hours. 

It has been like this for San Marcelino, 
a town of about 37,000 people, since 
Mt Pinatubo erupted in mid-June. Vol- 
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canologists say the ashfall could go on for 
another three months, maybe even three 
ears. 

» But mudslides are what the town real- 
ly fears. Material up to 200 m deep lies 
poised on Pinatubo's western slopes, 
threatening an avalanche that could surge 
down the natural conduit formed by the 
Santo Tomas River valley and entomb San 
Marcelino and the neighbouring towns of 
Castillejos and San Antonio. 

Four watch-posts have been estab- 
lished to look for the first signs of an ex- 
pected 30 km/h avalanche. But the sky 
rockets they will fire to alert the popula- 
tion will be useless in a thunderstorm or 
during a heavy ashfall. 

About half the population has fled to 


Danger of slow economic strangulation looms 


Picking up after Pinatubo 








By John McBeth in Manila 
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With senior officials begin- 
ning to revise their assess- 
ments of the impact of the 
Mt Pinatubo eruption on 
the national economy, 
hundreds of thousands of 
people are having to deal 
with its lingering after-effects, which could 
be felt for the next decade. Some people 
face resettlement and others the prospect of 
drastically reduced incomes. And then 
there is the danger of more mudflows and 
widespread flooding. 

It is a disaster that simply cannot be 
measured in budgetary outlays. After being 
driven from the volcano's slopes, the fate of 
an entire hilltribe, the 50,000-strong Aetas, 
hangs in the balance. On the rural low- 
lands, farmers despair as they survey lands 
covered in up to 1 m of untillable volcanic 
ash. And for wage earners in dozens of 
towns there is the very real spectre of slow 
economic strangulation. 

"What alternatives can you give them — 
and where?" asks National Irrigation Ad- 
ministration chief Jose del Rosario. "What's 
going to happen to their properties?" They 
are questions the Aquino administration is 
struggling to get to grips with. Last year's 
killer earthquake came and went. But 
Pinatubo's billowing presence is every- 
where — and it could take months, even 
years, to be rid of it. 

The Department of Labour estimates 
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that 651,000 people in the central Luzon 
provinces of Zambales, Pampanga and Tar- 
lac have lost their livelihood and more have 
been forced out of work because of damage 
to shops and factories engaged in small- 
scale manufacturing. Unemployment in the 
Philippines is already running at 15.1% and 
officials say a migration to Manila could 
have serious social repercussions. 

What could exacerbate matters is a pos- 
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Ecologists test ash-filled river. 
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evacuation centres. Those who stay de- 


eit 5 Psi “there's no pesce 
of mind in these towns. We can't go 
ahead with rehabilitation, we can't repair 
regnas and we can't plant our fields." 


The rd EE e 5 the 
only part of the collapsed municipal build- 
ing with its roof intact. Nine out of 10 
homes are in ruins. For San Marcelino's 
5,000 farmers, the start of the growing sea- 
son has long since . Up to one 
metre of ash covers their 3,800 ha of irri- 
gated riceland. Half of that will have to be 
scraped off before they can even think of 


planting substitute crops like sugarcane, 





sible US decision to pull out of Clark air- 
base. Not only will jet aircraft be unable to 
use Clark for the foreseeable future, but 
volcanologist Delfin Garcia says ash and 
pyroclastic materials up to 50 m deep lie on 
parts of the adjoining Crow Valley combat 
instrumentation range on the northeastern 
slopes of Pinatubo — an environment 
hardly conducive to jet operations either. 

It is largely because of the presence of 
. Clark and Subic naval base that the services 
sector corners 43.3% of the employment 
market in the region. Although there is no 
question about Subic's future, the loss of 
Clark would have a profound impact, 
given the annual US$200 million it has 
pumped into the local economy through 
service and construction contracts, local 
procurements, Filipino workers' salaries 
and spending by US servicemen and their 
now-departed dependents. 

More than three weeks after the 15 June 
eruption, sandy ash soaring to an altitude 
of 10,000 m was still falling on Zambales, 
a generally depressed province along the 
western Luzon coast, which now resem- 
bles a white wasteland. On most days, seis- 
mologists record more than 300 high-fre- 
quency earthquakes and almost continu- 
ous low-frequency tremors, indicating that 
magma, or molten rock, remains on the 
boil. 

Among other serious problems are the 
deposits choking the 10 major river systems 
draining Pinatubo's slopes. In many urban 
centres ash also clogs sewage systems. Al- 
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maize and tapioca, which the Agriculture 
Department is trying to experiment with. 
Corpuz says the town can recover, but 
he thinks it will cost at least P1 billion 
(US$35.8 million). That figure for one 
town alone makes the government's over- 
all P15 billion rehabilitation plan look 
puny, for there are dozens of San Mar- 
celinos spread over central Luzon's ash- 
covered provinces, all struggling to get 
back on their feet after the worst volcanic 
eruption this century. And even as the 
government assembles its meagre re- 
sources to help Pinatubo's dazed victims 
and to minimise the economic and social 
cost of the disaster, fresh dangers threaten 
in the form of mudslides and widespread 


flooding. m John McBeth 


though the monsoon rains have been late 
this year, workers face an almost hopeless 
task trying to clear the waterways and irri- 
gation canals before the rains arrive. And 
when they do, officials have gloomy fore- 
casts of extensive flooding which will dump 
the ash on fields that have so far been only 
lightly affected by the eruption. 

The Abacan, Porac, Gumain and Caula- 
man rivers all flow in a radial pattern to the 
south through Pampanga towards Manila 
Bay, while the O’Donnel, Balog-Balog, Tar- 
lac and Camaling rivers feed irrigated areas 
in Tarlac to the north. In the west, the 
Santo Tomas, Anonang and Bucao water- 
ways drain into the South China Sea, pro- 
viding water for pockets of riceland and 
orchards in the coastal belt. 

The flooding is not expected to spread 
to the ricebowl provinces of Bulacan and 
Nueva Ecija. But uncertainties remain, par- 
ticularly if mudflows from the Sacobia 
tributary begin to enter the Pampanga 
River which runs through the centre of the 
low-lying region. Also, when the monsoon 
does set in, some experts fear the prevailing 
southwesterly winds could carry the ash 
further over Tarlac, President Corazon 
Aquino's home province. 

The main worry is getting too much rain 
at one time. Small avalanches of hot mud 
have already surged through some aban- 
doned villages, but experts fear a torrential 
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downpour could set off a major lahar, or | 


mudslide. Officials ordered the partial eva- 
cuation of Porac, southeast of Mt Pinatubo, 
after the Philippine Institute of Volcanology 
and Seismology (Phivolcs) warned that the 
entire town could be buried. 

Each municipality has devised an elabo- 
rate system of lahar warnings, ranging 
from church bells to rockets, to alert the 
population. During a visit to Apalit, one of 
11 threatened townships along his stretch 
of Pampanga's Gumain River, Florida- 
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blanca town mayor Tito Mendiola advised 
villagers to stay away from the bank. "I 
don't have the heart to tell them," he said, 
"but if we had a major lahar all those 
houses along the bank would be swept 
away." 

The Agriculture Department says more 
than 27,000 ha of rice and sugarland, or- 
chards, vegetable gardens and fishponds 
have been wiped out, but overall serious 
damage extends across at least 80,000 ha. 
Also, 695,000 head of cattle and poultry 
have perished, many from starvation and 
contaminated water. Although Zambales 
and Pampanga account for barely 2.4% of 
national agricultural output, that again does 
not even begin to explain the human di- 
mension of the disaster. 

Officials also warn that long-term dislo- 
cation of farming in the three provinces 
may greatly affect the national food ba- 
lance. “It is imperative that immediate at- 
tention be given to these areas because any 
decline in agricultural output would mean 
contraction of employment incomes and 
economic activities in the region,” says a 
department assessment. “A loss in agricul- 
tural output necessarily translates into 
larger economic losses if left unattended.” 

Aquino has directed the raising of P15 
billion (US$535.7 million) to finance the re- 
covery programme. Finance Secretary Jesus 
Estanislao says 28.4 billion in estimated 
foreign-exchange losses is expected to be 
compensated by outside sources, in- 
cluding the IMF, which has had a team 
in Manila giving a general thumbs-up on 
the country’s first-quarter economic per- 
formance. 

Preliminary estimates put the cost of re- 
furbishing recoverable croplands and ag- 
ricultural infrastructure at P939 million, but 
Agriculture Under-Secretary Apolonio 
Bautista says that figure will grow as 
mudflows and cyclones add to the region's 
current woes. The Department of Agrarian 
Reform says another P1.5 billion will be re- 
quired for its proposed settlement pro- 
gramme. 

In an effort to organise rehabilitation ef- 
forts, the area around Pinatubo has been di- 
vided into concentric zones stretching for 
about 40 km — Zone A for upland slopes 
within a 10-km radius; Zone B, generally 
up to 20 km, for lowland municipalities 
with an ash cover greater than 11 cm; Zone 
C for lowland areas lightly to moderately 
affected; and Zone D for fringe lands which 
have only been dusted by the eruption. 

Zone A is effectively a no-mar's land of 
thick ash that may not be suitable for ag- 
riculture for decades to come. Zone B, 
which includes the worst-hit Zambales 
towns of San Marcelino, San Nicholas, 
San Antonio, Castillejos, Cabangan, Boto- 
lon and San Felipe, will require heavy 
machinery and a substantial amount of 
money to rehabilitate. 

San Marcelino's 3,800 ha of irrigated 





Clearing layers of mud in Olongapo. 


land was the ricebowl for Olongapo, the 
city adjoining Subic. Most of that land is 
now untillable. 

But will they be viable alternatives? “If 
we introduuce new crops," says del 
Rosario, "then we will have to provide the 
infrastructure and the facilities." And also 
the markets. In San Marcelino and Botolon, 
authorities may also have to bore shallow 
tube-wells because of river contamination. 
The same applies to the 13,000-ha Tas- 
moras irrigation scheme in Tarlac. 

"At the moment, we can't decide what 
to do," sighs regional irrigation manager 
Tiburcio Layug. "We can't start the rehabili- 


& tation work when the mountain keeps 


erupting twice a day." 

Zone C municipalities, such as Di- 
nalupihan in Bataan, Floridablanca, Porac, 
Mabalacat and Magalang in Pampanga, 
and Bamban and Capas in Tarlac can prob- 
ably be returned to at least a minimum level 
of economic activity in a relatively short 
time. Farmers may be able to plough much 
of the ash into the soil, depending on 
whether it is less than 11 cm thick. Any 
covering over that level will require deep 
ploughing by tractor. 

American and Japanese soil experts say 
that in many areas buried by ash and 
mudflows the high acid content of the de- 
posits could preclude farming for decades. 
Based on preliminary studies, they de- 
scribed the ash as 100 times more destruc- 
tive than material expelled by the Mt St He- 
lens eruption in northwest US in 1980 and 
the Mt Asama eruption in Japan 200 years 
ago. 

There has been little criticism of the gov- 
ernment's handling of the crisis so far. That 
could come later if there is a lack of follow- 
through on what now looks like a carefully 
thought-out plan to deal with farmland re- 
habilitation, waterway siltation and the re- 
plenishment of livestock. Olongapo mayor 
Richard Gordon, who estimates the dam- 
age to his city alone at P5 billion, is worried 
how long the official attention span will last 
as the country looks ahead to the 1992 pres- 
idential elections. ^ 





PHILIPPINES 2 


Pinatubo underscores danger of dormant volcanoes 





The eruption of Mt 
X« Pinatubo, which ranks 
among the most violent 
in the past 200 years, has 
only reinforced what 
some volcanologists have 
been saying for years: 
that many of the long-dormant volcanoes 
along the so-called Pacific Ring of Fire are 
infinitely more dangerous than those which 
smoke and rumble from time to time. 

It is a lesson the Philippine Institute for 
Volcanology and Seismology (Phivolcs) ap- 
pears to be taking to heart despite its lack of 
resources. Says senior volcanologist Delfin 
Garcia: "We are going to have to consider 
history a bit more. Maybe there are a lot of 
volcanoes we consider inactive because 
they do not have a real history. We will 
have to conduct a lot of geological studies 
and establish definitely that they are inac- 
tive." 

Volcanic data on the Philippines seems 
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Sleeping killers 


to vary according to perceptions of what is 
active and what is not. The Smithsonian In- 
stitute in the US lists 54 volcanoes, includ- 
ing 30 with undated eruption histories. 
Phivolcs documents 200 volcanoes nation- 
wide, of which it classifies 21 as active. Al- 
though Pinatubo was not added to the 
Smithsonian Institute’s list until recently, 
Phivolcs claims it has always had an active 
status in the Philippines. 

In any event, Phivolcs has only been 
able to monitor five volcanoes — all with a 
recent history of eruption — on a regular 
basis. They are Taal, Mayon and Bulusan in 
southern Luzon, Canlaon in Negros Occi- 
dental, and Hibok-Hibok, an island volcano 
off the northern Mindanao coast. "It is a 
problem of resources," says Garcia. 

Because it had similar characteristics, 
scientists used the case of Hibok-Hibok, 
which killed 500 people when it erupted in 
1951, to try to judge Pinatubo's moods. But 
with only 600 years of documented history 
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to rely on, the volume of knowledge about 
many other long-dormant volcanoes is 
scant indeed. 

Tom Simkin, head of the Smithsonian's 
Global Volcanism Network, says the 
chronological record shows a volcano's 
long repose is more likely to be a cause for 
concern than reassurance. "Clearly, more 
attention should be paid to inactive and 

j volcanoes that could erupt 
with devastating consequences,” he says, 
noting that most eruptions of low explo- 
sivity follow repose levels of only one to 
10 years. 

Easily the most continuously active vol- 
canoes in the Asian-Oceanic region are 
Japan's Aso and Asama, which have re- 
corded 162 and 107 eruptions respectively, 
the latest being in 1964. They are followed 
by New Zealand’s Tongariro (70 eruptions), 
Indonesia's Merapi (67) and Mt Kirishima 
(65), which, like Aso, is on the Japanese is- 
land of Kyushu. The others with 50 or more 
eruptions include Semeru, Gamalama, 
Marapi and Tengger Caldera (Indonesia) 
and Ruapehu (New Zealand). 

According to the Smithsonian's 
statistics, there were 54 eruptions 
worldwide over the past year. In 
the past decade there have been 128, 
and those documented historically 
amount to 534. Most eruptions end- 
ed in less than 100 days and only a 
handful lasted longer than three 
years. 

But Simkin notes that 11 of the 14 
biggest eruptions in the past two 
centuries — those that threw out 
more than 1 km3, or 1 billion tonnes 
of material — were first-time erup- 
tions. Among them was Mt Tambora 
in Indonesia's Lesser Sunda Islands, 
the most destructive of them all, 
which claimed 92,000 lives in 1815, 
and Krakatau off southern Sumatra, 
which killed 36,400 people in 1883. 

Pinatubo and similar rogue volcanoes, 
such as Japan's Mt Unzen, which erupted 
in early June just days before Pinatubo, 
provide invaluable field work for measur- 
ing the behavioural patterns of one of na- 
ture's most destructive and unpredictable 
forces. "This is where it gets real," says US 
Geological Survey geologist John Lock- 
wood, "but none of us are anxious to see a 
volcano erupt." 

Pinatubo was classified by the Smithso- 
nian as a D6. In other words, its last known 
eruption was in the period between Janu- 
ary AD 1 and December 1499, Carbon- 
dating indicates the eruption was 653 years 
ago, though judging from pyroclastic de- 
posits in valleys around the peak — de- 
posits that give a clue to where the dangers 
lie for the lowland population — there were 
at least two previous eruptions spanning a 
period of 1,000 years. 

The eruption history of 178 Asian and 
Oceanian volcanoes on the Smithsonian list 


remains undated or uncertain, but of the 
276 with known records, only 29 are clas- 
sified as D6 or D7 (eruptions before AD 1). 
Sixteen of the 29 are in Japan, and three in 
the Philippines — the Laguna volcanic field 
south of Manila; Mt Mariveles on the Ba- 
taan peninsula just south of Pinatubo; and 
the island volcano of Iraya well to the north 
of Luzon. The rest are in New Zealand and 
the South Pacific. 

Pinatubo is regarded as the world's 
most explosive eruption in this century and 
will probably earn a 5 or 6 on the Volcanic 
Explosivity Index (VEI) scale of 8, assessed 
from the height of its eruptive cloud (33 
km) and the volume of eruptive products. 
The estimated 2 km? of material thrown 
out is twice as much as that of Mt St 
Helens in the northwest US in 1980 and 
Mexico's El Chichon in 1982, but far less 
than the 100 km? recorded by Indonesia's 
Tambora — the only eruption to rate a 
VEI. 

Eruptions occur when molten rock, or 
magma, from the earth's fiery core pene- 





Tent-city for Pinatubo refugees. 


trates through the cold outer crust that sur- 
rounds it. But because much of the magma 
which reaches the surface emerges un- 
noticed on the sea floor or on remote is- 
lands and poses little threat to populations, 
subduction-zone volcanism in continental 
margins and island arcs has been the main 
focus of interest. 

Subduction zones are where weaker 
oceanic plates forming part of the planet's 
crust are forced beneath the thicker conti- 
nental plates, a process that chews the 
lower edge of the oceanic plate into a vis- 
cous, gas-filled magma, heavy with silicon, 
that tends to solidify as it finds its way 
closer to the surface. This creates a dome or 
plug, which in turn transforms a volcano 
into a giant pressure cooker. 

When it does explode, the mountain lit- 
erally tears itself apart. Instead of a sluggish 
flow of lava, common to volcanic activity in 
Hawaii, for example, the volcano spits out 
pyroclastic material — a superheated mix of 
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gas, rock and other debris — which surges 
down the slopes at speeds approaching 60 
km/h. This is often typical of volcanoes 
along the Ring of Fire, stretching around 
the rim of the Pacific Ocean from New 
Zealand to South America, which makes 
up three quarters of the world's volca- 
noes. 

Scientists know that the Philippine con- 
tinental slab, which extends the length of 
the archipelago and is split by eight major 
and several minor earthquake generators, 
or faults, is constantly being squeezed at its 
Luzon end by the Pacific Plate to the east 
and the Eurasian Plate to the west. Earth- 
quakes do not in themselves trigger erup- 
tions. But Phivolcs believes the killer quake 
which left 1,660 people dead in north-cen- 
tral Luzon in July 1990 probably caused the 
instability that hastened the Pinatubo ex- 
plosion. For this reason, scientists kept a 
dose eye on the 150-km-long Iba fault line 
running through the volcano from the 
northwest. 

The 1990 quake occurred on the major 

Digdig fault that begins further to 
3 the north and runs parallel to the Iba 

through central Luzon into what is 

known as the Philippine Fault Zone. 

Seismologists say a landslide on 

Pinatubo's northwestern slopes 

during the massive tremor was a 

clear demonstration of a shift in the 

Iba fault as well, though no one 

noticed any sign of steam at that 

time. 

That only came on 2 April when 
an explosion rocked the southern 
end of the peak's geothermal area, 
dumping ash up to 10 km away. 
Phivolcs put the blast down to hy- 
drothermal activity, but by early 
May hastily installed monitors 
picked up a seismic swarm — a 
succession of tremors that indi- 
cated magma was bubbling to 

the surface. 

On 5 June, Phivolcs warned of a pyro- 
dastic eruption within two weeks. It 
proved to be as accurate a forecast as the 
science can achieve for what was the 
world's 5,565th recorded eruption. Al- 
though more than 300 people died in the 
ensuing disaster, the early warning helped 
save the lives of thousands more. 

So what happens now? "After an erup- 
tion, we examine the deposits and try to 
discover what actually took place," says 
one scientist. "It gives you a lot of leverage 
in comparing them with older deposits and 
provides a basis for estimating the volume 
of the magma. All this is important in try- 
ing to understand the volcanic process 
and improve our ability to determine how 
the plumbing of a volcano works. We use 
that to evaluate the hazards related to vol- 
canoes that are not currently erupting. 
After all, sleepers can be killers." 

m John McBeth 
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y Rigoberto Tiglao in Manila 


Despite the widespread 
. devastation caused by the 

eruption of Mt Pinatubo, 

the dent in the overall 
, economy a month after 

, the disaster appears to be 
Bee manageable. What could 
= be potentially far more damaging in the 
^. last 10 months of the Aquino administra- 
tion will be a failure to grapple with the 
.. new political and economic factors the dis- 
. aster has triggered. 
^^, An IMF mission has concluded tenta- 
oe tively that the impact of the Pinatubo disas- 
ter is still within the of error from 
“external shocks" the IMF and Manila had 
_ factored in for the 18-month Philippine 
| stabilisation programme. 
-< However, as Finance Secretary Jesus Es- 
^. tanislao had noted in an internal memoran- 
_ dum, the disaster definitely has “changed 
_ the immediate outlook for the economy,” 
and the government may be able to cough 
up only P5 billion (US$178.6 million) of the 
_ P15 billion estimated cost of rehabilitation. 
_ The Aquino government's capability to 
_ weather the impact of the disaster will de- 
| pend on how it addresses two develop- 
- ments that have emerged. 

.. First, the calamity has served to 





SOVIET 


| Mufti mutiny 


| The mufti of Soviet Central Asia, 
--Muhammed-Yusuf. Muhammed Sadik, 
spiritual leader of most of the Soviet 
¿Union's Sunni Muslims, is facing a 
: strong challenge to his leadership from 
his increasingly politicised flock. The 
“latest move to replace him may end in a 
< formal schism between those Muslims 
villing to cooperate with the communist 
uthorities and those who challenge their 
emporal leadership. 
._ A group of the region’s religious lead- 
ers voted in Tashkent on 5 July to replace 
the mufti with the head of the Islamic 
law directorate, Abdel Aziz Mansurov. 
Among charges levelled against the mufti 
. was that he sold Korans donated for free 
distribution by Saudi Arabia. He was also 
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accused of financial misdeeds and of 


E / bases involve at at least US$300 0 million in an- | 
Disaster complicates economic decisions 


l'est of resolve 


strengthen centrifugal forces simmering 
both within the administration and the 
Philippine society — partly indicated by the 
resignation of President Corazon Aquino's 
Executive Secretary Oscar Orbos and of De- 
fence Secretary Fidel Ramos. 

This could force the Aquino administra- 
tion into rethinking the current stabilisation 
programme and loosening up on unpopu- 
lar policies. 

A decision is expected next month on 
how much domestic petroleum prices will 
be rolled back. Another issue is the 976 im- 
port levy. Decisions on these questions will 
indicate how the disaster has affected the 
Aquino government's resolve in managing 
its fiscal deficit — still the economy's major 
problem. 

Second, the disaster has raised doubts 
over the continued use of Clark as a US 
air base, a development unforeseen by 
Manila in its fiscal and balance-of-pay- 
ments calculations. Clark accounts for a 
US$200 million infusion into the economy 
in terms of wages and service and con- 
struction contracts. 

Clark's further importance can be asses- 
sed from Estanislao's report to Aquino that 
P9.5 billion — 22.6% of the 1992 budget 
deficit — will be lost without an agreement, 
currently being negotiated, for Clark and 
the other base, Subic. These two American 


cooperating too closely with "certain gov- 
ernment structures," according to one re- 
port. 

By 7 July, however, the new mufti 
had already been chased out of his office 
at the Tashkent Religious Board, and 
supporters of Sadik were protesting that 
the group of imams who selected his suc- 
cessor had no authority to do so. 

This is reportedly the second serious 
attempt to remove the mufti, who rose to 
his current position only in February 
1989. At the time he was put forward as 
a well-educated Koranic scholar to re- 
place his ageing predecessor Shamsud- 
dinkhan Babakhan, who was said to 
have a soft spot for women, as well as in- 
sufficient knowledge of Islam. 

But since then the Islamic renaissance 
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nual payments, 

The impact of the disaster — and the 
economic. contraction it has caused — has 

m magnified because the eruption came 
during the government's belt-tightening fi- 
nancial stabilisation programme. Also, itoc- - 
curred as the contest for the May 1992 pre- 
sidential elections picked up steam and just 
when leftist organisations appeared to be 
drawing increasing support in a campaign 
to roll back domestic oil prices — which 
would be one way of softening the eco- 
nomic impact of the disaster. 

The destruction caused by the eruption, 
the high cost of rehabilitation, and the 
threat of worse to come during the current 
typhoon season, have exacerbated business 
pessimism already battered by economic 
difficulties, reflected in the 0.2% GNP 
growth for the first three months of 1991. 

Worse yet, this is happening at the tail- 
end of summer, with parents facing a surge 
in tuition fees, and a new workforce just 
out of school pressing on the labour market 
and pushing up the unemployment rate to 
15.1% in April. 

The stockmarket's 13.695. decline since 
13 June mirrors the economic gloom that 
has settled on the country. Inflation was re- 
ported at 19% for the June 1990-June 1991 
period, though the month-to-month rate in 
price rises had been moving down from a 
peak of 3.2% in December to below 1% for 
the first five months of the year. 

Yet the economy so far does not seem to 
have lurched towards the brink of crisis 
since the mid-June eruption. Several crucial 
indicators have held up, showing that, de- 
spite its flaws, the stabilisation programme 
launched early i in 1991 is succeeding. m 









in Centeal Asia has fostered the growth 


of divergent religious currents and great- 
er contacts with Islamic movements 
abroad, induding conservative ones in 
Saudi Arabia and Pakistan. 

An independent union-wide Islamic 
party, the Islamic Rebirth Party, was 
founded in Astrakhan in the summer of 
1990. The liberal administration of Mos- 
cow's October District granted the party 
official registration, so it can now spread 
its message openly in the Russian federa- 
tion. But both Uzbekistan and Tajikistan 
have banned the group, toring it under- 
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q ruth to tell, the great eclipse was a 
"bit of a frost. For months, the as- 
< tronomic world has been quiver- 
! ing with excitement about the 11 
3 July alignment of moon and sun over the 
| Big Island of Hawaii, where the eclipse 
| ‘would be total and where the world's great- 
| est battery of modern telescopes would be 
| waiting for the vital four minutes of totality 
| to probe into the secrets of our star's corona 
| and chromosphere, The scientists’ expecta- 
| tions triggered off the media which in turn 
| set off vibrations of the primitive awe al- 
| ways inspired by the dramas in the 
f 
| 
















heavens. Tens of thousands of people flew 
in from Hawaii's neigbouring islands, from 
| East Asia and even further afield. 

: Coincidentally, most of the 40 yachts 
competing in the 2,200-mile 1991 Transpac 
race from California's Santa Catalina island 
to Hawaii's Diamond Head arrived in time 
for the celestial black-out, which figured on 
the race's calendar of events for 11 July as 

i “Solar eclipse, courtesy of the moon, 0728 

j- hrs." It provided an excuse for another 
party around the gleaming fleet of sea- 

| going craft, between 40 to 70 ft in length, 
moored around the Waikiki Yacht Club and 

| elegantly attesting to the wealth of a few in 
post-Reaganite California. 


a brainchild of the Hawaiian king Kalakaua 
who, like all the islanders, had a deep re- 
spect for the power of the sun, the seas and 


Pele, goddess of volcanoes, only partly viti- ... 
ated by the inhibiting pressures of the mis- 


sionaries. As a result of their proselytising, 
«Pele had to suffer the indignity of a 
Hawaiian queen climbing down into one of 
her craters, chucking lumps of lava at her 
and crying out that the Christian god was 
the greater. No wonder she erupts from 
| time to time. 
In the event, Nature shrouded her mys- 
“teries from most of her devotees. Those 
who had made the pilgrimage to the Big Is- 


Skies, found the eastern horizon. shrouded 
_ by clouds, and caught only a glimpse of the 
frog, as the Cambodians have it, taking a 
large bite out of the sun, while those on 
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eruption of Mt Pinatubo 
S, drifting 75,000 ft up, 
e views, particularly in the in- 
Pinatubo s pone which has 





| 
| 
| 
| 
| 
E The biennial race, dating back to 1906, was | 
| 
i 
E 
| 
| 
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land, which for months had enjoyed clear - 


Oahu, the island of Honolulu, witnessed 
e whole drama, but with only 96% total- 


se up among the telescopes, : 
peak of Mauna Kea, all was not 
, cirrus clouds and volcanic - 


DEREK DAVIES 


Traveller’s Tales 


been providing Hawaiians with spectacular 
dawns and sunsets in recent weeks, also re- 
flected enough light during the eclipse to 
cancel the expected darkness: so no stars 
were visible; neither was the edge of the 
moon’s shadow, rushing over the land- 
scape at over 5,000 mph. Still, the light dim- 
med and the birds fell silent. The skies over 
the palisades of Hawaii's dark-green vol- 
canic hills darkened: “With hue like that 
when some great painter dips/ His pencil in 
the gloom of earthquake and eclipse” as 
Shelley put it. And a sudden chill provided 
a sufficient demonstration of solar power 
and a momento mori. 


The explosion of the Unzen volcano, floods 
in China, earthquakes off the Californian 
coast, typhoons and the Mt Pinatubo erup- 
tion in Luzon, cataracts, hurricanes, rings 
of fire around the Pacific Rim — Nature has 
been putting on quite a show of force this 
summer. To quote the bible: "But earth- 
quake; but the Lord was not in the earth- 
quake; And after the earthquake a fire; but 
the Lord was not in the fire. And after the 
fire, a still small voice." Well, not so still 
and never small: it was that of Imelda Mar- 
cos claiming, from her well-padded exile in 
New York City, that the natural disasters 
are Nature's way of protesting that her hus- 
band's corpse still lies, frozen and unburied 


.in his homeland, on a Hawaiian hillside. 


The heavens themselves blaze forth the 
death of princes and, in the eyes of 
whimsical widows, of deep-frozen crooks 


too. 


The London Financial Times headline an- 
nouncing that North and South Korea were 
to join the North Atlantic Treaty Organisa- 
tion together to which I drew polite atten- 
tion recently was a perfectly understand- 
able reflection of the political. confusion 
reigning over the entire peninsula these 
days. Undergraduates from Seoul univer- 
sities recently held their annual campus fes- 
tivals, which normally feature traditional 
music and dancing, known as madangnori, 
pig races and fiercely fought beer-drinking 
contests. This year the students were not in 


the mood for fun, and celebrated instead 
their continuing battles against the au- 
- thorities, triggered by the death at the 
. hands of the police by Myongji University 
student Kang Kyong Dae last April and 


those that have immolated themselves in 


_ protest since. 


On Yonsei campus the students acted 
out a confrontation between themselves 


and fellow-students in full police riot gear, 


while others re-enacted a lie-in protest; 
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there was hand-to-hand combat at 
University, while on the Konkuk c 
students joined in a Molotov c 
throwing contest, at Won 250 a 
Kenneth Alyta, who sent me the cutting 
ironically signed his letter off with "Gree 
ings from the Land of the Morning Cah 
Judging by the ruling party's su seque 
landslide victory in local elections, 
majority of Koreans agree. cust 
The official contacts between North and 


October, between Kang Young Hoon from 
the South, and his northern counterpart, | 
Yon Hyong Muk. The first session had not | : 
gone too well and the two premiers, 1 
watched by the press, engaged in some | 
chit-chat about the previous evening's ban- 
quet and the noodles they had eaten. As: 
ported by the Times, the exchange was 
classic of diplomatic small-talk: 
Yon: Did you sleep well last night? | 
Kang: It was very. quiet and the tem- 
perature of the room was just right that I 
slept soundly. Before 1 came here T wor- 
dered what Pyongyang cold noodles tasted 
like. As expected, the taste was good. - 
Yon: Many of the guests from the South 
would have enjoyed them more if they : 1 
three or four bowels. Hep 
Kang: The one bowel served here i is al 
most equal to two in the South. cb 
Yon: That is because our bowels. are re | 
much larger. B 
And so relations are fundamentally im 
proved. All quite worthy of Esprit de Corps 
Relations, however, shortly returned 
normal hostility. In the 1 June edition of t 


(aptly entitled "Creative Response") de 
scribed how North-South contacts 


admit its past misdeeds, such as the 1$ 
blowing up of a KAL airliner by Kim Hy 
Hui, a Japanese-speaking North Kore 
agent. When the incident was raised in ! 
North Korea-Japan conference on norm 
sation between the two countries, the 
of the E delegation was furi 
According to Newsreview, he “left the me 
ing room after venting his anger by eja 
lating. ‘The issue was allegedly related 
the person who appeared in the mock 
drama staged by the South Korea-US fas- 
cist clique to harm our republic’.” ! 

One doubts if even the UN would b 
able to cope with people who behave: in 
such a manner. 
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COME BACKS 


Ex-detainees thrive in herbal medicine venture 


Business cadres 








By Jonathan Friedland in Kuala Lumpur E 


ifty-four-year-old Tan Kai Hee is an 

unusual corporate chieftain. His 

Hai-O Enterprises is the largest 

purveyor of Chinese wines and 
traditional medicines in Malaysia, with 12 
stores and a thriving wholesale business. 
But Tan, a handsome man with a quick 
smile and sparkling eyes, is also a former 
political prisoner. So too are many of his 
employees. 

Tan built Hai-O out of the shattered re- 
mains of the Labour Party, one of two par- 
ties in the Socialist Front which won 14% of 
the vote in Malaysia's 1964 general election. 
The Socialist Front at one time looked like it 
would emerge as a strong, non-communal 
opposition to the still-ruling National Front. 
It had elected two members to par- 
liament and controlled several city 
councils. 

In 1965, Tan was the assistant 
secretary-general of the Party, hav- 
ing come up through the ranks as a 
union organiser in Johore Baru's 
pineapple industry. According to a 
former Labour Party official, he was 
"the single most important rank and 
file party member . . . a man who 
was both intense and idealistic, who 
got along as well with Malays as he 
did with the Chinese." 

His first career, however, was 
short-lived. The then 28-year-old 
firebrand was arrested under the In- 
ternal Security Act, branded a com- 
munist and put into solitary con- 
finement. Meanwhile, the Chinese- 
dominated Party tore itself apart, separat- 
ing into a radical and moderate wing in 
1967 after radicals instigated internal trials 
that mirrored the kangaroo courts of Mao's 
Cultural Revolution. The authorities got the 
pretext they needed; the Party ranks were 
decimated further by arrests. The Party 
publication, The Torch, was banned. 

By 1969, the Labour Party was a spent 
force, mounting an unsuccessful boycott of 
that year's national elections. Over half of 
its Central Committee was languishing in 
jail. Malaysia's then prime minister Tunku 
Abdul Rahman had blamed them for incit- 
ing the racially charged riots in Kuala Lum- 
pur and Penang in 1967 and 1968. 

Tan spent eight years in detention, part 
of it in labour camps. Four of his years of 
incarceration were spent in Taiping Prison 
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Sharing the spirit with Tan Kai Hee. 


with several other top Labour Party opera- 
tives who helped him learn English. In 
1973, he was released. "All I wanted at 
the time was a good job," he recalls, "but 
people treated us like lepers." 

So Tan set to work using the same mass- 
front tactics as before. This time, instead of 
espousing social justice through redistribu- 
tion of income to workers, Tan used his 
oratorical and organisational skills to con- 
vince other ex-Labour Party members that 
they could have a new lease on life, with- 
out losing sight of their progressive objec- 
tives. A handful agreed to help him start 
a company, chipping in a few thousand 
Malaysian dollars each. Some paid by 
instalment because they were so poor. 

Hai-O was incorporated in 1975, the 
same time that Malaysia set about establish- 





ing diplomatic relations with the People's 
Republic of China. "The Chinese in Malay- 
sia were very excited about getting pro- 
ducts from China," says Tan. "We were 
newcomers but we had a different way of 
penetrating the market. Most of the Chi- 
nese herbal stores were run by elderly 
people while we were social workers who 
knew how to propagandise.” 

Tan also had direct ties to mainland 
China. His father was a school teacher who 
had been active in Johore's World War II re- 
sistance movement. Many members of the 
“Malayan People's Anti-Japanese Army" 
transferred their allegiance to Chin Peng's 
Communist Party of Malaya when the war 
ended, taking up arms against the British. 
Although the Hai-O chief says his father 
was not a communist, Tan's parents, as 
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well as seven brothers and four sisters, 

were deported to China in 1951 during the 

height of emergency rule. 

Tan was not allowed to travel outside 
Malaysia until 1979, but his relatives and 
friends helped cement links with Chinese 
state companies producing items ranging 
from Male Silkworm Wine to "Children 
Miraculous Cure Pills." Hai-O set up shop 
in Malaysia's busiest sea port, Klang, and 
Tan called on ex-Labour Party members 
throughout the country to help form a 
wholesale sales network. 

“The Labour Party members took to 
business just like they took to politics," says 
another old cadre. "Tan Kai Hee had the al- 
legiance of the young people back in the 
early days and by the mid-1970s, many of 
these young people had become successful 
. middle-aged businessmen." 

5 "No one can cut off their his- 
tory, says Tan. "Our friends 
around Malaysia made it easier for 
us to distribute our products. Our 
goods became famous that way." 

Indeed, Hai-O appears well 
known throughout the Chinese 
community, not just for its wares — 
which now include Western wines, 

! - mosquito coils and "Double Happi- 
ness" detergent — but for its quirky 
idealism. Hai-O's annual reports, for 
instance, put great emphasis on the 
company's ethical behavior and its 
contributions to the community. 

"Many people regard business- 
men as 'crafty.' Hai-O's policy, on 
the other hand, is that wealth must 
be procured by proper means," 
reads a passage in the company's 15th an- 
niversary booklet. “We have developed our 
own unique way of accumulating wealth 
through eschewing opportunistic and un- 
ethical practices. We avoid illegal activities 
such as smuggling and tax evasion, high- 
risk ventures and other means of immoral 
j Although Tan appears honestly idealis- 
tic, he also knows that benevolence is good 
for business. Hai-O contributes a modest 
portion of its profits every year to charities 
and both Chinese and Malay-language 
schools. It sponsors Chinese cultural events 
(featuring both mainland Chinese and 
Taiwanese performers). And, in the midst 
of a notorious downtown high-rise warren 
of escort agencies, Hai-O has seen fit 
to open a “wholesome” nightclub specialis- 
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ing in "Chinese Oldies." 

It has also appointed itself something of 
a guardian of people's health. Tan can go 
on about the benefits of such products as 
Caterpillar Fungus Medicated Wine and 
Natural Musk Tiger-Bone plaster. 

Last year, Hai-O opened a joint-venture 
restaurant with a company from Shaanxi 
province to serve restorative foods. The 
restaurant, which is located next to the 
Chinese Embassy in Kuala Lumpur, has 
not exactly been a winner. "People here still 


prefer Cantonese food," shrugs Tan. 
Hai-O is now big enough, and doing 
well enough, to go public. Currently, its 
shares are split amongst its employees. Tan 
stresses that the company is managed by a 
collective leadership that includes his wife 
(another ex-detainee) and accountant Ong 
Hang, who serves as Hai-O's chairman. 
Floatation of shares would allow Hai-O 
to move on to its next stage of develop- 
ment; joint-venture manufacturing with 
Chinese firms in Malaysia and the export of 





CRUSADE 


Quixotic quest to rein in private armies 


Muzzling illicit guns 


By Donald Goertzen in Manila 


ven the most exclusive restaurants 

here feel obliged to post notices re- 

minding customers that firearms are 
prohibited — just one more sign, according 
to anti-gun crusader Reynaldo “Nandy” 
Pacheco, of the Philippines’ pervasive “cul- 
ture of violence.” 

Fears are mounting that pistol power 
will once again dominate politics in next 
year's national elections. Pacheco wants to 
put guns back where they belong: in the 
hands of duly constituted military and law 
enforcement officers, exclusively. It seems a 
Quixotic quest, considering the number of 
civilian guns already at large. 

Military sources conservatively estimate 
there are 250,000 unregistered firearms in 
the Philippines. That includes up to 30,000 
guns held by the New People’s Army 
insurgents and another thousand or so 
weapons in the hands of mutinous soldiers 
of the Armed Forces of the Philippines. 

The National Security Council estimates 
are higher still: as many as 800,000 loose or 

i firearms in the country. One 
Philippine senator even claims that, since 
1986, enough weapons have been smug- 
gled in to equip the regular Philippine army 
twice over. 

In some provinces the private armies of 
local bosses are better equipped than the 
government forces. Armed men, often out 
of uniform, routinely stop cars and buses to 
examine passengers’ identification and to 
search for weapons. 

Despite these formidable odds stacked 
against him, Pacheco is out to restrict the 
possession of firearms in public places to 
uniformed police, soldiers and licensed sec- 
urity guards — and then, too, only while 
they are on duty. Pacheco argues that the 
only way to rein in so much loose fire- 
power is with a blanket ban on civilians 


carrying weapons. 
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A retired public relations 
specialist who spent 23 years 
with the Asian Develop- 
ment Bank (ADB), Pacheco 
characterises himself as an 
environmentalist — in the 
broad sense, he explains, 
comprising both the “physi- 
cal” and “social” environ- 
ment. The two-year-old anti- 
gun campaign is the maiden 
effort of Pacheco's organisa- 
tion, National Action for 
the Total Uplift and Restora- 
tion of the Environment 
(NATURE). 

The campaign is gaining 
momentum. Endorsed by 
the Roman Catholic Church's Second 
Plenary Council, a NATURE petition calling 
for stricter control of firearms has garnered 
more than 2 million signatures. In re- 
sponse, identical gun-control bills have 
been filed in both the Senate and the House 
of Representatives. 

One section of the Gunbearing Act 
stipulates that government officials, whe- 
ther appointed or elected, may not employ 
private security forces. If they need body- 
guards, they should apply to the armed 
forces or the National Police. 

The point, according to the bill's co-au- 
thor, Sen. Aquilino Pimentel, is to dissuade 
politicians from once again using their per- 
sonal "regiments" to intimidate voters at 
the polls. He hopes that President Corazon 
Aquino will place debate on the Act at the 
top of the Senate's agenda when it re-con- 
venes later this month. 

As a favour to Pacheco, Congressman 
Bonifacio Gillego introduced the Gunbear- 
ing Act in the lower house. At the time, he 
expected only the 21 members of the so- 
called "progressive block" to support the 
measure. To his surprise, 75 representa- 
tives have signed on as co-sponsors. 
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Pacheco: Golden Rule. 


selected Malaysian products, such as nut- 
meg oil and highland teas, to China. 

Tan says that he is no longer interested 
in politics. But it is clear that he still dabbles. 
Both he and Ong are directors of the 
influential Kuala Lumpur and Selangor — 
Chinese Chamber of Commerce. Tan also 
served on the 1989 advisory committee that 
made recommendations to the government 
of Prime Minister Datuk Seri Dr Mahathir 
Mohammed on the future of the New Eco- 
nomic Policy. ax 


But, even if the law gets enacted, Gil- 
lego worries about its enforcement: "We 
have passed enough laws to fill a stadium, 
but when it comes to implementation 
they are often defective." Nevertheless, he 
hopes the House debate will help catalyse a 
change in "national consciousness." 

Pacheco, whose prior experience in- 

dudes stints in the Philip- 
b pine Foreign Ministry and at 
z the UN in New York, credits 
: the ADB for his involvement — 
5 in environmental issues. 
* The bank has become in- 

creasingly concerned with 
these subjects in recent 
years, according to Bindu 

Lohani, a Nepalese who is 

assistant director of the 

bank’s environmental office 
as well as a member of 

NATURE's board of directors. 

But conventional “green” 
causes did not have enough 
of a human dimension for 
the deeply religious Pache- 
co. “Taking care of creation 

includes taking care of people,” he says. So 
he took early retirement last year to focus 
full time on NATURE. "It's one way of look- 
ing at the Golden Rule: if you poison the 
air, it will poison you." 

Granting the immense enforcement 
problems of the Gunbearing Act, Pacheco 
still regards it as a crucial first step; if the 
government forces abide by the law, it will 
set a "good example" for Philippine society. 
Armed groups, both Right and Left, will 
lose their appeal. 

Gen. Lisandro Abadia, chief-of-staff of 
the Armed Forces of the Philippines, agrees 
and supports the legislation. As a profes- 
sional soldier, he says, he always tells his 
men to leave their guns locked up when 
they are not on duty. 

Not content to target grown-up gunsels, 
Pacheco has even managed to convince 
executives of the giant Shoe Mart depart- 
ment store chain to quit selling toy 
weapons. Next, he means to take on vio- 
lence in the movies and in the lurid cinema 
posters that assault motorists at Manila's 
major intersections. In this campaign 
Pacheco says he may rely on a movie 
boycott rather than legislation. R 
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Back from the brink 


On the Brink in Bengal by Francis Rolt. 
John Murray, London. £16.95 (US$28.25). 


This is Francis Rolt's second book on 
Bangladesh. His first was a novel, The Last 
Armenian, set in the southeastern port city 
of Chittagong and partly in the nearby 
Chittagong Hill Tracts. That book had un- 
dertones of new colonial oppression — the 
Bengali majority versus the tribals of the 
Hill Tracts, who seem doomed to virtual ex- 
tinction, just like the once-thriving Arme- 
nian community in Chittagong. 

Even so, neither that book nor this are 
by any means anti-Bengali. Rolt first went 
to Bangladesh in 1978 at the age of 23 to 
teach at Chittagong Univer- 
sity. He learned Bengali and 
developed a deep affec- 
tion for the country and 
people, though he has never 
tried to hide his disdain for 
corruption and military mis- 
rule. 

On the Brink in Bengal, a 
very personal travelogue, 
dwells on the same theme: 
minorities struggling to sur- 
vive in a milieu that is, at 
best, unsympathetic, if not 
outright hostile. He revisits 
tribes like the Mru in the Hill 
Tracts, the Mandi in the 
Madhupur Forest near 
Mymensingh, and Manipuris and Khasis 
on the foothills of the Indian state of 
Meghalaya. But this time, Rolt also meets 
such non-ethnic "minorities" as the beggars 
and woodcutters, transvestite prostitutes, 
holy men and the crewmen of the few re- 
maining sail-powered salt boats that ply the 
Bangladesh coast. 

Through this perspective, Rolt gives a 
grassroots view of life in Bangladesh with- 
out wallowing in poverty or nostalgia for 
bygone days. He describes the clash be- 
tween traditional and modern society in 
the Bangladesh heartland. And, tracing the 
country's eastern and northeastern bor- 
ders, he details the cultural confrontation 
between South and Southeast Asia, “where 
plain becomes hill, rice lands become 
jungle, and Bengali Muslim becomes tribal 
Buddhist or animist." 

One of the funniest parts of the book is 
his clandestine trek into the forbidden Chit- 
tagong Hill Tracts, under the dubious com- 
mand of a hilariously incongruous Bengali 
guide. Rolt and his photographer-compan- 
ion, Peter Barker, finally arrive, undetected, 
in a Mru hill-tribe village which they find 
blissfully free from the pretensions of the 
plains. 


ON THE BRINK IN 


BENGAL 





But change is on its way to these remote 
hills as well: the headman in another Mru 
village they visit is so well versed in the 
ways of a market economy that he offers 
to stage for Rolt and Barker a traditional 
dance performance for Taka 1,000 (US$28). 
This headman also confesses to a prefer- 
ence for the city of Chittagong because 
“there are fewer hills and trees” there. 

One of the few really optimistic mo- 
ments in Rolt's travels is when he meets 
Bimal Tishya Bikkhu, a remarkable Bud- 
dhist monk of the Chakma tribe from the 
Chittagong Hill Tracts. He has been 
forced into exile in Calcutta because of 
his outspoken views on human rights 
and other controversial is- 
sues, 

Bimal, Rolt says, “speaks 
with so little rancour that it's 
hard to believe he's talking 
about the destruction of a 
whole people — their way 
of life, their culture, their 


lives — and harder still 
to believe that they're 
his people . . . perhaps 


Buddhism has taught him 
to control his emotions, 
or perhaps he's learnt that 
such statements have more 
force on the world's stage 
. . if they are uttered dis- 
passionately." 

Clearly, Rolt himself has learned from 
Bimal's engaged but dispassionate ap- 
proach to life, as the descriptions in this 
book attest. On the Brink in Bengal is enter- 
taining, contemplative and full of insights 
into the lives of the small people on the east- 
em fringes of the Subcontinent; the ones 
who are excluded from most travelogues, 
but who make this part of Asia so intensely 
fascinating. Rolt's discreet, refined sense of 
humour makes the book all the more read- 
able. m Bertil Lintner 





The Undead 


Getting Used to Dying by Z/iang Xianliang. 
William Collins Sons, London. £13.95 
(LIS$22.40). 


China's gulag has contributed much to 
the literature of the survivor, but little is 
said about life after being released. This 
novel portrays the emotional and mental 
state of an intellectual who is “freed” after 22 
years of imprisonment — about the same 
length of incarceration as was endured by 
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its author, Zhang Xianliang, who by most 
reckoning is one of the mainland's most 
gifted writers. 

The novel, like his previous Half of Man 
Is Woman, is popular with the Chinese pub- 
lic but not with the leadership. Reading it 
is like eating exquisitely rich and delicious 
food laced with bits of fine glass. You want 
more, though every swallow catches in the 
throat. 

Dying was published just before the 
Tiananmen massacre which, as Zhang puts 
it, was a time when people were not focus- 
ing on literature. This, he adds, was "fortu- 
nate, for otherwise I would be in trouble." 
Even so, the Zhongnanhai crowd is not 
amused: Zhang's work is banned in China, 
and for good reason. Dying is a harsh in- 
dictment of the communist regime both for 
its failure in its self-proclaimed goal to bend 
the human mind and for its success in crip- 
pling through fear. 

The story takes place mostly in the 
West. The main character, who speaks in 
two different voices, travels to the US and 
Europe. The narrative is intercut with flash- 
backs to his life in the labour camps of 
northwestern China. This structure might 
easily have turned into a minefield full of 
jarring changes of scene that detonate the 
credibility and texture of the novel. 

But Zhang manages to bring it off 
with his seamless and graceful story-telling. 
Graphic descriptions, nightmares and 
flights of fancy collide with each other and 
then melt together. 

Humour helps. Consider the scene 
where the protagonist, searching for a 
shack-up with his new-found Taiwanese 
girlfriend, spies a five-star hotel picketed by 
placard-bearing strikers. This sparks a 
flashback to the time he was paraded 
through a village labelled as an enemy of 
the people. 

Yet he retains the presence of mind to 
hit up the picketed hotel for a steep dis- 
count on the room rate. His girlfriend’s 
comment: “It takes a communist to know 
how to use class struggle in order to get 
something on the cheap!” 

In another wry scene, the protagonist 
assures a New York audience full of prosy 
literateurs that all modern Chinese intellec- 
tuals are “masters of the Chinese language. 
Those who were not articulate all died . . . 
Those who lived were those who could talk 
and could write self-criticisms . . . [who] 
know how to cater to the tastes of an audi- 
ence, how to tailor their speech to the 
mood . . . and how to end when it is time 
to end." As though to prove his point, he 
draws thunderous applause for these pro- 
fundities. 

Not that all is delicate irony in this 
novel. There is a scene of sheer terror when 
the protagonist is taken out to be shot. 
Zhang details every movement to the kill- 
ing field flanked by onlookers along the 
way. Then the bullets scream at the group 
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of men, women and a small child. Only 
the protagonist and the little girl survive; 
` they were never meant to be killed, only 
scared. 

In the foreward to this English-language 
edition, Zhang uses the metaphor of the 
mock execution to explain the "mental 
framework" of China's intellectuals today. 
As he tells the book's gifted translator 
Martha Avery, the gun on the execution 
field may have never been fired, but "the 
bullet of fear and repression has lodged in- 
side the brain." 

He leaves it, though, for his fictional 
protagonist to elaborate: "There is a blood 
relationship between that gun on the out- 
side and the bullet that is already within. 
The gun has only to point at me for the bul- 
let inside to explode — it is unimportant 
whether or not the trigger is pulled." 

8m Nancy Langston 





Buffet tidbits 


China Review. Chinese University Press, [ 
Hongkong. HK$280 (US$36.00). 


Despite the fact that it is now compara- 
tively easy to travel to Peking, "China- 
watching" remains one of the main preoc- 
cupations of Hongkong's scholars and busi- 
nessmen. And, to be fair, it is still far easier 
to talk and write about Chinese politics and 
economics from Hongkong, 
where there are but few re- 
straints, than it would be in- 
side China itself. 

It can get a bit ingrown, 
though. Scholars — with 
certain notable exceptions — 
do tend to draw their views 
of the Peking scene from a 
lot of the same newspapers 
and books. All too few of 
them go to China "to smell 
the breezes," as the Arabs 
would say; to visit the night 
markets and talk with stu- 
dents and workers in the 
streets. 

Immediately after the 
Tiananmen incident, it was 
difficult to meet old Chinese friends and 
quite impossible to visit their homes. 
Today, though relationships are not quite 
as relaxed as they were early in 1989, the 
Chinese are pleased to discuss the political 
and economic scene even with foreigners. 
Still. many China-watchers have come to 
rely on None s plethora of "After- 
Deng-What?” luncheons to supply them 
with comments for their next dinner party 
or dispatch back to head office. 

Some of this syndrome shows in China 
Review. While the journal contains articles 
and information that could never have 
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Let them drink Perrier. 


been obtained in Peking, parts of it lack 
freshness. It is, as a friend remarked, a bit 
lie a Hongkong hotel buffet: some good 
bits, but also a fair amount of “macaroni 
salad." But at least almost all the statements 
are well documented — largely thanks to 
the Universities’ Service Centre which, de- 
spite loosing many of its former excellent 
facilities, still provides help to visiting scho- 
lars. 

One of the better items in China Review is 
the chronology written by Willy Wo-lap 
Lam. He also contributed a piece on the 
media that is sound and interesting — a 
good read for a plane or train. Doubtless 
Lam discussed the subject with plenty of 
Chinese journalists and scholars, but it still 
shows some personal originality of thought. 

Prof. Lee Ngok's essay on the People's 
Liberation Army is the result of years of 
background work topped up with recent 
information from the Chinese and foreign 
press. Although there are inputs from other 
China-watchers, he has not allowed them 
to blunt the facts. 

Other worthwhile items include the arti- 
cle by one of the editors, Paul Chun-kuen 
Kwong, about the fertility policy based on 
the 1990 census and events since. There is 
also a background piece on the new stock- 
market in the Shenzhen Special Economic 


Zone (SEZ), as well as a comparison of the | 


south coastal SEZs with the mammoth 
Pudong Project now being pushed by the 
increasingly powerful Shanghai lobby. 

A certain amount of academic gravity is 
acceptable in a tome like 


to expect the article on 


specialist layman. But can 


on the dissidents’ move- 
ment? 

Maybe the Chinese Uni- 
versity could have produced 
a brighter and more interest- 
ing book by soliciting only 
half as many faculty con- 


can be refreshing, but bank- 
ers and officials who need to 


changing scene could use a 

more popular, readable book than this. 
Still, China Review presents a welcome, 
critical alternative to the official yearbooks, 
and many people in Hongkong hope it will 
become an annual feature. Although the 
editors stress in the preface that "this year- 
book is not a reference work with statistical 
tables and documents," China Review looks 
certain to become a “must” acquisition for 
universities and news bureaux. Turgid 
though a few of the articles may be, this 
book provides essential information for 

anyone working or trading with China. 
m Clare Hollingworth 
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this. After all, itis reasonable | 


China's legal reforms to be | 
rough going for the non- | 


the same be said of the piece | 


tributors. Learned works | 


keep abreast of China's fast- | 
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other instrument over the past 153 years or $0. 


viduals to ciis from abaki prede: But eni in- 
vestors consider the alternatives, they are prepared to accept the 
. higher risk of being ripped off on equity purchases in return for a 
_. higher reward. This they have received. With the possible excep- 
-. tion of property, stocks have delivered higher returns than any 


It all pens however, where ned pot investor starts 


As for the past six month 
sparked off by the start of the Gulf War had fizzled out by March — 
and has since turned into a mild decline. The star stockmarket per 
formers this year have been Brazil, Mexico and Chile (Brazil was (Mp 
nearly 50% in US-dollar terms in the second quarter alone). — 

In fixed-income markets, only Australian and Canadian 
bonds have done well in US-dollar terms às the two eco- 
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Telecoms projects offer plays on Southeast Asian growth prospects 


Good connections 


ELECOMMUNICATIONS STOCKS offer 
one of the most direct plays on 
Southeast Asian growth as gov- 
oe ernments pour resources into the 
v Sector to get thoroughly wired into the 
world economy. 
=< >> Southeast Asia simply does not have 
. enough telephones. According to Crosby 

- Securities, 25 people out of 100 have tele- 
phones i in South Korea, while penetration 
is only eight lines per 100 people in 
Malaysia. Even fewer people have access to 
- telephones in Thailand and Indonesia. 

—. Ray Jovanovich of Indosuez Investment 
-Services says: "Telecommunications offers 
tremendous opportunities to play the grow- 
ing economic development of Southeast 
Asia." 

.. The bad news is that the connection be- 
tween telecommunications and economic 
development has not been overlooked, so 


























cheap. But this should not necessarily rule 
them out. Like other industrial stocks, a 
single unexpected order can make non- 
- sense out of all projections, and the case for 
Southeast Asian telecommunications stocks 
is precisely that large unexpected orders 
can be expected. 
S ‘Nowhere is this better illustrated than in 
- Malaysia. Under the Sixth Malaysian Plan 
-that will end in 1995, the government has 





By Michael Taylor in Hongkong 


announced that it hopes to double the 
country's telephone capacity, to 3.2 million 
lines from 1.6 million lines currently. It aims 
to allocate M$11 billion (US$3.9 billion) to 
telecommunications, up from M$3.93 bil- 
lion in the Fifth Malaysian Plan. 

The prime beneficiary of this will be 
Telekom Malaysia, which is 76% owned by 
the government. The company currently 
has a monopoly on international calls and 
accounts for about 95% of domestic tele- 
communications. 


Rich country, F more phones g 
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Telekom Malaysia 8. subscriber base is 
growing at around 1476 a year, while the 
more lucrative international traffic grew 
30% a year from 1986-89. Schroder Securities 
says the company’s profit will grow even 
faster primarily because of improved pro- 
ductivity and lower financing costs. 

But the company will have to meet 
Schroder’s forecast of annual net income 
growth of more than 50% during the next 
couple of years if it is to justify its rating. 
The counter currently commands a price- 

ings ratio. (pie) of around 40 and pays a 
miserly 0.4% in dividend yields. 

In Thailand, the need for more tele- 
phone “capacity has over-ridden political 
change. On 18 June, the government came 
to a compromise with Charoen Pokphand 
(CP) on-a cosy telecommunications deal the 
company had negotiated with the previous 
administration. The result is that CP Tele- 
communications has a 25-year concession 
to provide Bangkok with an extra 2 million 
lines, with its monopoly assured for the 
first five years. 

The company with the most specific 
exposure to. this contract, as well as 
to other Thai. telecommunications pro- 
jects, is Shinawatra Computers. Baring 
Securities estimates that more than 50% 
's revenue in 1992 will 
is lucrative contract, main- 
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by the prospect of an end to Sanctions against South Africa). | 
As for major markets, Tokyo could not have had a less auspicio 
start to the second half of the year, thanks to the revelations abc 
Nomura and Nikko. A Nikkei Stock Average flo 
23,000 could prompt a credit crunch, as Japanese 
within capital-adequacy guidelines. Other big ma 
take their cue from Tokyo if the decline there 


Look to the gre — 
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the ead of the Cold War mount by the day; E 1 
- pressing alarm about the rapid growth of the co 
icit to 5% of GNP this year. This could in turn 
interest rates throughout the EC, which wot 









S ‘nomies tumble slowly out of recession. 


> Stocks look as though they will continue to fare poorly over 
the next three months or so, with perhaps a few exceptions 
such as Hongkong (buoyed by the Sino-British agreement on 
the. panis of a new airport) and Johannesburg (cheered 






ly from the sale of AT&T equipment. 

Shinawatra Computers is something of 
a Thai phenomenon. Thaksin Shinawatra, 
the founder, is a former police lieutenant- 
colonel who has nurtured and deployed his 
political. contacts with impressive effect 
since setting up his company in 1983. 

Originally acting as agent for IBM, 
Shinawatra has in the past two years sec- 
ured a plethora of telecommunications con- 
cessions. The result has been explosive 
growth. Its workforce has increased to 
more than 1,000 from about 130 in 1988, 
while its working capital requirements 
jumped 650% in its last fiscal year. 

Earnings have shot up, too. In 1989, the 
company had net income of Baht 82 million 
(US$3.2 million). Last year, net income rose 
to Baht 159 million, and it could rise to Baht 
500 million this year. 

Certainly, if Shinawatra can manage all 
the concessions it has won, the profit out- 
look should be rosy, The company has a 20- 
year concession to operate Thailand’s first 
cable-television network, and it has won 
20,000 subscribers to its English-language 
channels. But its most lucrative deal is a 20- 
year concession to build and operate a cel- 
lular-telephone system, which at present 
can accommodate 15,000 subscribers. The 
company, plans to expand the system to 
50,000 subscribers 

Shinawatra's connections have survived 
the February military coup in splendid 
shape. On 4 June, the post-coup govern- 
ment ratified a US$180 million 30-year con- 

cession for the company to operate two 
telecommunications satellites, with a 
monopoly for the first eight years. The first 
satellite is scheduled to be launched in the 

second half of 1993. 
The Shinawatra family retains 71.476 of 
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the company, and Singapore Telecom has a 
9.5% holding. The company is currently on 
a prospective p/e of 33. 

For investors queasy at the thought of 
investing in a company that is as much a 
“Thai connections play" as a telecommuni- 
cations counter, Charoongthai Wire & 
Cable (CTW) has plenty of exposure to tele- 
communications with none of the political 
and managerial risks of Shinawatra. 

CTW has a conservative Thai-Chinese 
management that makes copper and 
aluminium wire, a basic commodity central 
to telephone technology. In fact, it is the 
only listed company in a four-strong sec- 
toral oligopoly protected by import tariffs. 

The company is adding extra capacity to 
meet the demand the cp telephone project 
will generate. In 1990, profit rose just over 
50% from a year earlier to Baht 149 million. 
But since the company is funding its expan- 
sion out of cash flow, Baring Securities esti- 
mates profit growth for the company of 
about 14% this year, with a rise of 30% in 
1992 as orders from CP Telecommunica- 
tions materialise. The company is currently 
trading on a prospective p/e of 17.9, com- 
pared with a market average of about 13. 

Indonesia is no less keen to expand its 
telephone capacity than its neighbours, and 
it plans to instal an extra 2 million lines be- 
fore 1994. But because of the government 
monopoly, the only decent-sized play is 
Supreme Cable Manufacturing (Sucaco), 
which has about one-quarter of Indonesia's 
telephone-cable market. 

Moreover, Sucaco's price is suffering 
from a recent one-for-five rights issue. The 

strights issue price should be around 
Rps 10,000 (US$5), but the stock is currently 
languishing at around Rps 7,000, reflecting 
a p/e of just 11.6. " 
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pean bonds and equities. | 

If these pessimistic prospects hold true for 
then US-dollar (and, by implication, Hon 
market instruments look the best bet, while 
mark time. The US dollar looks likely to sta 
particularly against the Deutschemark. — 

Things may look very different by 1992 
just published an upbeat forecast that 
among its 24 member countries recoverin 
against only 1.1% in 1991. And after. that i 
convertibility of the Soviet rouble, the Chinese 
dian rupee open up new vistas for the investor 




























SEOUL EQUITIES 


Fear of the 
unknown 


By Mark Clifford in Seoul 


OUTH KOREA'S Ministry of Finance has 
released preliminary rules for foreign 
investors. As expected, the opening 
in the first quarter of 1992 will be a cautious ._ 
one, with foreign shareholders restricted to. |. 
10% or less of any issue. Individual share- 
holders will be prohibited from holding .. 
more than 5% of an issue. — 1 
Investors who were hoping for a pre- 
mium foreign board for some popular 
stocks will be disappointed. Finance Minis- 
try officials say they will refuse to recognise 
over-the-counter trades or allow the setting 
up of a foreign board on the Korea Stock : 
Exchange (KSE). 
“We don't want that sort of thing to take 
place," says Park Jin Kyu, director of the Fi- 
nance Ministry's securities policy division. 
“We believe it would have a very negative 
effect." : 
Analysts believe that part of the Finance 
Ministry's caution comes from the fear that — 
it would be politically problematic for for- 
eigners to receive higher prices when they - 
sell South Korean stocks. ] 
The Finance Ministry is nervous about 
the prospect of large sums of money flow: 
ing in and out of what has traditionall 
been a sheltered economy. "In principh 
we don't have any restriction on repatria- 
tion of funds," says Kang Man Soo, direc- 
tor-general of the Finance Ministry's inter- 
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national finance division. But "if authorities 
think that [a rapid outflow of money] is 
very harmful or if prices are falling rapidly, 
we will take measures." 

Kang says a worldwide stockmarket 
crash "could be one [type of] case" where 
investors would have problems getting 
their money out of the KSE. 

A final announcement on the guidelines 
is expected before September. The Finance 
Ministry has yet to decide whether the 
New York Stock Exchange-listed Korea 
Fund will qualify as a foreign investor for 
the purpose of the 10% limit. If the fund is 
counted, the limit will be reached more 
quickly. The ministry has also not decided 


how to count overseas equity-linked issues 
such as convertible bonds and bonds with 
warrants when calculating the extent of for- 
eign ownership. 

Finance Ministry officials say sharehold- 
ing limits will be gradually adjusted up- 
wards. "We believe we have to protect the 
voting rights of existing shareholders," 
Kang says. "In the first stage, many Korean 
companies worry about [being taken over]. 
If we think there is no danger of [take- 
overs], we can [raise] the limit of invest- 
ment. It is our big political constraint." 

Kang says foreigners will also be al- 
lowed to invest in the bond market in the 
"near future." But he says the opening of 





JAPANESE 


EQUITIES 


Buffeted bourse 


By Anthony Rowley in Tokyo 


NVESTING ON THE Tokyo stockmarket 

just now is like tacking into a stiff 

breeze, according to S. G. Warburg's 
Michael Remington: with the liquidity tide 
and the flow of investor sentiment also still 
running against the market, it seems im- 
possible to make much progress. 

The tide may well change, however, if 
Japanese monetary policy is eased again 
soon. An export-induced boost to corporate 
earnings could also induce a sudden 
change in the wind, analysts suggest. 

Within a week of scandals being ex- 
posed at the world's biggest broker, No- 
mura, as well as at Nikko Securities, the 
Nikkei Stock Average was experiencing 
heavy weather. The Bank of Japan (BOJ, the 
central bank) eased the official discount rate 
(ODR) to restore control, but the manoeuvre 
did not appear to work. 

By 12 July, the Nikkei had crept back over 
the 23,000 level, but 20,000 was still being 
viewed as some sort of floor. 

The market had briefly dropped below 
the 20,000 level in October 1990 — hav- 
ing crashed from its December 1989 bull- 
market peak of 39,000 — but was quickly 
pushed back up again. Concerted buying 
by the securities houses pushed the Nikkei 
back to just over 27,000 in March. 

Since then, the market has been fighting 
a losing battle with official monetary policy. 
This, as Peter Tasker at Kleinwort Benson 
International points out, has been draining 
liquidity out of the financial economy. 

Now the BOJ has reversed course — not 
only in cutting the ODR by half a percentage 
point to 5.5%, but also in allowing the key 
overnight call rate to decline from a peak of 
8.25% to slightly under 7.5%. Some say 
that 7% on this rate is the indicator to 
watch, for they believe that this is the level 
at which the stockmarket will take off again. 
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Heavy weather on Tokyo stockmarket. 


This, plus cuts in banks’ short-term 
lending rates, is a strong signal that money 
is being allowed to flow back into the finan- 
cial economy again. 

Will it work? Paul Heaton at W. I. Carr 
thinks the liquidity argument has been 
overdone and this in itself will not be suffi- 
cient to shift the market. Other fundamen- 
tals, however, are strong enough to get the 
Tokyo market moving up soon, he says. 

The money supply has been squeezed 
viciously in Japan, forcing corporations to 
stop playing at stockmarket speculation, or 
zaiteku, and instead to divert their cash back 
into "real" economic activities such as cap- 
ital investment. This will not change in a 
hurry, as the investment boom continues. 

Whether banks will be able to start lend- 
ing to finance stockmarket investment is a 
moot point. The banks' balance sheets are 
constrained by the fall in the stockmarket, 
so they will not be anxious to rejoin the 
money-go-round of financing a bull market 
to boost their books. 

That leaves securities houses. But their 
profits and capital situation have also been 
badly damaged, while the latest scandals 


FAR EASTERN ECONOMIC REVIEW 


NOCWOD ds 


this market must wait until interest rates 
are liberalised. The Finance Ministry plans 
to announce a policy package on interest- 
rate liberalisation later this year. 

Brokers are already trying to figure out 
how to play the run-up to the market open- 
ing. Some brokers are recommending buy- 
ing well-known names such as Samsung 
Electronics and Hyundai Motor on the 
prospect that the prices of these shares will 
be bid up by foreign fund managers. 

Other brokers are looking to smaller 
companies, especially in the manufacturing 
sector. They point out that small manufac- 
turers have a solid history of earnings 
growth and low price-earnings ratios. — 8 


have jeopardised their cash flow, especially 
from smaller investors. 

So, if liquidity is not enough to swing in- 
vestor sentiment — and the recent liquida- 
tion of long-margin positions, despite signs 
of easier money, suggests this may be so — 
what of other fundamentals? 

Here the picture is brighter. The pattern 
of declining corporate profits, partly caused 
by the collapse of zaiteku earnings, is being 
altered by a surge in Japan's export earn- 
ings and in the nation's trade and current- 
account balances. Eventually, these trends 
may also boost the yen. 

Analysts mostly favour those Japanese 
stocks geared to the US market. They as- 
sume that an economic pick-up there will 
boost demand for Japanese exports even 
more dramatically. 

One of the companies especially well re- 
garded in this respect is Honda. Among Ja- 
panese auto makers, it is particularly de- 
pendent on the US market, though the 
other big auto names will clearly benefit as 
well. So will electronics giants such as Sony 
and Matsushita. The benefits should start 
showing up in financial accounts by 30 Sep- 
tember, the end of Japan's fiscal first half. 
And the results should be even more pro- 
nounced in the following six months. 

Others areas such as mobile phones and 
auto electronics makers are favoured by 
W. I. Carr's Heaton — Fujitsu and Suzuki 
Denki in particular. Kleinwort's Tasker 
thinks regional banks and credit companies 
will benefit from lower short-term interest 
rates, though not all of them are pictures of 
robust financial health. Heaton even 
favours Nomura: one of the market's 
biggest casualties, Nomura's stock has 
plunged to around ¥1,500 (US$10.80) from 
*Y6,000 about 18 months ago. 

None of this adds up to a new bull-mar- 
ket scenario for Tokyo, where average 
price-earnings ratios are still hovering 
around 38 and where equities yield appre- 
ciably below 1% on average. But if there is 
truth in the almost mystic belief that the 
Nikkei cannot fall below 20,000 — or will 
not be allowed to — then now is the time 
for some strategic position taking. a 
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EQUITIES 


Second chance 


THE TAG OF BEING a secondary stock on 
the Kuala Lumpur Stock Exchange (KLSE) 
is no longer the liability it used to be. Im- 
proved sentiment has injected new life 
into the 17 companies listed on the Sec- 
ond Board, and the collective capitalisa- 
tion of the shares has finally passed the 
MS1 billion (US$360 million) mark. 

On 3 June, the Second Board’s aggre- 
gate capitalisation stood at M$1.04 billion, 
up from M$805 million at the end of 
April. Turnover also surged to a high of 
7 million shares, up from from 313,000 
units on 16 May. 

The Second Board Index jumped 16 
points to the 168-point mark in the first 
two weeks of June. Although the pace 
has slackened to the 142-point level cur- 
rently, daily volume is hovering near the 
1 million mark. 

Not long ago, investors frowned on 
the Second Board. Interest, in fact, was 
so dismal that only one company applied 
for a listing in the first few months after 
the Second Board was introduced in 
November 1988. Much of the improved 
sentiment in the past few months can be 
ascribed to improved prospects for 
medium-sized companies in the wake of 
Malaysia's three-year economic boom. 


INDIAN EQUITIES 


Out of hiding 
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Several secondary stocks have showed 
impressive gains. Malaysia Packaging 
rose 20 cents to M$7.70 a share on 10 
July, up from M$4.90 on 2 May. 

Daibochi Plastic & Packaging Indus- 
try, a wrapper manufacturer, has been 
another positive performer. The com- 
pany's share price shot to M$4.54 on 10 
July, up from M$4.16 on 2 May. In the 


Taking stock 


By Hamish McDonald in New Delhi 


NDIA ABOUNDS with opportunities to 

make money on comparatively little 

capital. Unfortunately, very few of 
them are legal, and tens of thousands of 
bureaucrats have dedicated their careers to 
keeping it that way. 

Of course, plenty of inventive people 
are not deterred by these difficulties — wit- 
ness the huge amounts of gold smuggled 
into the country because of high local 
prices. But what is there for the conven- 
tional investor? 

India's economy is being shaken up as a 
result of the country's foreign-payments 
crisis. The new government is weeding out 
the thicket of regulations in the private sec- 
tor. The changes may eventually include di- 
rect investment opportunities now avail- 
able only to Indian citizens and those who 
qualify as non-resident Indians. 

For the moment, the authorised invest- 
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ment window for foreigners comes in the 
shape of a limited number of country funds 
— notably those run by Indosuez, Merryll 
Lynch and Morgan Stanley in partnership 
with Indian banks and institutions. So far 
these have put only about US$500 million 
into Indian stockmarkets, whose 6,000 list- 
ed companies are currently capitalised at 
about US$40 billion. 

Like Indian investors, fund managers 
will have been re-evaluating stocks in the 
light of the economic reforms announced 
so far: a 20% devaluation of the rupee on 
1-3 July and a switch in the trading system 
to create a virtual second, hard currency 
out of export earnings. The system is de- 
signed to reward exporters: as well as 
higher rupee earnings from foreign sales, 
they will be entitled to 30% in foreign-ex- 
change entitlements which may be freely 
traded. Existing, more limited versions of 
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same period, Denko Industrial, a maker 
of electronic components, rose to M$3.28 
a share from M$3.02. 

Some analysts say growing investor 
interest will eventually allow the second 
section to rival its counterparts through- 
out the region. They note that Second 
Board turnover last month outperformed 
the second section of the Stock Exchange 
of Singapore for the first time since the 
Second Board Index was created on 2 
January. 

Twelve companies joined the Second 
Board in 1990 out of the record 31 new 
listings on the KLSE . Central Industrial 
Corp., an adhesive tape manufacturer, 
and Computer Forms, a maker of com- 
puter-related paper products, were each 
oversubscribed by more than 110 times 
when they went public last year. 

Companies with a capital base of be- 
tween M$5 million and M$20 million can 
qualify for a listing on the Second Board. 
In addition, they must have a credible 
profit record. 

Now that across-the-board trading on 
the KLSE has entered a more selective 
phase, the Second Board may provide in- 
vestors with an attractive option when 
trading sours on the Main Board. But 
some analysts warn that the market will 
take time to mature and that investors 
should be wary before loading up on 
such counters. Medium-sized companies 
could be particularly hard hit if there is a 
sudden downturn in economic activity. 

u Doug Tsuruoka 





Bombay stockmarket: bullish assessment. 


this scrip carry a premium of nearly 30%. 
Overall, the initial assessment has been 
a bullish one — though as well as winners, 
there are some clear losers. Generally, the 
latter are producers with a high import con- 
tent or a low percentage of sales to foreign 
hard-currency markets. 
Computer-hardware manufacturers such 
as Hindustan Computers which have an 
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Export-led textile Industries gain from rupee devaluation. 


import content as high as 70%, will be very 
hard hit. Exports are fairly small, and 
mostly confined to the Soviet Union and 
other rupee-trade areas. Similarly affected 
will be companies like Onida and Videocon, 
which assemble consumer luxuries such as 
videocassette recorders and colour TVs. On 
the other hand, those computer firms with 
a bigger footing in software, such as Bom- 
bay’s Tata Unisys or Bangalore’s Digital 
Electronics, will fare much better. 

The clear winners will be commodity ex- 
porters. Tata Tea and other big exporters of 
the brew are market favourites — likewise 
cotton-yarn exporters such as Eurotex, Indo 
Count, Ginni Filament and Mahavir Spin- 
ning. 

In the textile area, Century Textiles & In- 
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dustries (which derives 13% of sales over- 
seas) is being marked up. Sesa Goa, which 
exports 3 million tonnes of iron ore a year 
(over 50% of sales), will do well out of exim 
scrips earned. Shipping companies such as 
Great Eastern Shipping are seen as natur- 
ally hedged against devaluation. 

The tourism sector will depend on for- 
eign perceptions of internal security, and is 
clearly a target area for the government. An 
outstanding investment in this sector is In- 
dian Hotels, which has the highest percen- 
tage of foreign-exchange earnings of all 
India's major companies (6476 of revenue in 
the year ended in March). 

There are some sectors where the news 
is mixed. The big steel producers export 
comparatively little, and import a rising 
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WHERE TO PUT YOUR MONEY 


percentage of high-quality coking coal. In 
addition, domestic coal prices are likely to 
be raised soon. But a lifting of domestic 
price controls is widely expected, and the 
market is thus marking up industry leader 
Tata Iron & Steel. 

The mini-steel mills — which melt 
down imported scrap — are in a financial 
bind, but sponge-iron producers such as 
Essar Gujarat which use domestic iron ore 
and natural gas are sitting pretty. Phar- 
maceutical companies could also benefit 
from freer domestic pricing, but as most of 
their exports are to the Soviet Union, they 
reap little from the exim-scrip market. 

Petrochemical stocks are seen as good 
pros to the extent that they rely on 
domestic feedstock. National Organic 
Chemical Industries is one such company. 
If state-owned Indian Petrochemicals is par- 
tially privatised, as is widely mooted, it 
would be another attractive prospect. 

Reliance Industries, whose erratic per- 
formance but long-term share-price ap- 
preciation has sometimes seemed like the 
Indian rope trick, will suffer in the short- 
term from the new trade system. Its listed 
subsidiary Reliance Petrochemicals has just 
started production using imported ethy- 
lene, and the parent company is still a 
couple of years away from getting its 
nearby gas cracker into operation to pro- 
vide substitutes for the imports. 

However, the group now has friends 
back in government in New Delhi and may 
find other compensations such as cuts in 
customs duty. Regarded as too political and 
as being manipulated by the foreign funds 
up to now, Reliance could be a zi 
medium-term punt. 








Alternative attractions 


MOST SERIOUS RESEARCH BY Thai brokers ig- 
nores companies with a market capitalisa- 
tion of less than Baht 1 billion (US$40 mil- 


prices that could cause palpitations among 


the faint-hearted. 


Harry Benson of Smith New Court re- 


which is capitalised at Baht 500 million, 
trades at about nine times prospective 
earnings. 

Smith New Court suggests that inves- 
tors consider companies diversified across 
local and export markets, in distribution 
and manufacturing. Noodle-producer 
President Rice is considered a speculative 
play. Benson puts the firm's prospective 


lion), yet they account for nearly half the 
counters on the Stock Exchange of Thai- 
land (SET). The brokers' big institutional 
customers concentrate on the more liquid 
shares of the larger companies. 

But that leaves some tempting oppor- 
tunities for other investors. Many of the 
small companies have solid niches in 
growing industries, and their share prices 
have performed well recently. 

Admittedly, some are new to public 
scrutiny and some have already shown 
themselves more adroit at presentation 
than performance. Also, their size makes 
their share prices the frequent targets of 
calculated rumour-spreading. This pro- 
duces sharp, short-term moves in their 


commends small-cap stocks exposed to 
the strong local consumer market. Al- 
though domestic consumption growth 
will slow this year, some firms will con- 
tinue to do well. Boutique New City, for 
instance, sells garments to the growing 
Thai middle class. The company has a 
market capitalisation of only Baht 280 mil- 
lion, but at its early July price of Baht 48 
it is trading at a prospective price-earnings 
(p/e) ratio of 7.7. 

Benson also recommends Textile Pre- 
stige Corp., like Boutique New City a part 
of the large Saha Pathanapibul group. 
Textile Prestige makes the components for 
brassieres assembled by Thai Wacoal Co. 
The market is strong, and Textile Prestige, 
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earnings multiple at an attractive eight 
times, but adds that the company is vul- 
nerable to see-saws in the price of low- 
trade rice, its raw materials. President Rice 
is strong in the local market and is export- 
ing to Hongkong and Singapore. 

David Gambrill of Peregrine Securities 
also recommends companies diversified 
across several industries, on both the dis- 
tribution and manufacturing side. Minor 
Corp., for example, is reasonably well 
placed in the local consumer market with 
numerous brands of cosmetics and 
clothes, including the recently acquired 
franchises of Esprit and Benetton. 

Minor, controlled by a long-time for- 
eign resident of Thailand, Bill Heinecke, 
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By Julian Baum in Taipei 


MAJOR JAPANESE BANK last month 

went looking for a place to park 

US$50 million in New Taiwan dol- 
lars. It regarded the equities market as an 
unreliable short-term bet, and so asked a 
Taiwan bills finance company for a one- 
month purchase of government bonds. But 
the bills company was short of bonds and 
could not accommodate the buyer. 

This scarcity of government bonds will 
soon come to an end, allowing more local 
and foreign investors to take advantage of 
what bankers say are highly desirable sec- 
urities. During the fiscal year beginning 1 
- July, the government plans to issue bonds 
worth more than NT$310 billion (US$11.5 
billion) to finance a budget deficit resulting 
from its massive six-year development 
plan. 

This issue will more than double the 
amount of government bonds now out- 
standing. It will be the first tranche of what 
are expected to be even larger issues during 
the next five years, despite a previous aver- 
sion to deficit financing by the post-1949 
Taiwan Government. 

Until recently, most government paper 
was held in the vaults of state-run banks as 
a form of cash reserves. But the new issues 
will force the expansion of a secondary 
market now limited to a handful of dealers, 
a few corporations, investment trust com- 


also manufactures vehicle parts and 
sports equipment, specifically golf clubs, 
mostly for export. Gambril puts Minor 
at a prospective p/e of about 10 times for 
1991. 

First Asia Securities suggests that in- 
vestors take a look at newly listed Sawang 
Export, one of the country's largest trad- 
ers of gemstones. This is one of the mar- 
ket’s three plays on the gems and jewel- 
lery industry, Thailand's second- 
largest export sector. Sawang 
trades rubies and sapphires, and 
its subsidiary Sawang Jewellery 
Manufacturing produces platinum 
pieces for export to Japan. 

. Sawang recently came to the 
market to raise money for expan- 
sion into gem cutting and to set 
up a joint venture with a German 
. firm to produce jewellery for ex- 
port. This should bring it more 
. value added to its trading busi- 
ness. First Asia puts its prospec- 

tive p/e at 13 for this year and 9.5 
for 1992. 
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aper chase 


Bonds bonanza 


panies and wealthy businessmen. 

For foreign investors with access to local 
currency, the high yields offer what one 
bond dealer described as a currency 
speculators dream. The coupon on five- 
year bonds is set at 9.5% and on seven-year 
bonds at 9.75%. Short-term purchases of 
10-day to three-month paper can yield an 
annualised 8-8.5%. Compared with short- 
term US-dollar interest rates, these yields 
offer a premium of more than 3% 

In allowing local rates to remain so 
much higher than their overseas equiva- 
lents, the central bank appears to welcome 


The Thai real-estate sector looks un- 
promising for the next few years, but one 
small company should continue to do well 
in its niche market. Thai Factory Develop- 
ment (TFD) has a strong record in building 
factories and in helping to develop indus- 
trial estates. According to Chin Tung Re- 
search, sales of land-cum-factories account 
for 47% of the firm’s earnings; sales of 
land another 38%. 


Thinking small 
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tory units in established industrial estates, 
including a project with Japan's Marubeni 
Corp. The flatted factories are. leased, 
rather than sold, and provide a steady in- 
come stream. 


earnings per share at Baht 6.7, giving it ` 
a p/e of 12. The price has come off nearly 
50% since it soared to Baht 153 after 





the prospect of “hot money 
country. es 
Taipei's market makers inc 

dealers at integrated bro 
few banks and trust compar 












the small bond : m 
participation in or 
barrassing lack of int 
The announcem 
bond specialists who 
could blow a hole in th 
on internal. remittances an 
local interest rates, coul 
currency speculators: uer 
Some bond dealers say that Hon 
and Japanese investors have circumv 
the remittance limits by pooling re : 
in accounts held by a nominee, but itis un- © 
likely that big institutional investors would | 
be willing to go to such trouble. The remit- 
tance rule will have to be modified if the 
government is seriously interested in wider 
foreign participation. The Finance Ministry : 
is also considering reforming bond issuance. 
procedures by opening up primary market 
access to dealers and using an auction sys- 
tem for future sales. | E 
Interest on bonds is taxable in Taiwan, 
but there is is no transaction tax, as there is 
for shares. But an archaic system of early 
partial redemptions makes the yields dif- 
ficult to compare. On a five-year bond, for 
instance, part of the principal is paid back 
in each of the past four years so that the - 
government is not obliged to redeem the 
entire bond at once. A simplification of 
these and other aspects of the market is 
planned to improve liquidity. n 





To diversify, TFD is building flatted fac- 


Chin Tung estimates the company" s 















its May listing, and now reflects 
solid fundamentals. — > 
Brokers Jardine Fleming’ hana- 
kom points out that there are bar- 
gains to be found among some of 
the smaller baht-denominated 
unit trusts. The Sub Thawee 2 
fund, valued by the market at 
Baht 600 million, is trading at a 
30% discount to its net asset 
value. Its sister, the Thanaphum 
fund, valued at Baht 860 million, 
trades at a 24% discount. Both are 
liquid and respectably managed 
by the Mutual Fund Co. 
m Paul Handley 
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HAVE A ‘PACIFIC-ASIA SPECTACULAR’ HOLIDAY WITH INTER-CONTINENTAL HOTELS! 





Planning a vacation? Inter-Continental hotels have a special ‘Pacific-Asia Spectacular’ in store for you. Between May 
15 and August 31, enjoy attractive holiday rates at eleven exciting destinations that offer luxurious rooms, fine dining and 
incomparable service. You'll welcome thoughtful touches like late check-out, a fruit basket and a memento of your stay. 
Call your nearest Inter-Continental hotel, sales office or your travel agent for details today. 


HOTEL US$ PER USS PER | USS PER 
" SINGLE SINGLE | DOUBLE 


BANGKOK : Siam InterContinental | 10€ 110 
BOMBAY : Taj Mahal InterContinental 


MANILA : [nter-Continental 





* All rates are quoted in US. dollars and are subject to tax and service charge. Rates effective May 15 through August 31, 1991, and suby«t to availability and advance reservations. Not available to group 


T 
INTERCONTINENTAL 
HOTELS 


With more than 100 hotels worldwide. 


FOR RESERVATIONS, CONTACT YOUR TRAVEL AGENT OR CALL YOUR LOCAL INTERCONTINENTAL / FORUM HOTEL OR WORLDWIDE RESERVATION OFFICE 
BANGKOK INTERCONTINENTAL - 66) 25041885 JAKARTA BOROBUDUR : $221) 37-333 SHENZHEN FORUM HOTEL - 88/755) 236333 AUCKLAND : 649) 391 443 

BOMBAY TA] MAHAL : 9102) X2-3e MANILA INTERCONTINENTAL : 632) 815-9711 SYDNEY INTERCONTINENTAL : 61(2) 23041200 HONG KONG : 852 8270000 

COLOMBO INTERCONTINENTAL - 9&1) 421-21 NEW DELHI TAJ PALACE : 91(11) 3014404 TOKYO KEK) PLAZA : 8200 394440111 SINGAPORE : 45 26-282 

DAVAO INSULAR : 6382) 760-91 SEOUL INTERCONTINENTAL : Q2) 535-5656 SYDNEY : 006-221-335 (TOLL FREE), OR 232-1198 


TOKYO: 0120455455 (TOLL FREE 
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AVIATION 


Asian carriers look to era of fewer flying restrictions 





By Michael Westlake in Hongkong 


sian airlines may be allowed great- 

er access to the world’s most lucra- 

tive routes if proposals now being 

mooted are implemented. Also, 
intensified competition among airlines 
could see cheaper air fares for Asian travel- 
lers. 

Dramatic changes are on the way for the 
air-service agreements (ASAs) that govern 
how airlines operate international flights. 
Although notionally bilateral, these agree- 
ments have resulted in imbalances. For in- 
stance, US carriers fly into Bangkok 30 
times a week, while Thai International has 
four flights into the US. Bangkok has re- 
fused to renew its agreement with Wash- 
ington, and since last year existing 
schedules have been maintained 
under an emergency clause in the 
original ASA. 

But though the objective of the 
suggested changes in the ASAs is ul- 
timately the globalisation of the air- 
line industry, at present there is no 
consensus on how or when such an 
overhaul should be introduced. 

Until now the rush towards 
liberalisation has been led by the US 
through deregulation of its domestic 
air routes in 1978. But US carriers' re- 
cent poor trading results and con- 
flicting interests between US reg- 
ulators and defence officials may 
lead Washington to take a more cau- 
tious approach. 

Several factors are accelerating 
the need for change. The first is the 
effects of liberalisation on the airlines so far, 
in terms of concentration of the industry 
because of mergers and bankruptcies, prin- 
cipally in the US. Second, there has been 
a proliferation of inter-airline marketing 
agreements and small cross-investments. 
Most of these have been between European 
and US airlines, though some have in- 
volved Asian and US carriers. 

Third, European and other airlines have 
made major investments in US carriers, 
with the official limits on foreign acquisition 
of non-voting equity being lowered recent- 
ly. Fourth, trans-Pacific services may be al- 
lowed to use Soviet airspace, extending the 
range of ultra-long-haul flights — for in- 
stance, making possible a non-stop Hong- 
kong-New York flight — and cutting down 
the need for interim stops. 


There is, however, a time limit for part 
of the process: from 1 January 1993, the 12 
members of the European Community are 
to have a single Europe-wide aviation mar- 
ket. This is intended to involve the scrap- 
ping of what are at present rigid nationality 
requirements for airlines, in favour of 
negotiating as an economic bloc for routes 
outside the EC. 

Ironically, because of the timing of ASA 
talks between the US and Hongkong this 
month, Hongkong is in effect acting as 
Europe's point-man. 

Among other issues, the territory's 
negotiators are trying to persuade the US to 
switch from requiring majority ownership 
of an airline by a country's nationals to 
adoption of a "principal place of business" 
system of establishing nationality. The terri- 





Negotiations are underway over Cathay's US routes. 


tory's main carrier, Cathay Pacific, is major- 
ity owned by the Swire group and is 
governed by British ASAs. 

This would match bilateral agreements 
already signed between Hongkong and 
various countries, including the EC's the 
Netherlands, Germany and France, as the 
colony extricates itself from British ASAs in 
the run-up to 1997 and the transfer of 
sovereignty to Peking. 

Without this change by the US, in 
theory first Hongkong and then the EC — 
and ultimately the rest of Europe — will 
disappear from US airlines’ route-maps. 
Given the reciprocity supposedly involved 
in most ASAs, the US would also disappear 
from the maps of EC and Hongkong air- 
lines. 

As things stand, the major victims 
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Opening up the skies 


would be the US airlines, because the 
number of their services to and/or beyond 
each country involved far outweighs the re- 
ciprocal services run by the airlines of any 
individual foreign country. 

And though such an attitude might be 
counter-productive, there are feelings in the 
EC and in Asia that US airlines have had 
too much of a good thing for too long with 
regard to ASAs. 

The present bilateral system of ASAs 
sprang from the Chicago Convention of 
1944, when most of the world's aviation 
regulators tried — and failed — to produce 
a multilateral agreement within which air- 
lines could develop. The Chicago gathering 
resulted in an agreement to create the UN 
specialist body, the International Civil Avia- 
tion Organisation, which set up the 
framework for the regulation of the 
post-World War II civil aviation. 

But commercial agreements on 
air services were left to nations 
to sort out between themselves 
and their airlines. Traffic rights 
between and beyond points, capa- 
city and frequency and pricing 
were issues to be jointly and/or 
separately determined, though the 
trend in recent years has been to de- 
control pricing, capacity and fre- 
quency. 

Opportunities grabbed in this 
period by the US — which was in a 
particularly strong negotiating posi- 
tion because its airlines were un- 
touched by war — have in large 
measure been  "grandfathered" 
through to the present day. Japan 
presents an extreme case. Tokyo first 
signed an ASA with the US in 1952 while 
Japan Airlines, though born in 1951, had no 
international services until 1954. 

The result today is that Tokyo is a major 
offshore hub for US carriers — principally 
United Airlines, Northwest and Delta, and 
to a lesser extent, American Airlines. This 
has given a huge advantage to the US air- 
lines serving Asia, because until the advent 
of the Boeing 747-400, aircraft did not have 
the range to fly non-stop from the US to the 
rest of Asia. 

One Japanese airline man said: "US car- 
riers are using Japan as a highly profitable 
aircraft-carrier.” This was a major factor in 
Thailand refusing to continue with its US 
ASA from 1990. Washington has refused to 
grant any more rights to Thai International 
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: cause of pressure on airport capacity at 
— Tokyo's Narita, but Thai negotiators feel 
-. that this is a matter for Bangkok and Tokyo 
-oto resolve. 
^ All being well, Narita’s capacity problem 
could be resolved by mid-1994. A confer- 
ence in late August between transport offi- 
cials and farmers to be displaced by Narita's 
second runway may, it is hoped, allow 
< Work on the new runway to proceed. This 
would roughly double Narita's present 
capacity, removing a major bottleneck on 
the expansion plans of Japanese airlines. 

The US-Thai dispute is merely one 
example of the highly polarised arguments 
surrounding US Asas in Asia as well as in 
Europe, with each side usually regarding 
the other as unreasonable. 

Apart from history, geography is also to 
blame. Bilateral ASAs are necessarily ter- 
ritorial in nature, which in turn acts as a 
constraint on the so-called freedoms of the 
air. The most contentious of these is the 
“fifth freedom," which involves rights 
beyond to third countries, and is often the 
subject of intense negotiations because an 
equal exchange can be largely notional. 

For instance, an attitude prevalent in the 
EC is that US airlines have many lucrative 
"fifth freedoms" within Europe, while the 
US can offer beyond rights only to Canada, 
Latin America and Asia. 

Opening up new gateways in the US is 
all very well in theory, but the US carriers’ 
huge domestic networks provide an excel- 
lent feed to their own overseas flights, leav- 
ing EC or other foreign carriers with only 
local markets to be developed. 

But as is common practice, cabotage — 
service between domestic destinations — is 
reserved for the home country's airlines as 
a matter of US law. Otherwise, extending 
foreign airlines' service beyond designated 
gateway points would be a matter for ASA 
talks. 


The concept of nationality, as enshrined 
in bilaterals in one form or another, is in it- 
self a barrier to the industry's globalisation. 
Much of this stems from airlines, whether 
government-owned or not, being regarded 
as potential national defence assets. Several 
US carriers, for instance, receive govern- 
ment funding to keep cargo-capable aircraft 
as part of the US Civil Reserve Air Fleet, 

which was used to move materiel during 
i the Gulf War. 
- Nationality, as enshrined by US law, 
} also prevents foreign carriers from holding 
more than 25% of a US airline’s voting 
i E stock, though up to 49% of non-voting 
equity can be held. The non-voting limit 
was raised in recognition of the fact that 
most major US airlines are economically on 
-their knees at present. 
_ Airlines such as Australia’s Ansett, the 
. Netherlands’ KLM, Scandinavian Airlines 
System and Japan Airlines have invested 
directly in US carriers. There have also been 








25 JULY 1991 


ond Tokyo. The US said this was be- 


share-swaps between the US’ Delta Air- 
lines, Swissair and Singapore Airlines, plus 
marketing agreements between many car- 
riers. A form of globalisation is therefore 
already happening, albeit slowly and con- 
strained by regulatory caution. 

In itself, this means a distortion of the 
potential benefits specified in many bila- 
teral ASAs, because instead of the recipro- 
city envisaged in them, other parties also 
now become beneficiaries. But how the sys- 
tem can be changed to everyone’s potential 
benefit is still open to debate. At present, 
the EC is discussing how to negotiate as a 
bloc rather than what to negotiate about, 
because not all EC members are ready to 
hand over control of Asas or other 
sovereign matters to Eurocrats in Brussels. 


added concern that, should. the 
“Fortress Europe” approach to 
will have its own negative impact on 
access to EC destinations. 
In January, senior US and EC. offi 
held their first discussions about aviati 
rights among other matters — in e 
talking about future talks. When US-EC ne- 
gotiations take place, they will set the style 
for a new generation of civil-aviation re- 
lationships worldwide. Y 
Whether these relationships take the 
process of liberalisation beyond the limits 
imposed by bilaterals remains to be seen 
But with only 17 months to go before the 
EC turns itself into a cabotage area, negotia- 
tions need to be sooner rather than later. w= 



















COMPANIES 


Japanese food giant suffers indigestion 


smaller helpings 








By Louise do Rosario in ioin Tokyo —— 
, jinomoto, Japan's kin s king g of food, has 








fallen on hard times. At home, the 

growth of its traditional businesses 
has stagnated, while new ones face intense 
competition and rising costs. Overseas, it is 
threatened by aggressive South Korean ri- 
vals in sectors where it had grown used to 
unchallenged leadership. 

The Tokyo-based conglomerate, known 
throughout Southeast Asia for its flavour- 
enhancing monosodium glutamate (MSG), 
is a leading producer of amino acids. Itis 
also building a growing stake in processed 


foods, including well-known US and Euro- 


pean brands produced overseas under li- 
cence or dd joint ventures. But success has 


Changing shape ^ EOS 
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brought problems of its own. — 
To maintain its leading position, ae 
Ajinomoto has been forced to. shave profit _ 
on food products in order to keep — 
its share of the Japanese market. Critics, P 
meanwhile, say that it is suffering indiges- — 
tion after expanding into areas which in- _ 
clude non-food sectors such as chemicals ^ 
and pharmaceuticals. Vu 
“It wants to be as big as Nestle and 
Philip Morris eventually, but it lacks a focus __ 
in its diversification,” one analyst says.  . 
Others charge that the group has over | 
stretched itself by buying or setting up too vx 
many new companies too quickly. P 
Pressed on all sides, Ajinomoto has seen __ 
its parent-company operating profit slide. 
for the past six years. Its latest results were 
the worst in at least a decade: unconsoli- 
dated operating profit for the year to 31 
March were ¥13.1 billion (US$95 million), a. 
fall of 26% from fiscal 1989. 
The decline, sustained despite a con- 
tinued rise in sales, pushed the parent- 
company contribution to group results to 
below 70%, reflecting Ajinomoto’s attempts 
to absorb rising costs without raising prices. 
Group operating profit, which include 
most of Ajinomoto's domestic subsidiaries 
but only some of its overseas operations 
fell 20% to ¥19.8 billion. Group sales rose 
6.3% to ¥541.8 billion. The unconsolidated 
overseas operations, spread throughout 
Asia, and as far afield as the US, Brazil and 
Europe, are generally profitable, accordin 
to brokers. | 
Like most Japanese companies with 
sizeable financial investments, Ajinomoto 
was able to rescue its recurring profit — the 
principal Japanese barometer of corporate 
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performance — by including substantial in- 
come from royalties, dividends and trading 
of securities. As a result, parent-company 
recurring income fell only 14% to 29.1 bil- 
lion, with investment income contributing 
55%, up from 24% a decade ago. 

The company remains cash-rich despite 
the bearish stockmarket because of the 
¥194.8 billion worth of corporate bonds it 
has floated since April 1989. Its short-term 
borrowings are a mere ¥34 billion, while 
its other long-term borrowings are negli- 
gible. 

Analysts expect Ajinomoto's results to 
improve slightly in the next two years, as 
international prices for certain amino acids 
pick up. The company would also benefit 
from lower raw-material costs if the yen re- 
traces some of its recent weakness. 

Ajinomoto's problems are not unique: 
Japan's long-protected food industry is 
under intense pressure to rationalise its 
high-cost production as the domestic mar- 
ket opens up to cheaper imports. Meat pac- 
kers, dairy-product companies and confec- 
tioners were among the first to be hit. 

As a general-foods producer, Ajino- 
moto, is feeling the pinch in categories such 
as soup, coffee and frozen food. Its profit 
margin on food sales has dropped to 2.6% 
— doser to the industry norm — from 
around 3-4% for much of the 1980s. Al- 
though Ajinomoto has no direct rival in 
terms of size or business mix, it cannot af- 
ford to pass its rising expenses on to con- 
sumers for fear of losing market share to 
Japan's thousands of smaller food makers. 

Other Japanese manufacturers have 
beaten rising costs by sourcing inputs from 
overseas factories. But food makers are 
largely denied this advantage because of 
Japan's high tariffs on food imports. 
Ajinomoto's overseas production, in any 
case, has been mainly in amino acids. 

To try to offset the razor-thin profit mar- 
gins of the food business, Ajinomoto is 
moving into high-margin, fast-growing sec- 
tors such as pharmaceuticals, beverages 
and meat processing. Last year, it spent 
¥20 billion on acquiring 20% of Calpis Food 
Industry, a long-established but ailing Ja- 
panese beverage producer. It also bought 
2.5% of Prima Meat Packers, another Ja- 
panese company, for ¥4-5 billion. 

In the 1960s, seasonings accounted for 
over half of Ajinomoto's sales; today, the 
share is 20%. Processed food has the lion's 
share, at 46%. 

Demand for seasonings and amino 
acids has stagnated as Japan's population 
growth slows. Japan's per-capita consump- 
tion of MSG has remained at 750-755 gm a 
year since the late 1980s. The wholesale 
price of MSG has meanwhile dropped to 
1360-480 a kg from ¥620-780 in 1983. 

At the same time, processed food has 
become a fast-growing sector because of 
Japan's quickening pace of life and the ris- 
ing number of women who work, accord- 


ing to W. I. Carr food analyst Jesus Isidoro 
Duarte. Frozen food, instant coffee, micro- 
wavable packaged food and canned drinks 
are among Ajinomoto's hit products. 

Ajinomoto also faces coming Asian ri- 
vals, of which South Korea's MiWon is the 
fiercest. In Indonesia, for example, 
Ajinomoto used to dominate the MSG mar- 
ket. Today, a joint Indonesian-Singaporean 
venture produces as much as Ajinomoto, 
while MiWon is a close third. 

MiWon also competes with Ajinomoto 
in producing lysine, a high-margin amino 
acid. The aggressive entry of MiWon into 
the market brought lysine prices down by 
as much as 40% last year, says Shuichi 
Shibanuma, an analyst at Morgan Stanley. 
Ajinomoto, which accounts for half of the 
world’s lysine production, lost at least ¥2 
billion last year because of the price col- 
lapse, Shibanuma says. 


INDUSTRY 


Ajinomoto has responded by “globalis- 
ing” further its overseas network of over 70 
subsidiaries to achieve efficiencies of scale. 

Its first European acquisition was of 
Omnichem Belgium, a chemical firm, in 
1989. In April this year, Ajinomoto also 
bought 75% of British-based Forum (Hold- 
ings), which sells and distributes phar- 
maceuticals, food and feed products. In the 
same month, Ajinomoto also set up a fac- 
tory in lowa to produce up to 20,000 tonnes 
annually of all kinds of amino acids. 

The emphasis of Ajinomoto’s expansion 
in Asia has been on frozen food, the sector 
seen as having the most potential in a fast- 
developing region. In November 1989, 
it set up a NT$200 million joint venture in 
Taiwan to produce and market Western- 
style frozen foods. And in December 1990, 
it formed a frozen-food manufacturing and 
sales subsidiary in Thailand. a 


World's their oyster 


French Polynesia's annual harvest of 
black cultured pearls is having some 
success in balancing the South Pacific's 
most wildly imbalanced economy. Ac- 
cording to conservative estimates, the 
harvest last year earned US$35 million, 
accounting for almost 35% of all foreign 
receipts. Three years ago, the industry 
took in only US$3-4 million. 

Until the first pearl farms began pro- 
duction in 1978, tourism was virtually 
the sole earner of foreign currency. 
France, however, pours about US$1 bil- 
lion a year in aid and military spending 
into the protectorate of 194,000 inhabit- 
ants. Imports last year totalled US$900 
million. 

Martin Temehameharii Coeroli, di- 
rector of a quasi-government agency re- 
sponsible for developing the pearl in- 
dustry, estimates that production will 
have doubled by 1995. Last year, hun- 
dreds of small, and a few large, farms in 
the lagoons of the Tuamotu and Society 
Islands yielded 600 kg of pearls, equiva- 
lent to about 360,000 individual gems. 

Gaston Flosse, president of French 
Polynesia's territorial government since 
March, foresees hundreds more small- 
holder farms being established in the 
territory, especially now that tourism 
income is sagging. A cultured pearl 
reaches marketable size about three 
years after the insertion of a mother-of- 
pearl bead into a black-lipped pearl oys- 
ter. 

Tahiti has the black pearl market 
virtually to itself in the South Pacific, 
apart from natural-pearl farms estab- 
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Bumper harvest of black pearls. 


lished three years ago in the neighbour- 
ing Cook Islands and a small operation 
in Fiji. 

At the annual auction in Papeete, 
held every October, Japanese buyers 
traditionally take about 60% of the har- 
vest, with US and Swiss representatives 
also keen bidders. Most of the pearls 
bought by the Japanese end up in their 
home market. 


The strategy of the territory's govern- 
ment is to develop the European market 
rather than risk an over-reliance on Ja- 
panese buyers. But such a shift in em- 
phasis will require a marketing thrust: 
Europeans are not familiar with the cul- 


tured black pearl, only with pearls dyed 
black with chemicals or through gam- 
ma-ray treatment. @ Robert Keith-Reid 
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(By Murray H Hiebert in Hanoi 


^X oreign 1 bankers in Vietnam have 
AF reacted cautiously to a government 
. JK&. decree allowing them to apply to 
— offer full banking services in the country. 
An official at one of the seven foreign-bank 
representative offices in Vietnam says the 
decree left too many uncertainties: "It's an 
incentive to discuss further, but we can't 
make a decision without more answers." 
Another, however, describes it as a "very 
good law." 
_. The major uncertainty is over whether 
foreign banks will be able to deal in local 
„currency. The State Bank of Vietnam has 
been empowered to rule on whether for- 
eign banks will be allowed to accept de- 
posits and make loans in both Vietnamese 
dong and hard currency 
“For the time being, we'll limit the dong 

activities of foreign banks," says Le Van 
Chau, the deputy governor of the state 
bank. "In the longer term — when the Viet- 
namese banking system has improved — 
foreign banks will be allowed [to participate 
in] all activities in Vietnamese currency." 
"^i This restriction could dampen the en- 

thusiasm of some foreign banks. "We're 
not interested in an agreement like the one 
given Indovina," a foreign banker says, re- 
ferring to the 50:50 joint venture between 
Bank Summa of Indonesia and. Vietnam' S 






Industrial and Commercial X. Indo- 
vina's licence limits the ban oreign-cur- 
rency operations and | ine ndng ferien 


trade activity. : 

The decree, facie in «id Jone): set a 
minimum. capital requirement of US$15 
million for foreign bank branches and 
US$10 million for joint ventures established 
by foreign banks and Vietnamese partners. 
Many other countries in the region have no 
minimum capital requirement. One that 
does, Taiwan, requires a capital base of 
E US$3 million. 

"Banks expect a 15-20% return on their 
investment," a foreign banker says. "This 
will be hard to get in Vietnam if we have to 
put US$15 million up front." 

... Vietnamese economists hope foreign 
~~ banks operating in the country will attract 
. more foreign investors and help pull the 
- country out of its economic crisis. A series 
of reforms was introduced three years ago 
— to revamp the country's banking system. 

- Many Vietnamese still do not trust the 
- financial sector, particularly since hundreds 
of unregulated credit cooperatives collaps- 
eda year ago. The economic activity which 
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-striped pioneers 
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has resulted from the ruling communist 
party's five-year reform programme is con- 
centrated in the private sector, which still 
avoids dealing with banks. 

Chau says the state bank hopes by the 
end of July to complete detailed regulations 
to accompany the mid-June decree. Foreign 
banks may be permitted to reach their pre- 
scribed capital level in several instalments, 
rather than have to be fully paid up before 
the bank is allowed to open. 

The new foreign banking decree leaves 
many other questions unanswered. For 
example, it does not mention the tax to 
be levied on the profits of foreign bank 
branches, though foreign bankers expect 
that it will be around the 25% level set by 
the country's foreign-investment code. The 
decree also does not spell out if the 
branches will be charged the 3% turnover 
tax other businesses are expected to pay. 

Also, interest rates charged and paid by 
foreign banks will have to follow those of 


COMPANIES 


Nylex 
knocked 


One of Australias largest industrial 
companies, BTR Nylex, has lost its al- 
lure among investors following the de- 
parture of several executives and ru- 
mours of strains in top management. 

BIR Nylex was one of the most 
rapidly expanding companies in Austra- 
lia in the 1980s. But analysts are now 
questioning whether it can continue its 
strong performance. The company, 
which is the second largest in Australia 
in terms of market capitalisation, is in- 
volved in a wide range of manufactur- 
ing operations that stretch to Asia. 

Melbourne-based BTR Nylex was 
dominated by its chairman, Alan 
Jackson, from 1987 to 1990, when 
Jackson was appointed chief executive 
and managing director of BTR Nylex's 
parent company, London-based BTR. 
Seven months into the job, the executive 
now in charge of Australian operations, 
Graeme Pearson, has yet to achieve the 
same performance record. 

Making matters worse, BTR Nylex 
has lost its finance director and three of 
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issue its first licences by 
At least seven foreign. 
applied to open branch 
ters of intent to the sta 
Australia and New Zeal 
Indian bank. Chau says 
also held discussions with Bank / 

Bangkok Bank, Hongkong & Shanghai S 
Banking Corp. and several banks from . 
Taiwan and Malaysia. 2 


its five divisional heads in the past year. 
Two executives who were also directors | 
— Richard Stone, chief of the com- | 
pany's engineering group, and Barry ^| . 
Jackson, head of its building-products 
group — left the company on 1 July. = 
Pearson denies suggestions that the | 
company has any management prob- | - 
lems and says the executives resigned —. 
for personal reasons. But the press has. | . 
reported that Jackson, who continues as | 
chairman of BTR Nylex in addition to 
his role at the parent, is keeping a tight 
hold on the Australian subsidiary. 
Meanwhile, BTR  Nylexs stock, 
which was one of the top performers in 
Australia throughout most of the past |- 
decade, is sliding. Its share price was | 
A$2.90 (US$2.20) on 12 July, down from . 
a high of A$3.5 in April. | 
BIR Nylex's shareholders were dis- 
appointed to learn at the May annual | 
meeting that the company's earnings in — 
the first four months of this year were - 
“measurably short" of those achieved a 
year earlier. Consequently, analysts. 
downgraded their net-income forecasts 
for the current year to about A$430 mil- 
lion from A$480 million. : 
At the meeting, Jackson told share- - 
holders that the company's operations - 
in Southeast Asia and Japan were the — 
only bright spots on the immediate hori- 
zon. m Glenda Korporaal 
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' Nigel Holloway in Hongkong, Anthony 
Rowley in Tokyo, Shada Islam in Brussels 
ind Michael Vatikiotis in Kuala Lumpur 


me nnnm sni n a aa ae eremo ma rere t PH dene m cre T Mr mi tom at jars raa a i i ee APP A E 


==} With cracks appearing in the 
: world trading system, Asean's 
2 foreign ministers were consid- 
| ering, at their annual confer- 
ence in Kuala Lumpur begin- 
= ning on 19 July, whether East 
^ Asia should set up its own 
im ade mm The establishment of such a 
grouping would be an important step to- 
-Wards a three-bloc world: one for Europe, 
„another for North America and a third for 
- Asia. 

_ An announcement to consider the mat- 
_ fer at a higher level would be interpreted as 
a signal that Asean, at least, feels it might 
... need an insurance policy against the possi- 
.  bility of a break-up of the world trading net- 
work, established in 1947 under the au- 
|. spices of the Gatt. 

|o Once the ball was rolling, it would not 
|... Stop at Asean. A green light in Kuala Lum- 
... pur could tip the balance in Asia's largest 
, economy — Japan — in favour of forming 
some kind of trade grouping with Tokyo at 
_ the head. If the fence-sitter jumped in, it 
| would be almost impossible for other puta- 
_ tive members of the club — South Korea, 
Taiwan, Hongkong and China — to avoid 
_ following suit. Thus would begin the East 
_ Asian Economic Grouping (EAEG), the 





brainchild of Malaysian Prime Minister 
Datuk Seri Mahathir Mohamad, the host at 
the Kuala Lumpur meeting. 

The prospect may seem fanciful, but it 
appeared a great deal more so in De- 
cember, when Mahathir first espoused the 
notion within hours of the breakdown of 
Gatt talks in Brussels which were meant to 
condude the Uruguay Round of global 
trade negotiations. New fissures have ap- 
peared since then. A war which alienated 
much of Asia from the West has been 
fought in the Gulf. The US and Canada 
have embarked on negotiations with 
Mexico which could lead to the establish- 
ment of a North American Free Trade 
Agreement (Nafta) within a year. And by 
the end of 1992, the EC is due to have com- 
pleted its move to a single market. 

These events fill Asians with enormous 
unease. Japan, the Nics, Asean and (lat- 
terly) China have been among the main be- 
neficiaries of an open trading system. The 
fear is that their main markets — the US and 
the EC — may be shut in their face. 

The trouble is that the proposed insur- 
ance policy could create precisely the result 
its proponents hope to avoid. And how- 
ever much its members might protest that 
their trade bloc was "different," it would 
scarcely be perceived as such. 

After all, the EC is a customs union, in 
which its members agree to lower their 
tariffs against each other behind a common 


Isian trade grouping at top of region's agenda 
e 0 070 





tariff wall. Nafta is meant to be a free-trade 
area in which the members lower barriers 
against each other without raising them 
against the rest of the world. The latter is 
discriminatory, but less so than the EC. 

Malaysia has not specified what form of 
grouping it would like to see adopted, 
beyond saying that "unnecessary" barriers 
to third countries" imports would not be 
created. But one possibility being consi- 
dered is that any trade-enhancing measures 
adopted by members could be used to ad- 
vantage by non-members as well. 

The formation of such a grouping can be 
expected to be greeted differently, depend- 
ing upon the vantage point. Emboldened 
by the prospect of eventually enlarging the 
EC beyond its current membership of 12 
countries, there are many in Brussels who 
regard the coalescence of trade blocs 
around neighbouring countries as a 
"natural" process of evolution. Two trade 
specialists in Brussels, Alexis Jacquemain 
and Andre Sapir, say that if the three such 
blocs cooperated with each other, the mul- 
tilateral system would actually be enforced. 

"Washington would be a lot less happy 
than Brussels about the establishment of 
EAEG, and its response would be consi- 
dered more. closely by Asia than the reac- 

n Europe. The whole of the EC is a 

na «e for East Asian goods than is 
id has provided less investment 
and ioui ~i We accounted for 1596 
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: Defence tactics 


= The overriding interest of the Asia-Pacific region 
=| is to see the maintenance of a global, non-dis- 
== criminatory trading system under the auspices of 
Gatt. Any discussion of regional or sub-regional 
= | groupings must start from that premise. 

© - The Gatt system, for all its imperfections, has 

= served the world very well for 44 years. Trade has 
ed faster than total output, and those with the best trade 
es, almost without exception, have been those with 
GNP growth rates. Most conspicuous among these 
the. ‘market-economy countries of East Asia. Theo- 
f UDINE pata have been. vindicated by experi- 
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answer is a very tentative oes i Thes worst. Way to fight the 
breakdown of the international system i is to promote competing. a 
blocs. That way lies polarisation: However, those who are vic 
tims of bloc developments in. other regions need at least to dis- 10r 
cuss common approaches to maintaining ar Lo 
they can limit the damage to themselv 35 0 
lowering trade barriers in a nor 
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Eas xports of US$649 billion in 
, while the US bought 30%. 

Ihe Bush administration reckons that 

rere is a trade grouping in place called the 


last Asia's se 


_ Asia-Pacific Economic Cooperation (Apec) 
. forum, established in 1989, consisting of the 
putative members of EAEG, plus the US, 
Canada and Australia, but minus China, 
Taiwan and Hongkong. 

Apec has similar aims to the proposed 
EAEG , but the former’s members are an 
even more diverse bunch than the latter’s. 
What the US tends to skirt around is the 
fact that it has begun talks 
to establish its own free-trade 
area with Mexico. Yet the 
much looser proposal by Ma- 
hathir fills Americans with 
misgivings. It is this apparent 
double standard which irks 
Asia. 

Despite this, it would seem 
that the last country the region 
can afford to annoy is its largest 
trade partner. In 1989, the US 
bought US$94 billion worth of 
developing East Asia's exports, 
while Japan bought US$56 bil- 
lion. Developing East Asia's ex- 
ports (minus China's) to the US 
doubled to US$83.1 billion be- 
tween 1983 and 1989. Their ex- 
ports to Japan grew at the same rate, but 
to only US$49.7 billion. And while the 
ratio of manufactures to total exports rose 
significantly, it was still far below that of 
goods sold to the US. Seen from this per- 
spective, economic integration across the 
Pacific has been as strong as it has within 
East Asia. 

The pattern of Japan's exports is differ- 
ent, though, rising rapidly to the rest of 
East Asia and much more slowly to North 
America. According to Paul Summerville of 
Jardine Fleming in Tokyo, Asia is likely to 


surpass North America as Japan's largest 
market this year, buying US$105 billion 
worth of its goods, more than double the 
amount in 1986. 

A recession in the US is one recent 
reason, but structural factors are at work, 
too, such as a massive increase in demand 
for capital goods from East Asia following 
the wave of Japanese direct investment in 
the region. In Summervilles view, de- 
veloping East Asia's market has reached 
"critical mass" with a combined GNP of 
around US$1 trillion, and will this year pro- 





duce a larger increase in goods and services 
than North America and the EC put to- 
gether. He expects developing East Asia's 
share of Japan's exports to rise to more than 
45% by the end of the decade, from 35% 
today. 

Whether these figures provide sufficient 
comfort for a Japan contemplating member- 
ship of a grouping such as EAEG is another 
matter. Its direct investment in Asia is large 
and growing (a cumulative total of US$47.5 
billion as of March 1991), but it pales in 
comparison with that in the US (US$130.5 






billion) and in Europe (US$59.3 bill 










Japan, however, is not the only cout 
to consider. Taiwan and South Korea have 
seen a dramatic growth in the 
Asean (the latter's rose by ts 
US$5.1 billion in the two y 












ficant investors in the res 
and South Korea is 
soon. And China has b 
p for the rest d 


where they could Fak slicing ee 
their Western trade partners by — 
calling on. EAEG as an insurance - 
policy — — e 
The. answer at the moment E 
and for the next few years is al- : 
most certainly not — in the . 
sense that East- Asia's eco- . 
nomies are too diverse and too 
dependent on the rest of the. 
world to survive without the 
US and Europe. But trade does — 
not usually turn on and off like 
a tap. If there is a slow drift tò 
wards protectionism and the _ 
Gatt crumbles gradually, the trade, aid and 
investment flows within East Asia will 
transform the region into something akin to. 
the EC, without the need for a vast bureau- 
cra 





As Noordin Sopiee of Malaysia's Insti ` 
tute of Strategic and International Studies — 
says, the “process of uninstitutionalised 
economic cooperation and interdepen- 
dence is nothing short of remarkable." . 
Asian governments need only to watch and __ 
wait, while economic integration occurs 
naturally around them. e- 


surplus nations of Northeast Asia with the developing south- 
east. As a concept it reflects, in some ways, the growing impor- 
tance of intra-Asian trade. This trade has expanded partly as a 
result of the liberalisation of import markets in Northeast Asia 
brought about by Western pressure. Such market opening has 
only just begun, and a forum to continue it would be needed if 
others lose effectiveness. But EAEG would be susceptible to Ja- 
panese domination. 
- . sv At the same time, it could exacerbate not only Japan's prob- 
CUM lems i in its relations with Europe and the US, but also those of 
< Other Asian countries with the West. It would, however, come 
into its own if the European and American blocs are increas- 
ingly exclusive or the US singles out Japan as its global eco- 
jomic "enemy." 
EAEG is too large and diverse a region to mimic Nafta or the 
, but in the event of the breakdown of the Gatt system it 
ould be a framework for the re-creating of Gatt-type conditions 
j of non-discriminatory trade and the lowering of barriers within 
_ the EAEG region. At the outset, it should be firmly stated that 
- any trade concessions offered to its members would have to be 



















25 JULY 1991 


FAR EASTERN ECONOMIC REVIEW 


made available to non-members as well, as long as they abided = 
by the Gatt. eo 
Apec, the widest of the three groupings, has three roles. The ` 
first is to encourage the maintenance of open trans-Pacific trade, 
to prevent North America raising barriers against Asian. pro- 
ducts and capital and to encourage the US and Canada to think 
in Pacific, rather than Pan-American, terms. : 
The second is to provide a pressure forum for commodity e ex- 
porters, rich and poor, to help prise open one of the main bar- 
je to Asian trade — the protected food markets of Northeast 
ia. The third is that Apec should become a forum for int ap- | 
d to the EC. E 
Apec and EAEG are limited in their use as they are inten 
to encompass socialist countries which are keen to enga x 
foreign trade but as yet lack the internal market mechan 
do so on a fair and equal basis. 
Asean, EAEG and Apec can only do good if dy reje 
gionalism as an end in itself and concentrate on members’ 
mon interest in maintaining global trade based on comparat? 
advantage. d 






























== developing rapidly, the seem- 
—i ingly inexorable fortification of 
+ the region's most important 
= overseas markets has gener- 
= ated a considerable degree of 
i ' anxiety within the group. But 
Opinions are divided over whether to pre- 
are for the worst and proceed with form- 
g a trade bloc, or to await the out- 
me of the Uruguay Round before 
opting to erect battlements. 
| .. Some believe that Asean's in- 
herent caution and fragile unity 
_ dictate a wait-and-see approach. 
^. Awareness of Asean’s poor track- 
|. record as an economic partnership 
-has made members shy of alterna- 
tives. 
Besides, for many Asean coun- 
. tries, dependence on European 
and North American markets has 
— ruled out a confrontational approach 
5. in the past. Until, that is, Malay- 
«..Sia's prime minister, Datuk Seri Ma- 
— hathir Mohamad, proposed the es- 
_ tablishment of EAEG in December 
1990. 
-— -. What Mahathir originally wanted 
|. was a trade bloc comprising Asean, 
- -its East Asian newly industrialised 

















FRADE 3 


3 For the record, the US con- 
—— tinues to believe in free 
trade — globally, regional- 
ly, bilaterally. But there is 

a growing Asia-phobia in 
3 some circles that is an out- 
CU —-? growth of Japan-phobia, and 
| this is End. to feed US interest in a 
. North. American Free Trade Agreement 
(Nafta) consisting of the US, Canada and 
Mexico. 

As far as Asia is concerned, the US 
Government considers the Asia-Pacific 
(North America, Australasia, as well as 
East Asia) as the appropriate area for re- 
^ gional economic cooperation. Thus, the 
. Apec forum, covering much the same 
countries, is supported. A "sub-regional" 
arrangement, such as EAEG, is frowned 
upon. 





neighbours, plus Japan and China. The 
cool response from Asean partners and 
elsewhere forced Malaysian officials hur- 
riedly to refashion the proposal in less ag- 
gressive terms. 

Nonetheless, Malaysian officials have 
tried to remove all semblance of "blocism" 
in an effort to keep the initiative alive. 
Now, according to Malaysia's minister of 
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a The disappointed idealist 


Part of this dislike stems from the fact 
that the US has not been invited to join 
the proposed grouping. Vice-President 
Dan Quayle has maintained that any such 
arrangement that excludes the US would 
be counterproductive. “We want to be in- 
volved and engaged [in Asia], and there- 
fore we should be included [in EAEG ], " he 
said. One concem in Washington is that 
an EAEG would cut off the US from East 
Asia, opening the possibility that Japan 
would dominate the region. 

Talk of EAEG has galvanised the Bush 
administration's attempts to breathe life 
into Apec. US officials point out that in 
last year’s Apec meeting in Singapore, 
participants called for trade liberalisa- 
tion among members as well as for a suc- 
cessful conclusion of Gatt's Uruguay 
Round. 
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de and industry, », Datuk Seri 
AEG should be seen as a 






e “const tative forum” which is consistent 





‘donesia is. ‘considered the strongest 
ithin Asean. Presi- - 
Suharto was said to be offended by . 
Mahathir's allie to consult him and other. 
Asean leaders before launching the. pro- 
posal. Singapore has described EAEG as "a 
good idea,” but observers point out that the _ 
island republic can ill-afford a difference of © 
view because of its brittle bilateral relation- 
ship with Malaysia. | 

Months of diplomatic maneouvring by 
Malaysian diplomats have failed to forge a 
consensus within Asean. After an early July 
i of an Asean working group on 
EAEG held in Kuala Lumpur, one 
Asean official said: "We are not 
sure, [even] if it is supported by 
Asean, whether the idea will be 
accepted by others, particularly 
Japan." For its part, Japan has put 
off any official decision on the 
grouping until Asean has deter- 
mined its own position. 

One view is that Japan's fears 
about upsetting the. US by joining 
EAEG could well be assuaged if the - 
grouping is anchored, initially at 
least, firmly to the existing Apec pro- 
cess. The US is a member of Apec, 
as is Japan. Apec could thus act as a 
common meeting ground for the in- 
cipient North American and East 
Asian economic groups. 

To this end, officials in Kuala 
Lumpur might be prepared to ac- 
cept relegating EAEG to the status of 
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As yet, Apa does not envisage any 
preferential free-trade arrangement as in 
Nafta, so trade liberalisation would have 
to be carried out on a most-favoured-na- 
tion basis, a senior US official says. 

For its part, Nafta would not become a 
"fortress," officials emphasise. It would : 
not have a common external tariff, nor — 
would its three members speak. with 
one voice in multilateral trade negotia- 
tions. 

One official claims that trade and in- 
vestment “framework” agreements the 
US signed with 10 Latin American coun- 
tries in the past year — in apparent prep- 
aration for free-trade arrangements — are 
nothing more than the understanding the 
US reached with Asean last December. 
A US-Asean free-trade arrangement, 
mooted in Washington in 1983, has gone 
nowhere because Asean countries have 
yet to form a free-trade area among them- 
selves, the official says. 

Some US. Supporters of Nafta, how- 
ever, want to use it to help US firms com- 
pete with Japanese and European rivals 
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within FN Malaysian boris 
Datuk Abdullah Ahmad Badawi 
a group of visiting Japanese MPs re- 
itly that EAEG was not against Apec or 
any country. “We are not ignoring the role 
of Apec,” he insisted. Malaysian ministers 
have continually been forced to explain 
. what EAEG is not. 
^ . The gulf between those in Asean who 
tegard EAEG as an idea whose time has 
~- come, and those who continue to harbour 
- doubts, is unlikely to be bridged. There is 
agreement only on EAEG's likely survival in 
some form. "We surely cannot kill it," said 
a senior Foreign Ministry official whose 
government opposes EAEG. 

Meanwhile, the diplomatic wrangling 
over EAEG has, to some extent, sidetracked 
the 25-year debate over the merits of en- 
hanced economic cooperation in the region. 
Few. now argue with the need for 
strengthened regional cooperation. The 

“conviction stems from fears about the im- 
pact of Nafta and the consolidation of the 

< EC. Added to this are fears that European 

^aid and investment may be diverted to 
Eastern Europe from Asia. 

Opinion seems divided over whether 
Asean should join forces with the rest of 
East Asia or enhance Asean's own collec- 
tive strengths. In the latter respect, there 
are moves by some Asean countries to 
create stronger cooperative mechanisms 
within Asean. 

The Philippines has proposed an Asean 
economic treaty which is now under dis- 
cussion at the official level. Moves are afoot 
to draw up a commitment to sign such a 
treaty at the Asean summit in Singapore in 
a few months' time — or, at the very least, 









_Direct investment 





and would, by implication, limit non- 
members' participation in the growth of 
= Nafta economies. 

^.. Sidney Weintraub, a University of 
Texas economist, says that the US' main 








to agree to the formation of a free-trade area 
as an initial step. Such a legal framework 
would commit Asean more firmly than be- 
fore to a timetable for expanded economic 
cooperation and would provide an impor- 
tant institutional stimulus. “An economic 
treaty would lend glitter to Asean, act like a 
shot in the arm," says a regional economist. 

Thailand and Singapore appear to have 
swung behind the idea of a free-trade area. 
Singapore, in particular, takes the view that 
Asean has much to learn from the Euro- 
pean model. "Like the European single 
market, Asean countries should compete to 
reduce production costs and stimulate eco- 
nomüc activity," Singapore Prime Minis- 
ter Goh Chok Tong said at the end of 
May. 

Others consider it inappropriate for 
Asean to emulate the EC. “What motivates 
Asean to go further afield is the feeling that 
it is not being taken seriously any more,” 
argues Prof. Mohammad Ariff of the Uni- 
versity of Malaya. 

This has led some in the region to look 
to Japan for economic leadership. In view 
of the fact that the proportion of total Japan- 
ese direct investment in Asia is rising, the 
framework for closer interdependence is al- 
ready there, say those favouring a leading 
role for Japan. 

Yet moves to draw Japan into playing a 
“paternalistic” role in the region are likely 
to stumble over outstanding issues such as 
Japan’s reluctance to transfer skills and 
technology to its Asean business partners. 
It could be that the current flurry of interest 
in regional coalescence will evaporate once 
the practical difficulties become obvious. 

€ Michael Vatikiotis 


challenge is to meet the competition from 
high-wage countries by using Mexico as 
its own low-wage platform. Japan and 
Western Europe have prospered by ex- 
porting low-wage jobs to neighbouring 
areas, he says. 

An increasing number of US firms and 
their supporters consider the whole of 
East Asia as Japan's export platform, rein- 
forced by lavish economic aid from Tokyo 
and complete with the keiretsu system of 
relationships among, manufacturers and 
their suppliers transplanted from Japan. 
This view, however, appears to ignore 
the fact that US manufacturers tend to 
use their Asian subsidiaries in similar 
ways. 

One suggested remedy for the per- 
ceived problem is for US producers to in- 
vest even more heavily in East Asia and 
compete there more fiercely with Japanese 
rivals. Many Asian countries are trying to 
encourage them to do this. An alternative 
would be to limit imports from East Asia 
while giving preference to products made 
in North America. i Susumu Awanohara 
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Japan is warming 
to bloc idea 









dependent ; upor cess too 
North American and : Euro v 
= pean markets that Tokyo _ 
a= would never espouse the . 
cause of Asian economic regionalism. By - 
the same token, Japan would remain a . 
staunch defender of the multilateral trade . 
system embodied in the Gatt. 
This received opinion is. beine w 
look rather out-of-date, for two. principal | 
reasons. The first, and most important, is _ 
that Japan is beginning to have doubts _ 
about the success of the current Uruguay ES 
Round and to sense the dangers of a drift 
towards economic regionalism. The second . 
is that Japan's dependence upon the rest of. 
Asia as a destination for its exports and 
a source for its imports is becoming so . 
great that it would be compelled to go . 
along with any serious Asian desire for . 
more formalised economic cooperation, 
should the rest of the region express such 
a wish. i 
These shifts in Japanese perceptions, 
even if not immediately apparent, are there — 
to be found. They have to be read between 
the lines of official statements expressing __ 
continued commitment to Gatt principles _ 
and official caution over regional initiatives 
such as EAEG. E 
In a recent interview with the Nihon .. 
Keizei Shimbun , the vice-minister for inter- 
national affairs at the Japanese Ministry of 
Trade and Industry, Noburo Hatakeyama, _ 
declared that Japan would "continue to ap- 
peal to the principle of free trade" no matt 
what happened elsewhere by way of a di 
towards managed trade. 
This ritual obeisance to free trade once 
offered, Hatakeyama then made a sym 
pathetic nod towards Malaysian Prim 
Minister Mahathir Mohamad's proposal fo: 
an EAEG. "We can understand his desire fo 
stronger ties with East Asian nations," hi 
said. "With regard to economic interdepen 
dence in Asia, systematic talks at a more 
profound level would be of significance to 
Asia because this would provide us with : 
broader range of options in our trade rela- E 
tions," he added. : 
This is not far removed from the words 
used by Malaysian International Trade and 
Industry Minister Rafidah Aziz when sh 













































ited dud sadist this year to vis. to sell” 
> EAEG concept to Japan, which Malay- 
sia envisages leading the grouping. Aziz 

alked of Asian countries "leveraging" their 
1egotiating position in Gatt through more 
formal regional arrangements. 

: Hatakeyama, it must be said, represents 
nly one ministry and the most pugnacious 
yne at that. But similar sentiments to 
Hatakeyama’s were offered two years ago 
'y Toyoo Gyohten, former Japanese vice- 
minister of finance for international affairs, 
when he noted that “if the Pacific Rim 
countries ever feel the need to develop a 
ormal arrangement, it will be when they 
want greater bargaining power vis-a-vis 
other regions." 

4. Since then, the US and Canada have 
begun negotiating a free-trade accord with 
* Mexico, and President George Bush's En- 
- terprise Initiative for the Americas would 
effectively extend this principle throughout 
-. Latin America. 

= . Regional free-trade arrangements are 
. permitted as a derogation from the Gatt, 

|" though only on the condition that any 
|. liberalising measures are ultimately offered 
-. to all Gatt members. The catch is that the 
_ EC for one (and, no doubt, North America 
* às well) is not going to pass on to outsiders 
benefits negotiated among members, un- 
*. less reciprocal benefits are offered. 

v | lt is precisely in this area that the posi- 
_ tion of Japan and the rest of East Asia is 
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| European 
| lesson 


South Korea is taking a 
——1 swipe at its soaring trade 
deficit with Japan — by 
| squeezing imports from 
Asean. This is expected to 
| be the result of measures 
“= put into effect on 1 July in 
‘which the Seoul government is imposing 
restrictions on products made by Japanese 
companies overseas, though the effect is 
-likely to be felt most in Asean. 
Products with less than 35% local con- 
tent, supplied from anywhere in the 
world, will no longer be deemed to have 
the mark of origin of the countries export- 
ing them, according to the regulation. Of- 
ficials say the move is aimed not at Asean 
‘countries (which have received large 
amounts of Japanese manufacturing in- 
vestment) but against Japan, which they 
claim is “circumventing” tight import re- 
Strictions on 285 Japanese products cur- 
-rently imposed in an effort to curb South 












perceived to be weak. They do not have 
any kind of region-wide framework for eco- 
nomic cooperation such as that offered by 
the EC, or by embryonic North American 
structures. So they believe, probably 
rightly, that they cannot negotiate on an 
even footing. 

In this apparent drift towards managed 
trade among major economic blocs, those 
countries on the outside are being rele- 
gated, in effect, to client states which must 
cut the best deal they can with one or other 
bloc. Among the outsiders would seem to 


Korea's deficit with Japan. The deficit for 
the first five months of this year was run- 
ning at an annualised rate of US$9.1 bil- 
lion, 53% more than in 1990. 

Implementation of this policy, how- 
ever, runs the risk of curbing imports of 
manufactured goods from Asean, which 
has become Seoul's third largest trading 
partner after the US and Japan. Exports 
to Asean in the first four months of 1991 
were running at an annualised rate of 
US$5.9 billion and imports at a rate of 
US$6 billion, both roughly double their 
level in 1988. In recognition of the growth 
in trade, South Korea has been made a 
dialogue partner of Asean for the first 
time this year. The trade measure came 
only days before South Korea was due to 
meet Asean officials in Kuala Lumpur for 
formal talks. 

Under the new rule, 250 consumer 
products including textiles, apparel, 
foodstuffs and home appliances will be 
subject to scrutiny for their degree of local 
content. If they fail the test they will be 
subject to a higher tariff. 

The EC normally has a 40% local-con- 
tent requirement to justify the mark of 
origin. EC governments have been par- 
ticularly wary of “screwdriver” plants set 
up within their borders by Japan and 
other countries, such as South Korea, 
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— be Japan and i its Asian partners. If so, they E 





would need a dub which would offer recip- 
rocal membership only to those which 
open their doors to Asia. 

Kuala Lumpur appears to have had 
some success in winning over the Japanese 
to the idea of a pure Asian club, as was ap- 
parent from the softening of Tokyo's official 
attitudes towards the EAEG, once the initial- 
ly cautious response had been expressed. 
Officials have begun to admit that even the 
threat of Japan's closing ranks with Asian 
partners might be useful, though risky, in 
the event of protectionism becoming in- 
stitutionalised elsewhere. 

The trouble is that the economies of 
Japan, South Korea, Taiwan and Asean 
(minus Singapore) are hardly models of 
openness. So the threat of them closing 
their markets against goods from other re- 
gions would hardly strike terror in the US 
and Europe. EAEG would have to set up 
common external tariffs and adopt EC-style 
restrictions on inward direct investment if it 
wanted to have real clout. 

The rationale for joining EAEG is thus be- 
coming more compelling in Japan. Tokyo is 
likely to restrict itself initially to encourag- 
ing the initiative from the sidelines so as not 
to offend the US or Europe. But if and 
when the organisation comes into being, 
Japan could well opt to join the club, where 
it would promptly be elected president. 

u Anthony Rowley 


which are allegedly intended to avoid 
high tariffs against foreign imports. 
Seoul's Ministry of Trade and Industry 
says that its introduction in South Korea 
is designed to identify imports clearly, as 
well as to fight further penetration of Ja- 
panese products. 

Trade Ministry officials claim that a 
local-content rule was overdue, and that 
it is not targeted against Asean. But they 
say that Japan has taken advantage of 
growing liberalisation in trade to ship 
products assembled by their factories 
based in Asean using cheap labour. "We 
need this rule to identify the products’ 
origin and protect consumers,” argues 
Lee Sung Hwan of the Ministry of Trade 
and Industry's trade policy division. 

The new localisation requirements 
will apply mainly to electrical appliances, 
where the proportion of Japanese compo- 
nents are usually high. These appliances 
accounted for only 5% of Asean’s total 

exports to Korea in 1990. Singapore, 

though, could be hit hard, because its 
electronics exports to South Korea are 
worth about US$300 million a year. 

The irony is that many South Korean 
products rely heavily on Japanese com- 
ponents. The local content of South 
Korea's computer industry is currently a 
meagre 22%. m Shim Jae Hoon 
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ECONOMIES 


Malaysia announces a new fwe-year spending plan 


Pri ce of a dream 


r——XX—————————————————————————————————————— 


By Doug Tsuruoka in Kuala Lumpur 


atuk Seri Mahathir Mohamad has 
taken another big step towards ful- 
filling his dream to transform 
Malaysia into an advanced nation. The 
prime minister's Sixth Malaysia Plan, an- 
nounced on 10 July, details how his admi- 
nistration aims to spend M$104 billion 
(US$37.4 billion) on infrastructure, social- 
development and defence programmes to 
achieve this goal. Some analysts, however, 
are standing by to see how these fiscal 
priorities will be translated into reality. 
The Sixth Malaysia Plan marks an 
important evolution in the government's 
strategy towards public spending. It au- 
thorises increased expenditure for- 
transport, education, health and defence. 
The plan also puts private industry on 
notice that the government will con- 
tinue to reform the finance sector and 
pare back its role in the economy by 
privatising most public-sector industries. 
The economic blueprint represents the 
nuts and bolts of a Second Outline Perspec- 
tive Plan for 1991-2000 unveiled on 17 June. 
Both measures provide the pragmatic foun- 
dation for a New Development Policy 
(NDP), which was also mooted last month. 
The NDP replaced the New Economic 
Policy (NEP), a pioneer outline 
for national development that 
ran its course from 1971-90. 
Like the NEP, the NDP memo- 
rialises official thinking on 
development priorities and 
the sensitive issue of racial 
quotas. All these policies are 
grouped loosely under the ban- 
ner of what Mahathir calls his 
20/20 vision to turn Malaysia 
into a fully developed nation by 
2020 


Reaction to the spending 
plan has been generally favour- 
able. Foreign Minister Datuk 
Abdullah Ahmad Badawi says 
it “convinces us further that the 
objective of the New Develop- 
ment Policy could be accomplished." The 
- Associated Chinese Chambers of Com- 
f erce and Industry of Malaysia says it will 
encourage entrepreneurship by increasing 
ie amount of public land and capital avail- 
. able for small and medium-sized business- 
. But the plan has drawn criticism. Oppo- 

sition leader Lim Kit Siang points out the 
absence of a "mechanism to ensure that the 
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implementation of the 
policies will not be faced 
with deviations, malprac- 
tices and corruption.” 
Among other critics, En- 
vironmental Protection So- 
ciety of Malaysia President 
Gurmit Singh derides what 
he calls the plan’s ad hoc ap- 
proach to the environment, 
despite its mention of the 
setting up of a National 
Council for the Environment 
to map out new ecological 
strategies. 

Some analysts also ques- 
tion whether Malaysia's eco- 
nomic performance will be 
able to sustain the plan's high level of allo- 
cations. While the government assumes 
that export performance and revenue will 
be adequate for the task, even Mahathir 
cautions that prudent spending will be es- 
sential in seeing that external and public 
deficits do not go beyond projected limits. 

Mahathir also says steps must be taken 
to diversify sources of revenue. About 30% 
of all federal funds that will be used to fi- 
nance the plan are projected to come from 
petroleum activities, a nagging window of 
vulnerability because of adverse swings in 


__ Malaysia’s development spendin: 


Planned 
R83 Actual 


{Leff scale) 


i % of GNP 
| (Right scale) 
Lenn 





output and world oil prices. Future efforts 
to diversify revenue could take the form of 
a value-added tax on goods and services or 
a tax on the large number of foreign work- 
ers from Indonesia and other Southeast 
Asian countries. 
It could take a year or more for the ef- 
fects of such spending to be felt in the eco- 
nomy, according to analysts, and even then 
the impact will have to be measured against 
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prevailing trends in the world 





Mahathir: diversifying. 


























Despite such uncertainties, few Mi 
appear ready to side against an adı 
tion that seeks to create more than 400 
factory jobs by 1995 and allocate M$600 n 
lion to combat poverty. | 

“It is a good plan," an accountant in 
Kuala Lumpur says. "They are going to 
spend a lot of money and 
place a lot of stress on 
privatisation." | 

Analysts say the spend 
ing coe isa beris 


id 
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tiatives ten jns on 
Malaysia’ s most sustain 
economic expansions. With 
the economy forecast to post 
a comfortable growth rate at - 
least until the mid-1990s5 — —— 
following average annial 
GDP growth of better than 
9% from 1988-90, many of - 
the spending targets a t. 
likely to be met easily: 

Even though the Sixth Malaysia Plan à m 
creases public-sector outlays by M$42 bi — 
lion from the amounts spent under the pre- 
vious economic outline, its share of GNP will 
slip to 13% from 14.3%, reflecting the gov- 
emmenťs softer approach to fostering 
domestic growth. The total public-sector 
development allocation of M$104 billion is. 
made up of separate contributions from the 
federal government, state and local govem- 
ments, public statutory bodies and noni i 
nancial public enterprises. (e 

In the case of the Sixth Malaysia Plan, . 
the government has taken a de- 
cidedly: more passive hand i 
national. development. This i 
especially seen in the economi 
sector, where the total share o 
federal development funds will - 
drop to M$31.24 billion; or 
57%. This compares wit 
the 65% share in the previo u 
plan. 

This trend is underscore 
further by a decline in fede 
allocations to former gove 
ment-run sectors. The . 
munications sector will re 
M$73 million from fede 
sources, down sharply. fr 
M$792 million in the previ 
five-year period. Funding to 
energy sector will increase to M$979 millio 
from M$918 million. 

But total federal development alloca 
tions — not counting spending by s 
governments and non-financial public 
terprises and statutory bodies — are peg 
ged at M$55 billion, up from M$35.3 billioi 
spent in the earlier plan. Nearly M$19- 
lion of these federal funds will be spen 
complete infrastructure projects and de 





















































| Mahathir's vows to close the infrastruc- 
; ture gap between towns and cities, eradi- 
. cate poverty and cope with serious man- 
power shortages have left their mark on 
other allocations. Federal spending on 
transport, chiefly in the form of airport, rail 
and rural road projects, will rise to M$10.76 
billion from M$6.82 billion in the previous 
plan. Commerce and industry, induding 
ancing for entrepreneurial projects, will 
climb to M$5.75 billion from M$3.98 billion. 
-< In addition, spending on education and 
training will jump to M$8.5 billion from 
M$5.7 billion, while spending for health 
| programmes will surge to M$2.25 billion 
|... fom M$931 million. Agriculture and rural 
_ development will also receive M$9 billion, 
|. up from M$7.3 billion. 
.. ., But the most noticeable increase in 
- spending is for defence and internal sec- 
|». urity. The government has earmarked M$6 
_ © billion for the armed forces and M$2.4 bil- 
__ . lion for security, up from M$1.5 billion and 
__ M$1.08 billion in the previous plan. 
__.. Financial reform is another priority of 
the Sixth Malaysia Plan. The plan calls for 
- . the creation of a Securities Commission to 
oversee the development of the country’s 
capital markets. The setting up of such a 
|. body — which is expected to be similar to 
the Securities and Exchange Commission in 
(o the US — is in line with the government's 
_. thrust to develop the Kuala Lumpur Stock 
. . Exchange into a sophisticated international 
. . market. 
== The government also appears deter- 
_ mined to move ahead on the privatisation 
. of more major companies and services. 
__ Among those enterprises mentioned in the 
«spending plan for eventual private owner- 
ship are Malayan Railway, the national rail 
. . carrier, and various publicly run airport and 
5 port facilities. 
=< Mahathir noted on the day he an- 
_ nounced the new spending initiative that 
. plans are already under way to privatise the 
_ Postal Services Department; Tenaga Na- 
-.. sional Bhd, the former national electricity 
.. board; and infrastructure projects such as 
-the Shah Alam highway project outside 
uala Lumpur and the Seremban-Port 
Dickson highway. These are among 56 pro- 
acts to be privatised and the 37 public en- 
es scheduled for divestment by the gov- 
rnment in the next two years. 
. The prime minister also pointed out that 
Malaysia's economy is in far better shape 
than it was at the time the Fifth Malaysia 
lan was presented to the public. The 
ountry was in the midst of a recession dic- 
ited by a fall in world commodity prices, 
he explained, and “our immediate task 
-then was to quickly turn around the eco- 
nomy and move it back on the path to- 
-wards growth." Now that this has been 
achieved, Mahathir said he wants to build 
“a united, socially just as well as a progres- 
¿sive and resilient, nation." " 






















~ lopment programmes already under way. 
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OR: THAILAND 


Balancing act 


hailand’s intractable current-ac- 

count deficit is raising fears that 

the Bank of Thailand (BOT, the 

central bank) may be forced to de- 
value the baht. Tourism, which had been 
expected to offset part of the trade deficit, 
has failed to rebound from the slowdown 
triggered by the Gulf War. 

Although the BOT insists that a devalua- 
tion of the currency is unnecessary, it is one 
of few options available if there is a widen- 
ing of the current-account deficit. Added to 
the bank's usual caution, however, is the 
concern that an official weakening of the 
baht could cause a loss of prestige for Thai- 
land ahead of the World Bank meeting due 
to be held in October in Bangkok. 

According to most projections, the cur- 
rent-account deficit this year will widen to 
Baht 200 billion (US$7.8 billion), or 995 of 


T EN 


Capital-account 
balance - 


Balance 
of payments 


GDP, from Baht 177 billion, or 8.6% of GDP, 
in 1990. Some economists, however, say 
the deficit could widen to 10% of GDP; few 
expect it to contract before 1993, 

In the first quarter, imports, bloated 
by high oil prices, rose 27% from a year 
earlier to Baht 233.1 billion. Exports in- 
creased 1975 to Baht 162.1 billion. The BOT 
says this trade imbalance masks some posi- 
tive trends: 
> Imports are heavily weighted in capital 
goods, spelling strong long-term growth in 
exports. 
> Overall export growth is restrained by 
capacity limits and the poor performance of 
commodity exports because of falling global 
prices. 

»> Manufactured exports are rising at a rate 
of 2895. 

In April and May, preliminary trade fig- 

ures also indicated a sharp positive shift in 


the trade balance. Import growth fell as a 
result of the post-Gulf War drop in oil 
prices finally coming through, while export 
growth increased because of a sharp up- 
turn in demand for high quality rice. ` 

Further, the BOT says the trade balance 
should improve because new industrial 
capacity will be utilised from the fourth 
quarter. The new capacity is coming on line 
in all Asian countries, however, and de- 
mand remains weak in Thailand's main ex- 
port markets, especially the US. Also, the 
government has just slashed duties on the 
import of vehicles and vehicle parts, as well 
as computers. The measures, which are ul- 
timately designed to help the domestic in- 
dustries’ competitiveness on international 
markets, are likely to result in increased im- 
ports next year. 

The trade gap will persist in the next few 
years, cautions Crosby Research economist 
Manu Bhaskaran, because investment pro- 
jects started in the past two years are still 
importing machinery, and infrastructure 
development demands large levels of im- 
ports. Positive capital flows will maintain 
the spending power of Thai consumers and 
their appetite for imported goods. 

An important question, then, is whether 
capital flows will hold up. In the first five 
months of this year, the net capital inflow 
rose 18% from a year earlier. Much of this 
money went into the property market. Be- 
cause of the fear of a property-market col- 
lapse, the BOT has moved to stop local 
banks from brokering and guaranteeing 
offshore loans for local borrowers. 

Meanwhile, foreign sentiment towards 
the Stock Exchange of Thailand (SET) has 
waned in the past two months: in May, the 
SET reported a Baht 1 billion net outflow 
of foreign funds. Partly as a result, the 
balance-of-payments surplus narrowed to 
Baht 5.9 billion in May, from Baht 12.2 bil- 
lion the previous month. If direct invest- 
ment also falls, the balance of payments 
could swing to a deficit, as it did in the two 
quarters following Iraq's August invasion 
of Kuwait. 

Bhaskaran, however, does not believe 
that a deficit on the balance of payments is 
likely. 1f interest rates remain high — the 
prime rate is 16.5% — he says there should 


be strong interest in arbitraging the low 


lending rates available abroad. Bhaskaran 
also. notes that one of the reasons for in- 
creased capital outflows is that investment 
managers have shifted funds from the stag- 
nant Bangkok bourse to Hongkong, and he 
expects the money will flow back to Thai- 
land in the medium term. # Paul Handley 


























One of the foundations we've built 
our business on is confidentiality for 
our clients. 


Take this ad for example. Even 
though they could assist in attracting 
clients like yourself, we would not reveal 
our clients names. 


lf you could talk to any of them, 
however, they would make no secret 
about our strengths. 


Some would tell you we're a truly 
international bank with over 130 years 
experience in Asia, and that because of 
our network's size, we can provide you 
. with assistance in more countries than 
.. most other banks. 


Quite a few would talk about the 


-Cvariety of foreign currencies with high 


^^ interest rates, and that we're a pioneer 

<in the Asian Dollar market. While others 
would stress the economic and political 
E soundness of Singapore. 


| confidential service, try talking to 
these foreign currency depositors. | 


ToopenaForeign Currency Deposit 
account, call (65) 530 3232 or (65) 530 3087, 
or for Singapore Dollar Deposits, call 
(65) 530 3594. Alternatively, visitany one 
of our branches in Singapore or the region. 

And in no time you'll be joining our 
list of clients. 
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isit our Personal Financial Centres in Singapore at: Battery Road: 6 Battery Road * : : 
entre * Shenton Way: 4 Shenton Way, #01-06/08 Shing Kwan House * Tanglin: 1 Scotts Road, 401-01 Shaw Centre. — 


Yes, m interested in investing in 

Li Singapore Dollars D Other Currencies. 
Please send me details on how to open 

an account. 
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Send ta: 
Standard Chartered Bank, Í 
Foreign Currency Deposit Centre, | 
6 Battery Road, Singapore 0104. i 
Republic of Singapore, l 
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We have thousands of 
solutions from our network of 
third party alliances. 


and the thousands of applica- 
tions that run on them with 
others from IBM®, Hewlett- 
Packard?, Sun?, Compaq® 
and numerous others. 

With NAS you can run 
many of your applications 
across a wide range of operat- 
ing systems. You can get 
applications to interoperate 
with other applications on 
both local and remote sys- 
tems. And you can do it with- 
out the expense of retraining 
your end-users. 

Even in cases where 
products don't comply with 
all the major industry stan- 
dards, such as IBM's MVS™ 
and Apple's Macintosh®, 
NAS makes it possible for 
systems, platforms and the 
people who use them to share 


not only files and data, 
but applications. 

All of these capabilities 
are further enhanced by sup- 
port and services that are 
equally open. We provide 
comprehensive planning, 


With NAS you can 
open almost any computing 


environment, 


design, implementation and 
management for multi-vendor 
computing. From work group 
to enterprise. And we support 
more than 8000 hardware and 
software products from over 


800 vendors. 


If those numbers appear 
impressive, wait until you 
evaluate your choice of solu- 
tions. For there are literally 
thousands. Available from 


the best software developers 


in every application area 
imaginable. 

Of course the best way to 
experience The Open Advan- 
tage is to talk to Digital in 
person. A meeting where 
you'll discover such a willing- 
ness to understand your bus- 
iness, its problems and 
requirements you just might 
conclude that the most open 
thing about us is our attitude. 

And in the long run, that 
could turn out to be just the 


diis arts OSGeo 
you need. 


40,000 experta in 450 
locations can support your 
multi-vendor environment. 


THE OPEN ADVANTA G E. 


HEWLETT-PACKARD IS A REGISTERED TRADEMARK OF HEWLETT-PACKARD COMPANY. SUN IS A REGISTERED TRADEMARK OF SUN MICROSYSTEMS, INC. 
COMPAG IS A REGISTERED TRADEMARK OF COMPAQ COMPUTER CORPORATION, MACINTOSH IS A REGISTERED TRADEMARK OF APPLE COMPUTER, INC 








THAT IS SUPERIOR IN EVERY WAY 





Developer and Sales COHTice : MIN 


Registered Capital : |. 48!) milion | 


Project Engineers 


AN INDUSTRIAL WORLD 


Superior with Fully Approved 
Utilities & Facilities 

@ 10) million m’, 900 rai reservoir. 
providing 7m'/ra/day. approved by 
the Royal Irrigation Department to 
draw water from its Tha Lad irrigation 
canal 

@ 6.000 Telephone Organization of 
Thailand approved direct phone lines 
@ Provincial Electricity Authority 
approved 240 MVA highvoltage sub- 
station. 


READY FOR CONSTRUCTION NOW 
?: 
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chnology Ce., Lid. (Seatee) Financial Support : Bangkok Bank Lid 


Superior with strong foundation 
land 

@ Solid land surface with allowable 
hearing capacity of 30 tons/m" with 3-5 
times factor of safety. ensures up to à 
30% saving on foundation structure 
cost. 


@ Land level ranging from 20-50 metre 
above sea level ensures against natural 
flooding. 
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Bungkok umn 


Superior Work Force & 
Accomodation 

@ ^ very large work force populates 
the immediate communities which 
therefore have a lower average salary 
rate than neighbouring provinces. 


@ A housing estate project developed 
in conjunction with the National 
Housing Authority guarantees utmost 
convenience and comfort for Gateway 
City residents. 
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| By Anthoi Anthony Rowley i in (Tokyo — 


WE t seems that no amount of apology or or 
| Fe can extract Japan from 
K the morass created by scandals embroil- 
ing the Ministry of Finance and the nation’s 
biggest securities houses. Solutions are 
being demanded rather than ritual sac- 
rifices. There has been no lack of the latter 
_ since the presidents of Nomura and Nikko 
securities resigned on 24 June in a tradi- 
tional act of "taking responsibility" for their 
firms compensating favoured customers for 
Stockmarket losses and dealing with under- 
“world elements. 

-Even Finance Minister Ryutaro Hashi- 
moto has joined the band of sacrificial vic- 
tims with the announcement that he will 
take a 10% pay cut for three months in rec- 
ognition of his ministry's failure to regulate 
the securities industry better. Accepting his 
"punishment," Hashimoto declared that he 
was "very sorry." 

Such expressions of sorrow and regret 
have abounded since the scandal erupted a 
few weeks ago. But all the signs are that 
they have failed to impress either Japanese 

small investors or foreign fund managers, 
whose trust in the Japanese securities in- 
dustry has sunk to an all-time low. 

The scandal has gone to the roots of the 
relationship between Japanese bureaucrats 
and the industries which they effectively 

-sponsor and patronise. The Finance Minis- 
try is struggling to preserve its own fief by 
promising to institute regulatory reforms. 

The ministry is anxious to fend off pres- 
sure for an independent regulatory body 
modelled along the lines of the US Sec- 
urities and Exchange Commission (SEC), 
which would establish a legal basis for reg- 
ulating the securities industry in place of 

_ the present “administrative guidance.” 
. The most significant expressions of sup- 
port for such a body in Japan — which had 


< its.own post-World War II sec until it was 


E absorbed into the Finance Ministry in 1952 
= have come from ruling Liberal Demo- 
. cratic Party faction leader Kiichi Miyazawa 
. and from Takeshi Nagano, president of the 
Japan Federation of Employers’ Associa- 
tions. 

.. However sincere such proposals are, 
. they may not prevent the ruling party en- 
< countering a major protest vote at the next 
' parliamentary elections, similar to that it 
- suffered following the Recruit scandal in 
. 1988, according to Akio Mikuni of credit- 
" rating agency Mikuni and Co. 

. . This would be a dear signal that the Ja- 
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-Japan likely to place regulators on new footing 


Umpire and coach 


panese public may no longer be prepared 
to tolerate the system of bureaucratic pa- 
tronage of industries, which individuals are 
not supposed to question so long as it is 
seen to deliver benefits to all. The Finance 
Ministry is perceived as having presided 
over a ballooning of asset prices in Japan, 
which mainly benefited stock speculators 
and real-estate tycoons. 

Reforms may well be forced upon both 
the securities industry and the Finance 
Ministry before the government next has to 
go to the country for a fresh mandate in a 
year's time. Japanese public indignation at 
events points to a serious erosion of the 
support from small investors, whom the 
major houses depend upon heavily. 

International reaction, too, suggests that 


fundamental reforms are required to restore 


confidence in the Japanese 
securities industry and in 
the official mechanisms 
which are supposed to reg- 
ulate it. According to one 
London broker, European 
fund managers are "gen- 
uinely angry” at recent 
events in Tokyo and have 
"sincerely resolved" not to 
do business with the Big 
Four Japanese broking 
houses — Nomura, Daiwa, 
Nikko and Yamaichi — 
until confidence-restoring 
measures are taken. 

They have been alarm- 
ed by the scale on which 
big securities houses com- 
pensated major Japanese 
clients — including one 
government pension fund 
— for market losses, to the tune of around 
US$1 billion. 

US reaction is likely to be more impor- 
tant, however, in helping secure changes in 
the Japanese system. Washington sources 
say the compensation deals have high- 
lighted the "lack of fairness and transpa- 
rency" in Japanese securities-industry deal- 
ings as well as the disadvantage at which 
foreign brokers and clients operate. 

Japanese brokers stand accused of dig- 
ging into their deep pockets to do under- 
the-table deals with clients. In Washing- 
ton's view, this would not happen if Japan- 
ese securities houses were compelled to 
operate on a "performance-related" rather 
than “relationship-oriented” basis. This, in 
turn, requires improved disclosure and ac- 
counting rules. 
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Hashimoto: ‘sacrificial’ victim. 
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able to preserve its con 
urities industry. p 

Finance Minister Has 
his G-7 counterparts at their Lone t 
mit meeting on 15 July that his “ministry - 
would consider placing surveillance ofthe. 
securities industry on a legal footing and _ 
might also reform the minsay: s organisa- ue 
tional structure. a Ux 

Hashimoto indicated, too, that compen- - 
sation deals might be legally prohibited in. 
future and that the government would for- __ 
bid brokers to operate discretionary funds. _ 
Under the system of administrative gui- 
dance, it is customary for ministries to turr 
a blind eye to infringements in certain 
areas, as the price for securing cooperation 
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disavow such tacit: con- 
sents, as was the case ini- - 
tially when former Nom- 
ura president Yoshihisa . 
Tabuchi claimed that com- 
pensation payments were _ 


YAHOO NYOHON 


made “in consultation" _ 
with Finance Ministry off xd 
cials. 







The Finance Ministry's ; 
subsequent about-face’ in 
accepting some responsi- 


appease the securities in- __ 
dustry before the relation- 
ship with officials became _ 
too badly damaged. Under __ 
the Japanese practice of _ 
















, Or "descent . 
from heaven,” senior _ 
bureaucrats are accuse __ 


tomed to accepting plum jobs in the sec 
urities industry after retirement. 

Securities houses, meanwhile, have little 
to lose by agreeing to new regulations. 
They urgently need to shore up their rep 
tation: their turnover and commission 
come have been drastically reduced : 
last year’s Tokyo stockmarket crash, 
their capital has been eroded by falls m 
their own equity holdings. 

Damage has spread not only to interr 
tional financial centres such as Londonan 
New York but also to Asian centres, includ- 





grade their Me rey offices 
branches for the time being, in the light o 
recent events. " 

















IA Correspondent in Jakarta 


inancially troubled Bentoel, Indo- 
nesia's third-largest maker of clove 
cigarettes, faces a possible takeover 
y a politically powerful group if it fails to 
resolve its considerable debt and manage- 
. ment woes. The firm's problems may also 
alter the balance of power in the domestic 
kretek industry, as well as complicate rela- 
ons between Indonesian companies and 
..- foreign lenders. 

—- h late June, Citicorp International with- 
drew a US$50 million syndicated refinanc- 
ing facility for privately owned Bentoel after 
| Teceiving information from the cigarette 
| maker's newly appointed financial advisers 
| that the firm was facing liquidity problems. 
. Soon after, Humpuss Group offered to 
. rescue Bentoel, which has total debts of 
... US$370 million. 
- o Humpuss, which is a fast-growing 
| conglomerate largely owned by President 
« Suharto’s third son, Hutomo ‘ "Tommy" 
-Mandala Putra, has allegedly offered to in- 
ject Rps 200 billion (US$103 million) into 
... Bentoel, which is based in Malang, East 
- Java. Humpuss officials could not be 
_ reached for comment. 

_ A takeover by Humpuss of Bentoel 
|. would mean that Tommy Suharto would 
/. become both a buyer and seller of cloves. In 
_ January, a private consortium led by 















| HONGKONG 


Against a background of alarm by de- 
positors at two healthy but Arab-con- 
. nected Hongkong banks, the territory's 
. government pulled the plug on the Hong- 
. kong subsidiary of the fraud-destroyed 


-. The decision to put into liquidation the 
~ Bank of Credit and Commerce Hongkong 
. (BCCHK) was announced on 17 July by 
Hongkong Financial Secretary Sir Piers 
Jacobs, eight-and-a-half banking days 
. after the unit's operations had been sus- 
. pended. 

In the absence of anybody willing to 
. guarantee the bank's purported assets of 
- HK$14 billion (US$1.8 billion), a sale of the 
_ bank in its present form was impossible 








Bank of Credit and Commerce Interna- 


ndonesian cigarette maker faces possible bail-out 


moke signals 


Tommy was granted the right to act as an 
intermediary for the purchase and sale of 
cloves on the grounds that it would im- 
prove the welfare of the country's spice 
farmers. Humpuss' approach to Bentoel 
suggests the consortium is keen to gain a 
foothold in the lucrative manufacturing and 
sales side of the kretek business. 

"Bentoel has not seen an offer directly 
from Humpuss," says Michael Selby of 
Business Advisory Group, which was ap- 
pointed seven weeks ago by Bentoel to 
oversee its corporate restructuring. Accord- 
ing to Selby, Bentoel has only read about 
such an offer in the Indonesian press. He 
acknowledges, however, that Bentoel and 
Humpuss "have had some discussions in 
the past but no recent talks." 

For now, Business Advisory is concen- 
trating on restructuring Bentoel and on 
working to appease a creditors' committee 
formed after Citicorp withdrew its loan. 
About half of Bentoel's debt of US$370 mil- 
lion is owed to foreign banks. The two 
biggest foreign creditors are Citibank N. A. 
and Bank of Tokyo, while Bentoel's two 
largest domestic creditors are Bank Rakyat 
Indonesia and government-owned Bank 
Bumi Daya. Like many other Indonesian 
conglomerates, Bentoel has relied greatly 
on foreign borrowings as a result of In- 
donesia's high domestic interest rates. 

Foreign lenders have increasingly come 


BANKING 


End of an error 


and "only an orderly liquidation [would] 
ensure fairness to all," Jacobs told Hong- 
kong's Legislative Council. He also said 
that he would seek arrangements with the 
bank's Hongkong liquidators to ensure 
that depositors received at least a quarter 
of their funds, up to an unspecified 
amount, as soon as possible. 

The liquidation could, in fact, allow 
unencumbered depositors to recoup all 
their money fairly rapidly. Sources at 
BCCHK have told the REVIEW that of a total 
deposit base of some HK$11 billion at the 
time of suspension, HK$4 billion was 
pledged against loans, leaving HK$7 bil- 
lion in unencumbered deposits. 

The bank is said to have had about 
HK$5 billion in cash holdings at the time 
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: y e heavy level of bor- 
rowing ; by Índonesian private firms in re- 
cent months. Bankers say the difficulties 
facing Bentoel, which has long been re- 
garded as a blue-chip credit, are likely to ex- 
acerbate their worries. 

Bentoel’s cash-flow problems: appa- " 
rently started after the last devaluation of . 
the rupiah in 1986. The company had to- 
use far more of its rupiah cash flow than ex- 
pected for the repayment of US dollar-de- 
nominated sid The repayments became 
even tougher this year because of In- 
donesia's high inflation, new cigarette-pac- 
kaging regulations and a government- 
ordered increase in cigarette excise taxes. 
Most kretek companies also added to their 
clove stocks in anticipation of the formation 
of the clove-supply intermediary, the Clove 
Support and Trading Board (BPPC). 

These problems apparently opened the 
way for Humpuss to approach Bentoel 
with the aim of bailing out the troubled 
concern, which was started in the 1950s. 
Besides manufacturing clove cigarettes, 
Bentoel has a wholly owned. subsidiary, 
Tresno, that is licensed by Philip Morris Co. 
to produce and market Marlboro cigarettes 
in Indonesia. 

Selby believes that Bentoel has enough 
operating funds in the short term — its an- 
nual revenue is about Rps 550 billion — to 
allow a restructuring and a change in man- 
agement, which he characterises as old- 
fashioned and ill-equipped for a fiercely 
competitive industry. By restructuring, Ben- 
toel may be able to avert a takeover, but 
Selby will not give any time frame for how 
long it will take to reorganise the company. 

Bentoel is the first of the Big Four man- 
ufacturers of kreteks since the formation of 
the clove monopoly in January to appear 





of its suspension. In addition, the Hong- 
kong Government has lifted the suspen- 
sion of operations to allow the return of 
some HK$2 billion of BCCHK's funds 
lodged overseas. 1f true, there is HK$7 bil- 
lion available to pay off the depositors. 

Meanwhile, runs on Arab-connected 
banks, principally Dao Heng Bank and In- 
ternational Bank of Asia (IBA), as well as 
several medium-sized banks, reflected jit- 
ters in what is a fundamentally sound 
banking system. | 

Dao Heng Bank is a conservative bank 
and its ownership includes a 3396 holding 
by Malaysian. blue-chip the Hong Leong 
Group, a further 33% by the Kuwait In- 
vestment Office and 10% by Taiwan's 
Ching Fong Group. BA is owned 75% by 
Paris-listed Arab Banking Corp. and 25% 
by Crescent Services Inc. 

Apart from both having Arab share- 
holders, the banks have something else in 
common: they are both conservatively 
managed and financially strong. For 
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can still survive, but there is a time when 
. you have got to lie down on your back," 
says the director of one of the Big Four 
manufacturers, using an analogy to de- 
. Scribe Bentoel's situation. "If a doctor 
. comes to you after others have refused to 
help, you will take the offer." 

If Bentoel receives a formal offer of a 
capital injection from Humpuss and if it is 
accepted, industry sources expect Hum- 
puss to become the largest individual share- 
holder, with a 40% stake. The remaining 
60% of the private company would be 
spread among the descendants of two 
adopted sons of the founder plus some past 
directors. Industry sources say they are not 
sure how the competitive position of Ben- 
toel, which has been losing market share, 
might change if Humpuss took a stake. 

If Bentoel’s ownership changes as a re- 
sult of a capital injection, one proposal on 
debt repayment being discussed by bank- 
ers would see Indonesian banks being fully 
compensated while foreign banks would 
receive 50 US cents for every US$1 loaned. 

"There is a history in this country on 
debt management that local institutions will 
be taken care of first before foreign banks," 
says a banker. “But the foreign banks will 
not step back and take this proposal." 

Selby says this is why Bentoel has opted 
for a public approach to restructuring. By 
doing so, it avoids the wrath of bankers 
who would otherwise see their exposure 
grow as repayment prospects dimmed. 

"We appreciate Humpuss' interest in 
being such a friend and would certainly 
study all offers," says Selby. "But we feel it 
would be unfair to Humpuss or any com- 
pany to bring them into the middle of our 
problems before cleaning our house." m 





ie publicly t i5 eed help. “People m sick and 
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example, at the end of June, BA had total 
consolidated assets of HK$6.3 billion, and 
equity capital of HK$820 million — a cap- 
ital-to-assets ratio of 13%. 

Although Dao Heng, with HK$15 bil- 
lion Hongkong deposits, cannot match 
this ratio, the bank has a record of consis- 
tent profitability. Nevertheless, the run 
hurt the share price of Dao Heng's listed 
holding company, Guoco Holdings, 
which fell from HK$1.83 to HK$1.70. 

n addition, there was a flight to size, 
with unusually high withdrawals of de- 
posits reported at First Pacific Bank, Hang 
Lung Bank and Belgian Bank. However, 
this did not appear to have an appreciable 
<nock-on effect on the rest of the banking 
system. 

"The Exchange Fund, the territory's 
quasi-monetary authority, raised the total 
liquidity of the banking system by HK$60 
million, and reported its willingness to 
make liquidity arrangements for Dao 
Pene and IBA. 8 Michael Taylor 
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oil-import levy to IDE revenues that would be lost from phasing out e^ Fo: 
tariff. 
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The threat by Philippine unions to paralyse Manila, unless dori 
rolled back to pre-Gulf crisis levels, shows what happens when : s 
are left festering beneath layers of Band-Aids. | 
In this case, the basic problem is a fiscal one. It arises from a virt 
tax-enforcement system, biased towards the elite, that has helped to d 
ment finances. Because of it, the country's tax revenue has average 
GNP for the past 20 years, compared with 18% for most of its neigh! Jours 
Other examples of this penchant for rapid pain relief, at the expense of bigger — 
problems later, are not hard to find. In 1984-85, for instance, then | presi nt Fero — 
dinand Marcos tried to solve a budget crisis by taxing the banks. The results —a5% 
gross receipts tax and a 20% withholding tax, together with a hee reserves require; 
ment — are still around today. oo ek 
Former Central Bank governor Jose Fernandez was the author of anothe : quick DEM 
fix. The high-yielding Central Bank and Treasury bills that he introduced to s n al up 2M 
cash and fight inflation have locked the government into a vicious circle of expen- _ c 
sive debt. To repay its old borrowings, the government must take out new ones, pi 
Finance Secretary Jesus Estanislao, too, has fallen into expediency s trap. Re — 
buffed by Congress on proposals for new tax laws, Estanislao in January slappeda — 
9% iate on Lado to shore up Manila’s finances while things were brought under gen 
"- control. The levy would be removed y year e 
end, Estanislao said. = B v 
Events have caught up with bis. icy foot- eut 
work. Businesses restrained their imports, cut- 
ting industrial output by 4.4% in the first quarter — 
and causing customs receipts to fall short of ~~ 
targets by P4.6 billion (US$168 million). ThenMt — 
Pinatubo intervened. Now rehabilitation. costs. MOI 
and a new law raising government salaries decur 
threaten to open more holes in the: inen 8 
purse. 2 
What to do? More new tax laws seem out of A 
the question: national elections are just 10.” 
months away. The finance department, how- 
ever, spied what it calls "a window of opportun = 
ity." Crude-oil prices have fallen to US$17abar- = 
rel from US$30 a few months ago, reducing fi- = 
nancial pressures. And by next month, thegov- — — 
ernment will have cleared its debts with theoil 
companies, thanks to the average P2. 05-a-litre Ur 
fuel-price rise introduced last December. Plum 
That rise provoked neither coup attempts nor riots. So it would not be such à big eum 
deal, Estanislao must have thought, if the P2.05 increase were converted into an - 
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Commercial lending rate 25% 
Breakdown of costs: 
Base cost* ————————— 65% 
Bank margin —————————— 20% 
Taxes ————— ——8.1* 
Reserves —— ——— — —- 6.3% 










Dil company margin —————— 7% 
Duties and taxes —————— 15% 
Dil stabilisation fund —-----— 36% 


















The issue has been a gift to the weakened urban Left, led by the Kilusang Me 








Uno, which has been casting around for a means of renewing “u rban mass strug 
gle." Politicians with an eye on next year's polls have also champio ned the cause. 
Ironically, it is Mt Pinatubo that may rally opinion against the: str rik «e c organi risers 
Filipinos cannot afford riots in the streets during these tryin : 
unionists are saying — while Estanislao demands to know where else Manila migh 
raise the money to rebuild. | 
Estanislao is not devoid of political subterfuge. Even while publicly opposing an 
oil-price cut, he was advising President Corazon Aquino to reduce prices by an aver 
age 50 centavos a litre. And he has scaled back his oil-levy proposal to P1 alitre. - 
Still, the levy is another “temporary” solution that risks becoming permanent. 
For their part, finance officials say they have given up trying to reform taxes and i 
tariffs. According to one, they have decided instead ^to drill holes in the b iid 
until it crumbles altogether. Until then, pass the sticking plaster. mRigo 








BUSINESS AFFAIRS 


POLICIES 


Taiwan s smokestack industries look to new zone 


Heavy goin 


By Chris Brown in Taipei 


ndustrial policymakers in Taiwan are 
| oe to sidestep environmental pro- 

tests by moving their development 
plans offshore. A 20-year development blue- 
print ratified in June calls for the build- 
ing of an enormous coastal zone to serve 
the steel, petrochemical and oil-refining in- 
dustries. The 15,700-ha zone, construction 
of which is scheduled to begin in mid-1992, 
will be built in Yunlin county on land 
mostly reclaimed from the sea. 

The planned industrial zone, however, 
has yet to spark serious protests from en- 
vironmental groups. Planners say residents 
in the underdeveloped areas adjacent to the 
proposed site of the complex have not op- 
posed it because nearby property prices are 
expected to increase sharply once com- 
panies start pouring capital into the area. 

The absence of opposition has brought 
about a rare opportunity for Formosa Plas- 
tics Group (FPG), which is looking at the 
zone as the possible location for a long-de- 
layed petrochemical complex. The govern- 
ment has already announced that Yunlin 
will become home to a new oil refinery 
from China Petroleum Corp., a second 
steel mill from China Steel Corp. and a 
thermo-power plant from Taiwan Power. 
All three companies are state-owned. 

Analysts say the key to the success of 
the industrial zone is the participation of 
the petrochemical sector, particularly FPG. 
The company registered its project plans 
with the government on 15 July, and gov- 
ernment officials expect the site to be an- 
nounced soon. 

The saga of FPG's planned naphtha 
cracker, which would be Taiwan’s sixth, is 
an embarrassment to the government's in- 
dustrial policy. The three-year delay in the 
project has meant the loss of badly needed 
output. In 1990, Taiwan's ethylene produc- 
tion edged up only 0.3% from a year earlier 
to 778,613 tonnes, reflecting the closure of 
its oldest naphtha cracker. If the country 
achieves its output estimate of 750,000 ton- 
nes for this year, it will be its lowest total 
since 1984. 

Help is not on the way soon, either. The 
country's fifth naphtha cracker is not slated 
to begin operating until mid-1994, when 
Taiwan plans to close its second-oldest 
cracker. As a result, the plant, which is 
being constructed near Kaohsiung by 
China Petroleum, will provide only a minor 
increase in ethylene output. The feedstock 
shortage has brought about a marked in- 
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crease in imports. Taiwan's imports of 
ethylene, butadiene and propylene were 
up 140%, 73% and 52% last year. 

Moreover, several South Korean com- 
petitors are expected to ship surplus pet- 
rochemicals into Taiwan when new fac- 
tories come on line at year-end. Taiwan's 
import tariffs on petrochemicals, at 5% or 
less, are among the lowest in Asia. 

By trying to steer heavy industry to 
Yunlin, the government appears to be set- 
ting a trend for petrochemical develop- 
ment. Government planners predict that 
Taiwan will need two more naphtha crac- 
kers in the next decade to achieve its goal of 
70% reliance on local output. But acquiring 
land to build the facilities is expected to be 
a major problem. 

Consequently, land-acquisition stale- 
mates have been particularly irksome to 
Premier Hau Pei-tsun. Earlier this year, 
Hau travelled to the site of the fifth naphtha 
cracker in an effort to quell residents' fears, 
a move that helped jumpstart that project. 
More recently, he threatened to re-route 
the proposed Taipei-to-Kaohsiung high- 
speed train because of land speculation in 





Naphtha cracker: new home sought. 


areas near the proposed train stops. 

This announcement was widely criti- 
cised, but the move indicates that Hau is 
prepared to take a strong stance on land is- 
sues as part of the government's NT$8.2 
trillion (US$300 billion) six-year economic 
plan. To raise funds for the plan, Hau has 
directed the government to lease or sell 
about 14,500 ha of state land. He also wants 
to limit the power of local governments to 
stall major projects because of land issues. 

But as much as Hau favours industrial 
growth, his room to manoeuvre is limited, 
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and the premier's efforts to get the fifth 
naphtha cracker off the ground underscore 
his growing frustration with environmental 
protesters. To quell opposition, govern- 
ment and industry officials have often had 
to resort to singing the virtues of Western 
technology, propagating the half-truth that 
if a factory is imported, it must be safe. 

Recent protests at the Lin Yuan pet- 
rochemical zone near Kaohsiung highlight 
this issue. Residents and local government 
officials have accused China General Plas- 
tics Corp. of using secondhand imported 
equipment that has polluted the environ- 
ment. China General officials, however, 
say their factory uses leading technology 
and follows numerous safety procedures. 

Negotiations on the Yunlin industrial 
zone are to be much more 
smooth. Yunlin magistrate C. Y. Liao has 
been one of the biggest supporters of the 
sixth naphtha cracker. 

The zone signals an increased effort by 
the government to anchor strategic indus- 
tries in Taiwan. The petrochemical sector is 
still coming to grips with the steady out- 
flow of its chief customers, such as shoe 
and garment makers, most of whom are 
moving to China. 

Only a year ago, FPG chairman Y. C. 
Wang was threatening to build a naphtha 
cracker and refinery in China's Fujian pro- 
vince. But these days, he is urging down- 
stream companies to stay in Taiwan. Ana- 
lysts believe Wang changed his tune be- 
cause of the Yunlin industrial zone, which 
they say indicates a shift on the govern- 
ment's part to a more long-term view of 
heavy industrial development. The govern- 
ment's financial commitment to the pro- 
ject, NT$260-300 billion for the develop- 
ment and NT$21 billion for land acquisi- 
tion, also helped. 

But even Wang does not say his China 
plan is dead. Taiwan's petrochemical com- 
panies are concerned that the industry has 
wasted two to three years in development 
time, and they fear that South Korea, China 
and several Southeast Asian competitors 
will beat them to new markets. Many ana- 
lysts believe FPG will move into China after 
the company begins work on the sixth 
naphtha cracker in Taiwan. 

Wang's son Winston, a general man- 
ager at Nan Ya Plastics, points out that 
nearly 50% of the company's output is sold 
to Taiwan traders who export it to China. 
Nan Ya buys raw materials from FPG's two 
other subsidiaries, Formosa Plastics Corp. 
and Formosa Chemical & Fibre, and pro- 
duces synthetic fibre and other materials. 

Downstream companies such as Nan Ya 
recognise that their relations with offshore 
customers are precarious. "[In China], if 
they ever have local manufacturers who 
can supply the materials, then the custom- 
ers will buy it from them," the younger 
Wang says. "That is the nature of this busi- 
ness." Gi 
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Hanoi Dada car project 

- with foreign partners 

_ » Vietnam has approved a US$36 million 

_ project to assemble the country’s first 

. motor vehicles in Ho Chi Minh City, the 
official party daily reported. Mekong 
Corp., a joint venture between Sae Young 
International of South Korea, Saeilo 
Machinery Japan and the Vietnamese 
Government, will assemble lorries, cars 
and buses using imported engines and 
parts. The foreign partners will contribute 
70% of initial capital. 









Malaysia may go into 
small-car production 

> Malaysia may setup a joint venture with 
Japanese car-maker Daihatsu to 
manufacture small cars with engines of 
1,000 cc and under, Prime Minister Datuk 
Seri Mahathir Mohamad announced. He 
said Daihatsu is studying the feasibility of 
the proposal, broached by Mahathir on a 
recent trip to Japan. Malaysia already 
produces a national car — the Proton Saga. 
But Mahathir said mini-cars would cater to 
lower-income consumers. 


Vietnam's oil output 

soared in first half 

P Vietnam produced 1.8 million tonnes of 
oil in the first six months of 1991, up 70% 
from the same period last year, official 
media reports said. VietSovpetro, a joint 
venture with the Soviet Union, brought 
four new wells into operation and installed 
new equipment to boost output to 2,000 
tonnes a day in the second quarter. 


Thailand cuts tariffs 
on computer equipment 


> Bangkok slashed duties on computer 
equipment to make local electronics firms 
more competitive. The move followed 
. similar action on car imports. Duties on 
computer parts and peripherals were cut to 
. 596 from 40% for traders, to 1% for 
manufacturers and abolished entirely for 
~ export manufacturers. Duties on fully 
E assembled computers were cut to 5% from 
20%. 





. Trade surges between 

. North and South Korea 

-P South Korea's imports from North Korea 

- jumped 10-fold in the first six months of 
1991. The South imported US$73.6 million 

- worth of zinc, steel and fishery products, 
up from US$7.45 million a year ago, while 

the North bought US$12.5 million worth of 
South Korean petrochemicals, textiles and 









consumer products, according to statistics 
released in Seoul on 15 July. The trade is 
conducted through Hongkong and other 
third-country ports. 


China, Japan to survey 
Xinjiang oil field 

P China National Petroleum Corp. and 
Japan National Oil Corp. (Noc) will jointly 
explore the Tarim Basin, China's largest 
untapped field, Xinhua news agency 
reported. The field, in northwestern 
Xinjiang province, is estimated to contain 
18 billion tonnes of oil, about one-seventh 
of China's reserves. JNOC will provide ¥8 
billion for joint surveys in a 30,000-km? 
area over the next four and a half years. 


Indonesia sharply increases 
fuel and power prices 

> Indonesia raised fuel prices by 22% on 11 
July and said electricity prices will increase 
by an average of 20% from 1 August, with 
large industries and households facing the 
biggest jumps. The moves were intended 
to encourage energy conservation. À 
senior cabinet minister said Indonesia 
would become a net oil importer before 
2000 unless fuel consumption was checked. 


Hongkong brokerage shuts; 
another sacks staff 

P County NatWest Securities, the 
brokerage arm of British-based National 
Westminster Bank, closed its Hongkong 
and Singapore offices on 15 July with the 
loss of 70 jobs. Meanwhile, the Hongkong 
office of Pierson Securities (Asia), owned 
by ABN-Amro Bank of the Netherlands, 
dismissed senior staff after unauthorised 
transactions were uncovered on 12 July. 
The Dutch bank said it intended to 

keep Pierson's Hongkong office 

open. 
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in 1987. The shares 
Development and Ori € 


corruption, peade. 
similar charges and to one o 
advantage. uj 


Hongkong court us 

former Ka Wah director " 
> Low Chang Hian, a former director of 
Hongkong’s Ka Wah Bank, was jailed for SS 









five and a half years by alocalcourton 15 
July for conspiring to defraud the bank of 
HK$680 million (US$87 million) fom — 


1981-87. Ka Wah was bought by Peking- So 
owned China International Trust and. CASS 
Investment Corp. in 1986 after the POR 
Hongkong Government. guaranteed Hs : "m 
billion in bad loans. Low, who has aso 
served a prison term in Singapore, was 
extradited to Hongkong in September 

1990. His brothers Low Chung Song and E 
Low Chun Seng, who were also Ka Wah 
directors, fled to Taiwan in 1985. 


s South Korea warned | 


over high whisky duties 


> Britain's ambassador to Seoul, David ^. 
Wright, said on 16 July that Britain andthe 
EC will complain to Gatt unless South. = 
Korea cuts taxes on imported wines and: E 
spirits. A 313% tax on premium Scotch. 
whisky has pushed retail prices to Won 
32,000 (US$44) a standard bottle, double - 
the price in Taiwan. About two thirds of — 
South Korean demand for whisky is met. 
by a black market of roughly 1 million 
bottles a year, according to the Scotch 
Whisky Association. 













New Zealand Telecom 
flotation is expanded 

> New Zealand Telecom raised its share 
offer, which closed on 12 July, to 724.5 
million shares, or 31% of total capital, 
following heavy over-subscription. T 
offer originally had been set at 420 mil 
shares, or 18% of capital. Underwriters 
the price at NZ$2.00 (US$1.14) a share.” 
stock was due to be listed in New. Zealand 
New York and London on 17 July, with a 
listing in Australia to follow in two | 
months. À further offering is expected. 
soon because Telecom's US owners, 
Ameritech and Bell Atlantic, must cut their 
holding to 49.9%. E 
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SHROFF 





What's in a number? 


utifuly following the rules of 
gravity, the Jakarta Stock Ex- 


change (JSE) continues to plum- 


met back towards its humble be- _ 


«|. ginnings from the giddy heights it achieved 
in March 1990. The JSE composite index 
| closed at 324.13 on 16 July, its lowest level 
j in almost two years. 
_ One sign of the times was the premiere 
| of Semen Gresik on 8 July, the first of three 
_ | state-owned cement firms slated to go pub- 
-| lic in 1991. Gresik listed 40 million shares at 
-| Rps 7,000 (US$3.6) each and promptly 
_ | watched them lose 19% of their value on 
|| the opening bell and 26.4% at the week's 
_ | nadir. Buyers — presumably government 
| pension funds and the like — stepped in to 
-| bring Gresik shares back up to a barely face- 
| Saving Rps 5,850 by the end of the week. 
_| Shroff can deduce several messages 
| from the JSE's current troubles, some inter- 
national in nature, others more domestic. 
Much of the overseas institutional support 
. for the Indonesian market has come from 
Japan. How much the domestic problems 
of Japan's Big Four contributed to Gresik's 
pathetic debut is not clear. But brokers say 
that Nikko Securities, which helped under- 
.] write the issue, was an early seller. 
-- In previous Japanese-supported initial 
_ | public offerings (IPOs) — tyre-maker Branta 
_| Mulia, paper giant Indah Kiat and cigarette- 
_| seller Sampoerna, for instance — members 
. of the Big Four took up the slack on early 
_| selling pressure and simply stuffed the over- 
-i hang of shares into their investment trusts 
and institutional accounts. Brokers suspect, 
however, that the days are gone when 
Nomura would swallow 40% of an over- 
priced IPO just to buttress its reputation. 
This is not to say that only the Japanese 
houses were guilty of slip-shod investment 
banking. It is true that Yamaichi signed off 
4| on a Sampoerna prospectus that prognosti- 
;| cated a Rps 83.5 billion net profit for the 
:[ firm in 1990. But it is equally true that US 
house Morgan Stanley put its authoritative 
.Stamp on nickel-producer Inco's 1990 net- 
. profit projection of Rps 256.8 billion. 
. In the event, Sampoerna managed a net 
'rofit last year of only Rps 30 billion, while 
1co turned in one of Rps 130.6 billion. And 












lerwriters have remained unembarrassed 
espite an Indonesian economy that did 
vell enough last year to support attractive 





usiness, international houses turned a de- 
berate blind eye to unsupportable excess. 

- Brokers and investors also have harsh 
words for Bapepam, the market watchdog 





hese are by no means exceptions: few un- 


earnings growth. In their eagerness to get 


agency, for letting the market grow too fast 
and for making too little effort to keep 
abuses to a minimum. 

Inaccurate earnings projections top the 
hit parade of gripes among investors. But 
there have been several cases where com- 
panies have sought funds to increase pro- 
duction or pay down debt and have instead 
plumped for a punt on a chunk of Jakarta 
property or shares in a sister company. Bape- 
pam should take a page out of Singapore's 
book, where market regulators last month 
refused three proposed rights issues because 
the companies in question had misused the 
last funds they raised in the market. 

More to the point, the government 
should be a little less languid in privatising 
the KSE. The rumour mill is tipping 
that the director-general for monetary af- 
fairs at the Finance Ministry, Oscar Suryaat- 


madja, will be appointed to head the ex- 
change, a prospect most brokers welcome. 


Perhaps Suryaatmadja could work hand in 
hand with Bapepam to do something to im- 
prove the market's reputation. 

That is not to say that the portents for 
recovery are easily readable. Foreign fund 
managers are keeping a close eye on the 
average price-earnings ratio in the market 
— now about 12-13, down from 2224 a 
year ago — but several disincentives stand 
in the way of the bottom grazers. 

First and foremost is severe market 
illiquidity. The government's tight money 
policy continues to make bank deposits far 
more attractive than the returns available 


on the floor. But the market's reputation for 


slack regulation, shoddy accounting and in- 
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sider trading does little to help; particularly... 


when other regional bourses, such as 
Hongkong’s, are continuing to clean up 
their act and to hit new highs. 

New laws on investments by banks, in- 
surance companies and pension funds are 
expected to provide something of a fillip to 
the JsSE by releasing long-term funds into 
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the market. Unfortunately for punters, 
drafts of these laws submitted in June are 
not likely to make it out of parliament this 
ear. 

T Somewhat better news is that the Fi- 
nance Ministry is coming to grips with the 
supply-demand imbalance on the bourse. 
Shroff understands that it has issued an in- 
formal directive to Bapepam to slow the 
processing of new IPOs and rights issues. 


bourse has come to life with a vengeance. 

Its bellwether Hang Seng index hit a record 
4,000 briefly on 16 July, and optimistic ana- 
lysts are gushing over the prospect of the 
index topping 4,500 by the end of the year. 

The upsurge was triggered by a number 
of factors: the vague but long-awaited Sino- 
British agreement on Hongkong's new air- 
port, a cut in lending rates and improved 
local earnings prospects — particularly for 
the property companies that weigh heavily 
on the Hang Seng. Brokers now talk of re- 
rating Hongkong's average p/e from 9-10 to 
12-14. 

But Shroff believes that other less emo- 
tive factors have helped the Hongkong 
market return to form. The Stock Exchange 
of Hongkong (SEHK) and the Securities and 
Futures Commission appear to be moving 
successfully towards an agreement that 
will make the SEHK a more professional 
market. 

The sEHK's 688 broker members are | 
scheduled to vote on 19 August on a com- 
promise reform package that will, among | 
other things, increase the influence of large 
institutional brokers. 

Even under a new SEHK council, local 
market players will not be beyond re- 
proach, any more than their counterparts in 
New York, London and, um, Tokyo. But 
the fact that clean-up measures are being | 
actively pursued four years after the ig- | 
nominious 1987 closure of the bourse bodes | 
well for the colony's future as an invest- | 
ment centre. | 

Slipshod accounting, insider trading | | 
and dubiously valued shares-for-property | 
swaps still stain the Hongkong market. But 
as SEHK chief executive Francis Yuen never | 
fails to point out, the market has come a | 
long way from the days when it was a pri- | 
vate clique. With only a touch of heresy, | 
Shroff suggests that Japanese regulators | 
could do worse than look to the progress | 

| 
| 
| 
| 


l 
| 
| 
While Jakarta slumbers, the Hongkong 
| 
| 
| 


Hongkong has made in redefining stand- | 
ard market practices as a model for their 
own reform programme. |... 

m Adam Schwarz rand ed na 





SOLVAY 


UNEVEN MARKETS WELL UNDER CONTROL 
DIVIDEND ON THE RISE 








KEY FIGURES FOR THE YEAR ENDING DECEMBER 31 


Solvay Group (in million) 


Sales 

Investments 

R&D expenditures 
Net earnings 


(data approved by the external auditor) 


Solvay S.A. (in BEF per share) 


Net dividend 


1989 90/89 
BEF +/- (%) 
256,798 - 0.6 
30,800 +18.5 
11,965 + 74 
16,712 - 48 
470 * 64 


Rate of exchange 1990: USD 1 = BEF 30.93 


The year 1990 will be remember- 
ed as a period of trial in contrast 
to the hopefulness of 1989. 


For the Solvay Group, 1990's per- 
formance was slightly below the 
record 1989 results. Consolidated 
net earnings declined by 4.8%, 
but were still above the extremely 
high level attained in 1988. 

The Group's policy of diversifica- 
tion paid off, for although results 
were down in Plastics and weak- 
ening in Alkalis and Peroxygens, 
they improved in Processing and 
Health. 


The past year also marked the 
beginning of our return to Central 
Europe. 


The year 1990 saw further im- 
provements in our management 
philosophy. By starting to move 
toward Total Quality Manage- 
ment, we seek to go beyond just 
quality products and processes; 
we want customers and their 
needs to be our primary concern, 
and in this way improve further 
in service and competitiveness. 

Again this year, Solvay demon- 
strated its confidence in the future 
of the Group, increasing the divi- 
dend paid to shareholders by 6.4%. 


SOLVAY 


1990 1990 
BEF USD 


255,241 8,252 
36,500 1,180 


12,846 415 
15,910 514 
500 16 





Baron Daniel Janssen 
Chairman Executive Committee 


The annual report is available in English, French, Dutch and German on request from the Company Secretary, 


Solvay, rue du Prince Albert 33, B-1050 Brussels 








a Two-week Seminar 
EC-ASEAN Relations — The Challenges 
in the 90s 


under the auspices of the Commission of the European 
Communities, organized by the European Institute of Public 
Administration, Maastricht, on 14-25 October 1991 





;. Would you like to take advantage of a unique opportunity to 
analyze and discuss current developments within the European 
Communities and the ASEAN region and to examine their impact 
on EC-ASEAN relations? 

The programme for this two-week seminar for officials from the 
| ASEAN countries, academics, and businessmen will address the 
| following issues: 

- | .* European Union — Economic, Monetary and Political; 
* Enlargements and Affiliated Membership of the EC; 
* Initiatives for Closer Cooperation within ASEAN and 
-= the Pacific Region; 
Access to Markets; 
Policy Issues within EC-ASEAN Relations; 
Views on and Attitudes towards the Regions; 
4 Broadening the Scope of EC-ASEAN Cooperation. 
| This activity is sponsored by the Commission of the EC within 
the framework of Human Resource Development in EC-ASEAN 

Cooperation. It is organized by the European Institute of Public 

; Administration (EIPA). For further information and to obtain 
application forms, please contact, preferably by telefax: 
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- Institut Europeen Ms Rita Beuter, EIPA, P.O. Box 
me T d'Administration Publique 1229, 6201 BE Maastricht, The 
tit Netherlands, Tel: 31-43-296240; 

European scio A Telex: 56892; Fax: 31-43-296296. 





. Readers are 
recommended 

to make appropriate enquiries and take ap- 

propriate advice before sending any money, 

5 i corn any expense; or HON Io a i into a bind- 
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HIC TEL POWER OF SALE 


worth York (T Toronto), Ganada 












* 380 guest room, full service hotel 

* Recently completed expansion 

* Extensive restaurant, meeting/function 
room and recreation facilities 

* Financing may be available to qualified 

buyers 


Tenders for outright purchase must be received by: 
12:00 noon (E.S.T.), September 11, 1991 
For complete information, please contact 


COLLIERS 


BARRAR TLEN MLALE 


a 
BILL STONE 


Colliers International Hotel Realty 












Before July 26, 1991 
Phone: (416] 595-0433 Fax : (4161 995-5968 
After july 26, 1991 
Phone: (416) 777-2 200 Fax : (4151 777-2277 





Colliers Macaulay Nicolls (Ontario) Inc. Realtor. 


Fellowship 


GRIFFITH 
UNIVERSITY 


BRISBANE GOLD COAST 


1992 JACKSON MEMORIAL 
FELLOWSHIP 


Applications are invited forthe dicun Memorial Fellowship, tenable at 
Griffith University, Brisbane, Australia. 


The Fellowship is open to senior faculty staff of ASAIHL member 
Universities in all disciplines. Preference will be given to those with an. 
interest in the application of the social sciences to the analysis of E 
substantial policy issues at the national and regional. level. 2 


The Fellowship is tenable for 1-3 months and provides NW 
financial assistance. For further details contact Th Registrar, Griffith- 3 
University, Queen and 411 +, near | DA | 
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The CHINA TRADE REPORT shows you howto whether you are trading or investing. Plus it 
take advantage of the billions of opportunities China reports on a broad range of industries such as 
offers . . . as well as to avoid potentially adverse agriculture, textiles, electronics, transport, banking 
. "developments. and more. IUE E i "o 
|. The CHINA TRADE REPORT, published The CHINA TRADE REPORT also publishes all — . 
monthly by the Review Publishing Company, is — the vital statistics on the Chinese economy. Itis 
acknowledged by leading business executives to essential reading for anyone who watches China. | 
be the most informative, most up-to-date newslet- . We are so sure you will find the CHINA TRADE ~ 
. fer of its kind. ... REPORT indispensable, we offer you our money- - 
... The CHINA TRADE REPORT covers all the is- . back guarantee for any undelivered issues of your _ 
sues related to doing business with China, | subscription should you ever become dissatisfied 


A confidential monthly newsletter. Exclusive to subscribers 
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hen Apple co-founder Mike 
Markkula was given the job a 
few years back of educating 
7 incoming chief executive offi- 

cer John Sculley about the computer indus- 
try, he drew a graph to illustrate industry 
sectors. At the top end of one axis were 
supercomputers priced at around US$10 
million, followed by mainframes at US$1 
million, then minicomputers at US$100,000, 
workstations at US$10,000, personal com- 
puters at US$1,000 and game machines at 
US$100. But there was nothing priced at 
US$10 or less. 

Around the same time, Markkula was 
attempting to automate his house. He dis- 
covered that the devices available for this 
purpose were expensive and incompatible. 
To a seasoned Silicon Valley entrepreneur 
such as Markkula, gaps in the mar- 
ketplace can result in only one thing, 
and he wrote a business plan for a 
new company. 

Echelon, the company that grew 
.out of his plan, was founded in 
.1988. Within the next few weeks, it 
will start shipping its first product to 
150 customers worldwide: chips that 
.can control any electrical appliance 
¿cheaply and compatibly. 

If all goes according to plan, Eche- 
lon's chips will take electronics into 
virgin territory. Chairman Ken Osh- 
man forecasts sales to reach hun- 
dreds of millions of US dollars by the 
mid-1990s. And he expects a big 
chunk of that market will be in Asia. 

Oshman's confidence stems from 
the ability of Echelon's chips to 
handle a broad range of applica- 
tions. For example, they can control 
lighting and air conditioning in office 
buildings, robots, home security sys- 
tems and just about everything in 
cars. But until the price of the chip 
falls to under US$2 each from US$10 
currently, they are likely to be used more 
frequently in industrial and business appli- 
cations. 

Utilities would love to stick a chip in 
every electricity and gas meter to allow for 
remote-control reading. More than that, the 
chips would allow utilities to do what 
phone companies already do: charge differ- 
ent rates for usage at different times of day. 

Another likely early application for the 
> | chips is the controlling of heating and light- 
us = ing systems in office blocks. Oshman esti- 
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mates that the smart control of lighting r 
-tems alone could cut electricity bills by 50° 
or more. l 
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Smart control in this case could mean 
hooking the system up to sensors that de- 
tect whether a room is occupied. If not, the 
lights will stay off. Lights can also be 
switched off as the amount of ambient light 
in a room increases. 

But the chips also offer a second, less 
obvious, advantage in the form of reduced 
wiring costs. Conventional controllers must 
be connected to central computers. By con- 
trast, Echelon's controllers, which the com- 
pany calls neuron chips, do not depend on 
so-called neural-network technology. They 
are connected with just a single cable link- 
ing one chip to the next. 

This ability to eliminate wiring should 
appeal to the car industry. Cars are being 
made heavier by the ever-increasing 
amount of wire and cable going into them. 


Goodbye wires, hello chips | 





Not only do wiring harnesses make cars 
heavier at a time when weight reduction is 
at a premium, their complexity also helps 
make electronic devices unreliable. 

Each neuron chip carries enough on- 
board intelligence to obviate the need for a 
central computer. The move from central 
control to distributed intelligence mirrors at 
the micro level a shift that the computer in- 
dustry made during the 1980s. Computer 
users formerly worked on terminals con- 
nected to mainframes. Today, they use 
clusters of personal computers hooked to- 
gether in the form of a local area network. 


Echelon has adopted the same sort of 
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INNOVATION 


A ih for all 


technology — renamed local Operating net: 
work — in its chips. One of the company's 


major technical achievements has been to 


boil down a sophisticated, multi-layer com- 
munications protocol — that is, the 
software that enables one type of device to 
talk to another — and add that protocol to 
a low-priced piece of hardware. 

In so doing, the company has leap- 
frogged a slew of other protocols that are 
bogged down at the standards committee 
stage. Echelon is hoping that by offering a 
cut-price, off-the-shelf solution to the prob- 
lem of intelligent-distributed control, its 
protocol will become the standard. 

Echelon has licensed the manufacture 
and sale of its neuron chips to Motorola 
Corp. and Toshiba Corp. Using such large. 
established companies as producers and 
suppliers brings a small company 
such as Echelon several benefits. 
One is the manufacturing know- 
how needed to stuff three proces- 
sors, two types of memory and 
analog circuitry on to the same tiny 
piece of silicon. Another is to give 
the company instant credibility with 
its customers, which include AT&T, 
IBM, Eastman Kodak and Sony 
Corp. 

Having a local supplier such 
as Toshiba also smoothes Echelon's 

way into the Japanese market. 
There, according to Echelon Japan 
president Martin Bantle, the neuron 
chip is causing a lot of excitement. 

Anticipating that that excite- 
ment will translate into sales, 
Toshiba says it plans to produce 
more than 3 million neuron chips by 
next year. Some of these chips will 
doubtless go into the company's 
products. Others may go to Japan- 
ese car companies. 

An unexpected — though charac- 
teristically Japanese — application 
for the neuron chip is in the game of 
pachinko, where it would be used to gather 
data and monitor the status of the 
machines. Since not even the smallest Ja- 
panese hamlet is without its pachinko par- 
lour and since each establishment operates 
dozens of machines, this application could 
generate significant sales. 

Bantle predicts that the home-automa- 
tion market will take off in gadget-loving 
Japan before it does in the West. In the soft- 
ening Japanese housing market, adding all 
manner of electronic systems gives builders 
the chance to differentiate their products.. 

m Bob Johnstone 
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Through Mutual Affinity We Meet, 
Through CAL The World Grows Smaller. 


Meeting is an act of natural af- world is growing smaller. We treasure each encounter. 
- finity. According to the Chinese 

m4 is is called Yuan-Fen. Each re- 
nthe world has its own dis- 
tive culture.China Airlines flies 
totwenty-six international cities 
b nging together people with 
E dif: ‘erent lives and backgrounds. 
All along CALs route map the 
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Swissair Customer Portrait 88: W. Bobby Gschwend, director of a Safari enterprise, Mombasa, photographed by Alberto Venzago. 








4 
SEF 
Se 
3E 
5 
sa 
i 


^ Editor: Philip Bowring 








Eastern Eeonomie 


-Regional Editor: Charles Smith: V. G. Kulkarni Deputy; 


E 


Gavin Greenwood, K. Nadarajah Assistants 
Business Editor: Nigel Holloway, Steve Proctor Deputy: 


_ Clary Hubbard, Andrew Waller Assistants 

- Focus Editor: Michael Malik 

- Arts & Society Editor: Lincoln Kaye: Don Cohn Books Editor 
. News Editor: Paul Bayfield 

< Chief Correspondent: Rodney Tasker 


international Finance Editor: Anthony Rowiey Tokyo 


Specialist Contributors: Bob Johnstone Technology: 
Jonathan Friedland Finance; Cart Goldstein Industry; 
Michael Westlake Transport; N. Balakrishnan Singapore: 
Elizabeth Cheng China Trade: Bertil Lintner Burma: 
Michael Taylor Investment; Ed Paisley: 

Margaret Scott 


Consultant Editor: Derek Davies 


Art Director: John Hull: Ricky Hui Deputy: Ringo Chung, Ray Leung 
Assistants 


Production Editor: Pau Lee; Henry Chiu Deputy: Winnie Law Assistant 
Librarian: Jan Bradley 
Editorial Administrator: Lily Kan 


BUREAUX 

Bangkok: Pau! Handley 2577739 

Hanoi: Murray Hiebert 4259621 

islamabad: Salamat Ali 823349 

Jakarta: Michael Vatikiotis, Adam Schwarz 3847814 
Kuala Lumpur: Suhaini Amam, Doug Tsuruoka 2618252 
Manila: John McBeth, Rigoberto Tiglao 5221808/595077 
New Delhi: Hamish McDonald 611326 

Peking: Tai Ming Cheung 5321550/5321397 

Seoul: Shim Jae Hoon, Mark Clifford 732-7354 
Singapore: 2203720 

Taipei: Julian Baum 502-2359 

Tokyo: Robert Deifs, Louise do Rosario 32708229 
Washington: Susumu Awanohara 662-9286 


OTHER CORRESPONDENTS AND CONTRIBUTORS 


Brussels: Shada islam London: James Bartholomew 
Calcutta: Jayanta Sarkar Moscow: Sophie Quinn-Judge 
Canberra: Jacqueline Rees New York: Jonathan Burton 
Colombo: Manik de Silva Rangoon: M. C. Tun 

Dhaka: S. Kamaluddin Sydney: Gienda Korporaal 
Geneva: Frances Williams United Nations: Ted Morello 
Islamabad: Anmed Rashid, Vancouver. Ashiey Ford 
Mohammed Aftab Wellington: Colin James 
Kathmandu: Kedar Man Singh 

ADMINISTRATION 


Publisher: Thomas P. Eglinton 

General Manager: Mitchell A. Klaif 
Advertising Director: Thomas J. Harter 
Marketing Services Manager: Sally Walker 
Production Manager: Billy Woo 
Circulation Manager: Stanton Leung 
‘Subscription Manager: Agnes Leung 
Company Secretary: K. S. Tsang 

EDP Manager: Nelson Leung 


Published weekly, every Thursday, in Hongkong since 1946. All Rights Reserved. Co 
Review Publishing Company Limited, Hongkong, 1891. A wholly-owned subsidiary of 
Dow Jones and Company Incorporated. 
Offices: 181-185, Gloucester Road, Centre Point, Hongkong. 
Postal address: SPO Box 160, Hongkong. Cable: REVIEW HONGKONG Editoria: 
REVIEWADS HONGKONG Executive Advertising & Accounts ; REVIEWCIRC 
HONGKONG Circulation . Telex: 75297 ECWEK HX £oitorial, 62497 REVAD HX 
Executive, Accounts & Advertising 66452 REVCD HX Circulation. Fax: 8345571 
Editoria; 1345987 Executive & Accounts: 8346051 Advertising: 5722436 
Ciruiation . Tetephone: 5320381 Editorial, B328300 Executive, Advertising, 
Accounts. Adv. Production & Circulation. 
Printed by Dai Nippon Printing Co. (HK) Ltd, Tsuen Wan Industrial Centre, 2-5/F.. 
220-248 Texaco Road. Tsuen Wan, NT., Hongkong. 
M. K-: Registered as a newspaper at the Genera! Post Office. U.S.A.: The Far Easter 
Economic Review (USPS 914-880) is published weekly, every Thursday, for 
U5$135.00 per year by Review jos] pier dle U.S. Mailing Agent — 
Datamovers, ine. 36 W. 38th SL. New York, N.Y. 10018. Second-class postage paid at 
. New York, NY., and additional mailing offices. POSTMASTER: send address changes 
l HA Economic Review c/o Datamovers, ine., 36 W. 36h St, New York, NLY. 


TAT] 





Member of the Audit Bureau of Circulations, London. No. 31 


1 AUGUST 1991 





m ——— 





—P————— PUPPI 


——— M 


———PAÓ PPP RII 


LETTERS 


Asia's European foothold 

The REVIEW published an article by Michael 
Davenport [Primary benefits, 13 June] dis- 
cussing the effects of 1992 on East Asian 
countries. 

When Davenport considers that the EC 
will enjoy stronger and more dynamic eco- 
nomic activity as a result of 1992, I cannot 
but agree. But I question Davenport's con- 
clusions on the likely effects of this for East 
Asian countries. With regard to trade, the 
advantages for exporters of manufactured 
goods resulting from the completion of the 
internal market are, if anything, rather un- 
derstated. Trade creation and trade diver- 


sion statistics do not necessarily reveal | 


other benefits of the removal of internal 
barriers. 

Facts are a better indicator than specula- 
tion: between 1986 and 1990 imports into 
the EC originating from the Asean coun- 
tries have risen by 82% while imports into 
the EC from the whole world rose by 38%. 

But my main concern is that the por- 
trayal of the likely future development of 
the EC's trade policy is unbalanced: 
speculative scenarios are used to imply that 
a "Fortress Europe" is likely, the suggestion 
being that goods from East Asia will face 
either formal quantitative restrictions or 
more subtle forms of "administrative pro- 
tection." 

This will not be the case. The EC has a 
strong objective interest in an open world 


economy, if only because our trade depen- | 
dency is high compared to that of our | 


major trading partners. We are fully com- 
mitted to the strengthening of the Gatt, and 
attach the utmost importance to a success- 
ful condusion to the Uruguay Round. To 
adopt a protectionist internal market would 
run counter to the ideology and objectives 
of the 1992 programme. 

For example, national quantitative re- 
strictions are being eliminated as part of the 
1992 programme. Only where major eco- 
nomic difficulties might arise, appropriate 
transitional measures will be introduced to 
ensure a smooth phasing out of these 
quantitative restrictions. 

I should also add that in its recent report 
on the EC the Gatt secretariat stated that: 
"in the process of [the 1992 programme] 
new opportunities for trade have been of- 
fered" and that "initial concerns that, in the 
course of the internal market programme, 
the EC would turn inward-looking have 
not been confirmed to date." 

On anti-dumping, like its trade 
partners, the EC is bound by the Gatt anti- 
dumping code. Our procedures are trans- 
parent. Exporters can contest any decision 
taken by the commission before the Euro- 
pean Court of Justice. It must be added that 
the actions initiated by the EC are not con- 
centrated on imports originating from a 


FAR EASTERN ECONOMIC REVIEW 


mr a aa a AR es Bo b Mehr mum mai m narrar —————— rman ÓÓÓÓ—— a v Napa pe hr heen erre armare SPP TN er flere coer rr rp t t i hr Aa rl rre aa RAE T TT TIT m a are TT rtt MÀ —— ANA — 
m————————————— RR op Ate ete rE Ere RETR n: ——— REPRE massana e Ae A er ————P REI Su e — Ure mara a a i Mat UMS ri m meta aa eer eres ENP re rel rm aides A a rara e e rri Me rtr 





MiCam Hit 
Apartments. 
has the key 
to keeping 
its guests 

.. well 
informed. 


As one of Asia's leading hotels, 
The MiCasa Hotel 
understands that the frequent 
business traveller needs to keep 
in touch with what's going on 

| in the Asian region. 
That's why it provides executive 
guests with the most 
authoritative publication 
on Asia. The 
Far Eastern Economic Review. 


FarFausternBeononiic 





MiCasa Hotel Apartments. | 
368B, Jalan Tun Razak, 50400 Kuala Lumpur, 
Malaysia Tel: 03-2618833 Fax: 03-2611186 


Doing Our Best...'Io Achieve the Best 





Working together at I/N TEK, tbe world s most modern cold-rolling steel mill 


In 1990, after two years of careful preparation to provide the 
American market with the best premium cold-rolled steel 
sheet and the best service, NIPPON STEEL and INLAND 
STEEL established I/N TEK. 


As always, NIPPON STEEL is doing its best to be 
a responsible member of the world community by providing 
products and ideas that will contribute to the creation of a 


better life for everyone, everywhere. 


bo es ee P eee — 
NIPPON STEEL 
[SS a Ma ————— 
the leading edge of technology 












ing inquiries vis à vis other European coun- 
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- - Finally, the claim that the implications of 

..1992 for investment in East Asia are nega- 
tive is unfounded. As Davenport admits, 

there is no evidence to support the view 

that 1992 adversely affects investment in 


other countries. HUGO PAEMEN 
"og Commission of the European 
Brussels Communities 
Hostile journalism 


I congratulate Dr T. N. K. Nair for his tren- 
chant letter [11 July] excoriating the biased 
and hostile coverage given by your New 
Delhi correspondent on the Rajiv Gandhi 
assassination, and things and persons In- 
dian in general. It is precisely for such 
biased and intemperate journalism that the 
Singapore Government hauled the REVIEW 
- over the coals. | 
Unfortunately, there are enough expat- 
riates willing to lap up all this bilge and be 
titillated by TRAVELLER'S TALES on the side. 
Singapore A. JAIRAM 
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Cultural siesta 
Regarding your 11 July issue on the Mexi- 
can Challenge, I found your articles gener- 
_ ally factual and objective. I note with in- 
terest the consistency of the Asian concern 
about the North American Free Trade 
Agreement (NAFTA) with that of the US 
concern about Europe in 1992. I also note 
the consistency of the reaction of the US 
with that of Europe, that is, if the “other 
guys” are concerned, we must be doing 
something right. This attitude, though, is 
not universally shared here. 

However, because I have come to 
know of your publication as one sensitive 
to the issue of racial and ethnic harmony, I 
must say I found your cover art work ap- 
palling. Your stereotypical image of Mexi- 
cans as cigar-homping, heavily armed 
Pancho Villa type "banditos" out to steal 
what is Asia’s is inexcusable. Further, the 
bandito's badge conveys the notion that US 
trade with Mexico is something new. In 
fact, Mexico has long been a significant 
trade partner with the US, now ranking a 
firm third behind only Canada and Japan, 
in that order. No other Asian country 
comes close to the two-way trade that exists 
between Mexico and the US. In many 
ways, NAFTA will only institutionalise what 
is already happening. Many, if not most, of 
the impacts you attribute to NAFTA will in 
fact happen with or without NAFTA. It is 
also neither fair nor accurate to assume that 
all US investment that could now flow to 
Mexico would otherwise be bound for Asia 
instead. 

Lastly, it is not fair to imply that NAFTA 
will unfairly leverage investment in North 
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r ular area. In recent years, anti-duim p | 


were larger than those vis à vis the US 


FAR EASTERN EC 


America. Japanese i 
have been investing he 
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ment motive will not change. 


Your numerous articles have charac- | 


terised Australia’s treatment of Asians as 
racist. However, before one can expect 
another to be culturally sensitive, one must 
exhibit that same sensitivity oneself. Your 


publication is now exhibiting the very be- | 


haviour you do not wish to have recipro- 
cated. 

The factual and otherwise objective ac- 
count of the current NAFTA proceedings is 
unfortunately slanted by the explicit ethnic 
slur on your cover. - 


Tucson, Arizona WILLIAM ERICH CLINE 


€——X arent Arum reae ari e ae Ne m T Ht PAYS t tA UIA RAIMA Ra tag i 





et 





More than pounding surf 


The series of articles which appeared under | 
the headline Shrinking ocean [6 June], | 


while in-depth and informative, fail to rec- 


ognise Hawaii as a factor in the US-Asia | 


economic arena. ` 

Although the s 
small cluster of islands in the middle of the 
Pacific and ranks as one of the world's pre- 
mier resort areas, Hawaii also has been an 
active and successful participant in the US- 
Asia trade scene. 

According to data compiled from local 
publications by the Department of Business, 
Economic Development & Tourism's trade 
and industry development branch, through 
1990, Japan had invested more than US$7.1 
billion in Hawaii, excluding residential pur- 
chases. The confidence of other Asian and 
Pacific nations has also shown a dramatic 
increase in recent years. 

Another key indicator is the number of 
corporations and partnerships in Hawaii 
which have foreign involvement. Of the 
46,400 companies registered to do business 
in Hawaii, nearly 19,000 are wholly or 
partly foreign owned. Close to 11,000 have 
direct ties to countries from Asia, Southeast 
Asia and Australia-New Zealand. 

Hawaii is also advantageously situated 
in the Pacific and is the hub for a state-of- 
the-art fibre-optic telecommunications net- 
work which connects the US with Asia and 
the Pacific. From its central Pacific location, 
a businessman in Hawaii can communicate 
with the East Coast of the US mainland and 
the major business centres of Asia on the 
same business day. 

In addition, Honolulu International Air- 
port, the ninth busiest in the world, serves 
both sides of the Pacific. Hawaii also offers 
a unique blend of Western and Asian cul- 
tures, further diversifying the labour pool 
potential through multi-lingual capabilities 
— 25% of our population speak a second 
language and, for example, one third of all 
Japanese-language students are studying in 
Hawaii. T 
Honolulu ^ = MURRAY E. TOWILL 
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New Bids For Oil 

Myanmar Oil & Gas Enterprise (MOGE) 
has begun taking a broad range of new 
bids for offshore oil and gas concessions 
in the Andaman Sea for the first time 
since 1977. A number of companies have 
expressed interest, including British Gas, 
Idemitsu and Mitsubishi of Japan, Total of 
France and Nebsco, an Australian 
independent. The concession area is 
understood to extend from Premier Oil of 
Britain’s existing concession area in the 
Gulf of Martaban to areas abandoned by 
13 foreign oil companies in the early 1970s 
as unfeasible. MOGE is expected to grant 
the concessions by the end of 1991. 
Signature bonuses are likely to be 
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emotion-charged controversy left over 
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Asean foreign ministers, meeting in Kuala 
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Rangoon 10 
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demanded, though not at the 
extraordinarily high levels paid by some 
of the 10 foreign oil companies who won 
on-shore concessions in 1989 and 1990. 


Fraternal Fears 


Hanoi's distributor of foreign publications 
surprised its Vietnamese readers by 
suspending sales of two Soviet magazines, 
Moscow News and Sputnik, following the 
communist party's seventh congress in 
June. Former subscribers assume the 
party wants to limit the impact of Soviet 
perestroika in Vietnam, where the 
leadership stresses economic reform 
while maintaining strong one-party 
political rule. 


The Price of Security 

In a sign that it believes the urban guerilla 
threat in the Philippines has significantly 
declined, the US Government recently 
removed hazardous pay allowances that 
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than expected from a new bases accord 
with the US 14 
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A farm boy-turned-president sets the 
Soviet Union’s second-largest republic on 
the difficult path towards economic 
reforms 15 


China : Flood Propaganda 

The Communist Party is concerned 

with more than just economic 
rehabilitation as it tackles the massive 
flood devastation in some of the country’s 
key provinces 18 

Malaysia : Environment 

The arrest of foreign ecologists in Sarawak 
indicates Kuala Lumpur's differences 
with the West on logging the 

rainforests 19 





China's floods (18). 


its embassy personnel, servicemen and 
other Defence Department employees 
have been receiving since April last year. 
The allowances, introduced just before 
the start of the US bases talks, added up 
to 15% of the salaries of State Department 
employees and about US$150 a month for 
servicemen. 


Guided Business 


Western observers in Rangoon say that a 
series of new restrictions on how 
businessmen can spend their foreign 
exchange are being contemplated by the 
ruling State Law and Order Restoration 
Council, which is desperate to contain a 
60% inflation rate. Soon, exporters will 
only be allowed to allocate 90% of their 
profit towards imports and will be forced 
to spend 20% of that amount on items 
stipulated by the government. Further, 
specific guidelines are expected to confine 
certain types of exporters to specific 
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imports. For example, exporters of pulses 

and beans may only import fertiliser and 
pesticides, while exporters of oil seed will 

be obliged to only import palm oil. 


Strictly Between Friends 
Australian officials 
have dampened 
speculation about a 
possible treaty of 
friendship with 
Indonesia. The idea, 
which surfaced in 
Jakarta, is that the 
two countries will cap 
the recent 
improvement in 
bilateral relations with a treaty to be 
signed during a planned visit to Indonesia 
by Prime Minister Bob Hawke. The 
officials said Hawke's visit is unlikely to 
take place until early next year, and that 
talk of a treaty is still at a vague stage. A 
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more likely possibility is for some kind of 
declaration of friendship “with less than 
treaty status.” Indonesian sources 
confirmed that a declaration of friendship 
is under consideration. 


Clinching Argument 

The choice between agreeing to plans for 
a new airport for Hongkong or seeing 
reserves drained by advanced pensions 
for civil servants is believed to be the key 
point that gained Peking’s acceptance of 
the airport project. British officials had 
some time ago submitted a proposal to 
the Sino-British Joint Liaison Group to 
allow lump-sum payment of pensions to 
civil servants with 10 years’ service or 
more before 1997. The move was meant 
to allay civil servants’ worries that their 
pensions may not be honoured after the 
territory reverts to Chinese sovereignty in 
1997. Chinese officials had not agreed to 
the plan. But when the airport talks 
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reached crisis stage, the British raised the 
matter again. A source confirmed that 
“things fell into place very quickly” when 
the British team made it clear that there 
would be “other claims” on the reserve 
funds if the airport plan did not go 
through. 


Saving Face 

President Lee Teng-hui may cancel plans 
for an official visit to Central America in 
mid-August despite many months of 
preparation by Taiwan's Foreign 
Ministry. Sources say some Central 
American leaders have backed out of a 
meeting in Costa Rica, which Lee planned 
to attend. More important, Taiwan's 
representatives in the US have not been 
able to arrange meetings with ranking US 
officials during Lee's planned transit 
through the US. A private visit to Japan 
was also abandoned because of Tokyo's 
caution about upsetting Peking. 
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2 ByA Anthony Rowley and Robert Delfs 
-~ - in Tokyo 
candals embroiling Japan's leading 
securities houses and the Finance 
Ministry have spread into the poli- 
Be tical establishment where they 
-< threaten to undermine the credibility of 
-Prime Minister Toshiki Kaifu's “clean” gov- 
ernment. 
= = Not since the Recruit affair in 1988, 
* which toppled then prime minister Noboru 
_ Takeshita, his deputy and other leading 
. . public figures, has a Japanese government 
|... faced embarrassment of the kind posed by 
- the latest controversy. 
SR As with Recruit — in which rafts of 
5. politicians, bureaucrats and businessmen 
^. were progressively implicated in a 
_. privileged stock-distribution scheme — the 
^. securities scandal is spreading almost daily 
-= to ensnare more and more establishment 
. figures. 
~~ Suspicions of an attempted political 
cover-up are growing, too, following at- 
_ tempts to fend off a full parliamentary in- 
| quiry and debate which some suggest 
could reveal unpalatable facts about pay- 
-. ments to politicians from securities houses 
E : and business corporations. 
. Events have moved quickly since 24 
[. jung, when Yoshihisa Tabuchi and Takuya 
Iwasaki, presidents of the Nomura and 
_ Nikko securities houses, respectively, re- 
: _ signed over dubious deals to compensate 
certain clients for stockmarket losses and 
over their firms’ involvement with a lead- 
oe ing underworld figure. 
| «se Although Nomura and Nikko — along 
with Daiwa and Yamaichi and other sec- 
urities houses — admitted making com- 
pensation payments amounting to nearly 
US$1 billion, Nomura for one made it clear 
that it was not going to let the Finance 
Ministry escape blame for tacitly approving 
the payments. 
After Finance Minister — Ryutaro 
Hashimoto imposed a pay cut on himself 
d disciplined many of his officials in 




























omura’s chairman, Setsuya Tabuchi, 
dropped a second bombshell. 
-Setsuya Tabuchi, who is unrelated to 
firm's former president, said. that if he 
ere called to testify before a parliament in- 
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odis T3 starts to threaten ruling party 
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quiry into the compensations affair he. 
ng he knew. A key — 
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sentatives Finance Committee — quickly 
decided not to call witnesses from securities 
houses to testify at a hearing set for 25 July. 
This was despite strong demands from op- 
position parties that executives of at least 
the Big Four brokerages should give evi- 
dence. 

On 22 July, Setsuya Tabuchi adminis- 
tered a further shock by resigning as chair- 
man of Nomura. Former president Yoshi- 
hisa Tabuchi also relinquished his position 
of vice-chairman at the securities firm. The 
two Tabuchis now retain only advisory 
posts with the firm. 

Nomura's new president, Hideo Saka- 
maki, then declared that the company 
would refrain from disclosing secrets about 
its customers, a pledge likely to relieve 
those companies — and half-a-dozen 
prominent Japanese politicians — whose 
names apparently appear on a list of 229 
who benefited from the compensation 
agreements. 

Japanese press reports suggested that 
Setsuya Tabuchi's sudden resignation .— 
leaving the chairmanship of Nomura vac- 
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ors had to bear without recompense. - p 

Earlier, after raids by Finance. Ministry | 
officials on the offices of the Big Four brok- 
ers to uncover any evidence of illicit gua- 
rantees they might have given to indemnify 
certain clients against losses, a ministry offi- 
cial had indicated that the names of such 
clients might be disclosed. 

Finance: Ministry sources, meanwhile, 
suggest that they do not expect to be called 
upon to testify formally before any par- 
liamentary hearing. All this implies that, 
unless opposition pressures dictate other- 
wise, the securities affair will be subject to 
only superficial parliamentary scrutiny. 

One veteran Japanese financial observer 
suggested to the REVIEW that certain politi- 
cians and business corporations have put 
pressure on the ruling Liberal Democratic 
Party (LDP) not to force figures such as Set- 
suya Tabuchi to reveal what he knows. 

According to this observer, some LDP 
and opposition members who specialise in 
financial affairs have got close to the major 


. securities houses whose views they "sym- 


pathetically represent" in parliament. In re- 
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ant for the time being — along with 
Yoshihisa Tabuchi's further sacrificial ges- 
ture were intended to prevent the scandal 
spreading to political circles. 

The Finance Ministry also announced 
that it had no plans to disclose the names of 


companies which received compensation 
payments from brokers after the losses they 





suffered following the Tokyo st arket 
crash i in 1990 — losses which. most Finvesk:, 
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turn, they receive generous campaign con- 
tributions. — 

Big corporations, including probably 
those which received compensation from 
the brokers, are in the habit of making 
major piis donations. This is an ac- 







but it is spec 
















ppe to hinge on what 
* inquiry is eventually held — 
it is on a sho-nin basis which re- 
2s evidence to be given under oath — 
-< with the attendant perils of perjury — or 
= whether it is of the sanko-nin variety 
. whereby individuals are invited merely to 
. express opinions. 
«As Kaifu was picked by the LDP as a 
rx olitican untainted by the Recruit affair, 
bservers suggest that nothing short 
full official investigation can serve to 
satisfy the public and to confirm that the 
ruling party is not shielding its members 
ehe this new scandal. So far, Kaifu has 
confined himself to instructing his finance 
minister to deal "sternly" with the matter 
and to approving the spate of resignations 
among securities industry leaders. 

The opposition parties were neither sur- 
prised nor particularly displeased when the 
LDP blocked the House Finance Committee 

from calling heads of securities houses to 
testify at the 25 July hearing. But the result 
may be only to complicate further passage 
of Kaifu's political reform package at the ex- 
traordinary parliamentary session sche- 
duled to begin on 5 August. 

"The LDP blocked the heads of securities 
houses from being called to testify because 
it wants to avoid any more testimony on 
this matter at all" according to Seiji 
Masamori, a communist legislator who sits 
on the Finance Committee. "It particularly 
doesn't want the 229 companies which 
have received compensation to be named 
because this is where the LDP factions get 
large amounts of money." 

In an unusual display of unity, the four 
main opposition parties — Social Demo- 
cratic Party of Japan, Komei Party, Japan 
Communist Party and Democratic Socialist 
Party — intend to bring these matters up at 
the extraordinary parliamentary session. 
The four parties have formed independent 
investigative teams and have asked that a 
special parliamentary committee be set up. 

If the LDP continues to block a full par- 
liamentary investigation, opposition party 
leaders plan to obstruct discussion of 
Kaifu's electoral reform package, the chief 
item on the agenda of the extraordinary 
parliamentary session. Putting political re- 
forms on indefinite hold would probably 

eliminate any possibility of Kaifu serving 
another term as prime minister. 

‘Even as opposition parties manoeuvre 
to exploit the scandal, pressure is mounting 
for the establishment of an independent 

..Securities regulatory body along the lines of 
the Securities Exchange Commission (SEC) 
. inthe US. This would take the function out 
of the hands of the Finance Ministry, which 
. in Japan has much broader — and not al- 


ways legally defined — powers than its — 


counterparts elsewhere. 


On 20 July the Federation of Economic 


~ Organisations (Keidanren) added its voice 
to the calls by the Japan. Federation of Em- 





ployers’ Associations (Nikkeiren) and LDP 
faction leader Kiichi Miyazawa for such a 
body to be set up. 

The Finance Ministry, while anxious to 
fight off any erosion of its authority over 
the securities industry, which is exercised 
mainly through unwritten “administrative 
guidance,” appears reluctant to embrace 
new statutory powers. A ministry official 
would say only that he “could not deny” 
that possible amendments to the Securities 
and Exchange Law are “under study.” 

But he noted that compensation deals of 
the kind at the centre of the current con- 


troversy were effectively outlawed by the 


ministry at the end of 1989, and that brok- 
ers’ discretionary accounts funds which 
served as the main vehicle for such deals 
have been banned since July. 

Observers suggest that any changes to 
the securities laws are likely to be pushed 
back in the parliamentary timetable until 
after the government has dealt with the 


VIETNAM WAR 


Picture of 
contention 


A recently publicised snapshot that pur- 
ports to show American pilots held cap- 
tive in Indochina has given new life to 
nagging suspicions that there are still US 
prisoners of war (POWs): in Southeast 
Asia. And despite doubts about the 
photograph’s authenticity, some experts 
fear the issue could weaken support in 
Congress for the easing of trade sanc- 
tions against Vietnam. 

Vietnam's UN Ambassador, Trinh 
Xuan Lang, sharply denounced those 
responsible for the photo, saying they 
“deserve severe punishment” for stir- 
ring up “false hope” among the families 
of missing men. Lang suspects that the 
photograph is fraudulent and is part of 
an effort to sour US-Vietnam relations. 

Americans have a weakness for con- 
spiracy theories, and the photograph, 
allegedly of three former US pilots held 
in Indochina, has re-focused attention 
on a familiar charge: that the govern- 
ment is covering up evidence that there 
are still US POWs in Southeast Asia 18 
years after US forces pulled out of Viet- 
nam. 

More than 2,200 US servicemen are 
still officially listed as missing in action 
(MIA) in the Vietnam War, and reports 
that many are still held prisoner con- 
tinue to filter in from Indochinese ref- 

. ugees and others. To date, the Pentagon 


has received about 1,400 "live sighting" | 
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questions of electoral reform and Jap: 
participation in UN peacekeeping. opera: 
tions. l 
This means that such changes col 
come well after parliament is expecte 
approve reforms permitting banks 
limited access to securities busines 
vice-versa — in time for them tc 
operational by 1993. 
Events could force the 4 
hand, however. Disenchan: 
ors may make their views . 
box next July. And union: 
resenting staffs of securiti 
surance firms have called 
the latest scandal to be made pub. 
than 100 public bodies and local 
ments have expressed their ang 
porarily suspending or completely c 
business with the Big Four brokers —. 
ing to an effective boycott by other Ja 
ese domestic investors and by foreign 1 
managers. 








reports. But this photograph of thre 
mustachioed men holding a hand-wri 
ten sign with a cryptic messag 
drawn an unusual amount of me aa 
tention across the country. One reas 
for this is that family members 
are sure of the men’s identities 
Pentagon analysts are less 
They have been puzzling over 
photograph since September 1990 an 
so far have not been able to dea 
whether it is authentic. The men appe pum 
healthy and robust and show no signs | 
of maltreatment, and the military has | . 
reasons to believe that all three pue 3 
were killed in action. So n eps 
Whether or not the phot raph i 
genuine, the publicity that has accom- 
panied its release could set back efforts 
at US-Vietnam rapprochement, "As 
long as the public perception is that. 
there are live prisoners, no one will | o- 
come out in favor of normalisation,” an. |. 
expert said. But there are those who . 
doubt the continuing potency of the MIA 
issue in US-Vietnam relations. One con- 
gressional aide said: “I believe this i issu e 
has lost its cutting edge. The ¢ cambodia 
settlement is the only thing that: E er: 
for normalisation." bv du 
The current surge of interest i in MI 
began after the former head of the 
fence Department's special office í 
pows and MiAs, Col Millard Peck, de- 
scribed a "mindset" that predisposed 
investigators to discount live-sightin 
reports and said policymakers we 
“primarily interested in conductir 
“damage-limitation exercise.” His. 
cisms were leaked to the press sh 
before the May release of a US Se 
report that reached similar conclusio 
u Gordon Fairck 
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ASEAN 31 


Grouping to enhance economic, external ties 


A bit more backbone 





By Michael Vatikiotis in Kuala Lumpur 


nder pressure to sharpen its role, 

Asean has resolved to enhance eco- 

nomic cooperation, strengthen in- 
stitutional support and re-examine external 
ties. But set against rapidly altering global 
and regional dynamics, the association’s 
annual deliberations were once again suf- 
fused with uncertainty. 

Foreign ministers of Asean’s six member 
states gathered in the Malaysian capital on 
19 July in a purposeful mood. “We must 
continue to be responsive to the rapidly 
changing global scene,” urged Malaysian 
Foreign Minister Datuk Abdullah Badawi, 
who chaired the meeting. 

One response was to invite the Soviet 
Union and China for the first time, and ac- 
cept South Korea as a full dialogue partner. 
The presence of the Chinese foreign minis- 
ter and Soviet deputy prime minister, at- 
tending as guests of Malaysia, indicated 
that, as Malaysian Prime Minister Datuk 
Seri Mahathir Mohamad put it: “The ideo- 
logical barriers between us have been over- 
come.” 

But Mahathir also spoke of psychologi- 
cal barriers which have yet to be crossed. 
And though invited by the Philippines to 
attend next year’s Asean meeting in Mani- 
la, neither have been accepted as dialogue 
partners. 

This is the second successive year that 
Asean has been forced by external cir- 
cumstances to shed its cosy but ineffectual 
image and attempt a transformation into a 
more effective regional association. In 1990, 
the end of the Cold War forced Asean to 
begin re-examining itself. 

A year ago, the mood was more 
optimistic — driven by the shortlived 
euphoria which greeted the so-called New 
World Order. Since then, the Gulf War, the 
Soviet Union's decline, the breakdown of 
international trade talks, and the onset of 
global economic polarisation have per- 
suaded Asean governments of a threat to 
their new-found dynamism and prosperity. 

Asean officials therefore came to Kuala 
Lumpur resolved to close ranks; each 
member country was armed with its own 
strategy. Attracting most attention was 
Malaysia's controversial proposal for an 
East Asian Economic Grouping (EAEG). By 
now stripped of its original character as a 
trade bloc, Mahathir described the group- 
ing as a "loose consultative forum compris- 
ing countries in East Asia." 

Offered as complementary, but in some 
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Badawi, right, with Japan's Nakayama. 


respects also competing, ideas were Thai- 
land's proposal for Asean to move towards 
establishing a free trade area, Indonesia's 
less stringent Common Effective Preferen- 
tial Tariff scheme, and an all encompassing 
Asean Economic Treaty proposed by the 
Philippines. 

None of these plans for enhancing eco- 
nomic cooperation were adopted by the 
Asean ministers. They were all deemed in- 
stead to be ongoing processes requiring fur- 
ther discussion. On EAEG, for example, 
Asean ministers agreed "there was a need 
to further examine and advance the pro- 

Overall, there was considerable scope 
for more definitive deliberations because, 
for the first time, Asean became notice- 
ably less preoccupied with Cambodia. Past 
years have seen Asean expend considera- 
ble energy sculpting its unified stand on the 
Cambodian conflict. 

But with Vietnam's new leadership 
more inclined to cooperate with China, the 
intransigence of the warring Cambodian 
factions is melting. This has considerably 
improved the chances of a settlement to the 
conflict, a fact noted by the Asean minis- 
ters. 

Asean is still doubtful, though, whether 
peace is possible in Cambodia without a 
comprehensive settlement. Indonesian For- 
eign Minister Ali Alatas strongly reaffirmed 
the Paris peace conference process he co- 
chairs and the UN role this supports. And 
though Asean members agreed on the 
need to accredit themselves to Cambodia's 
Supreme National Council (SNC), none is 
likely to do so at least until November, 
when Prince Sihanouk is scheduled to take 
up his position as the head of the SNC in 
Phnom Penh. 
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A new facet of Asean deliberations this 
year was an attempt to re-examine Asean's 
institutional structure. "For the first time 
we are looking at ourselves," said Mang- 
lapus. 

A proposal to strengthen the Asean sec- 
retariat was welcomed, but ran afoul of dif- 
ferences of view between political and eco- 
nomic officials below ministerial level. A 
major difficulty facing any attempt to create 
a central governing body for Asean is the 
threat this poses to small empires of 
privilege within each member country's 
bureaucracy. 

The other major challenge facing Asean 
at this meeting was that of re-defining its 
external ties. The problem presented itself 
on two fronts. On the one hand, Asean's 
Western dialogue partners would like to 
see progress on respecting human rights 
and more concern for the environment tied 
to aid and investment. Suggestions that 
Asean be drawn more into discussions on 
regional security are perceived as another 
external pressure. 

Firm rejection of tying trade and aid to 
human rights and the environment turned 
out to be one of the few points on which 
unanimity could be achieved. Reflecting on 
the acrimonious EC-Asean dialogue in 
Luxembourg last May, Singapore's Foreign 
Minister Wong Kan Seng said: “Asean is of 
the view that the development of human 
rights cannot be at the same pace as those 
in Europe or in the West." 

Later, in discussions with the EC during 
the post ministerial conference (PMC), 
Asean feelings were soothed by the EC de- 
legation's positive response to proposals for 
enhanced EC aid and technical assistance. 

The improved atmosphere enabled the 


Let's clear 
the air 


denen; a spate of incidents 
Malaysia's borders with Thailand and In- 
donesia, the two countries have 
to upgrade consultations with Kuala 
Lumpur to help resolve border issues. 
Bilateral consultations at the annual 
round of Asean deliberations resulted in 
Indonesia and Malaysia agreeing to set 
up a joint commission to facilitate 
ministerial-level talks on an annual basis. 


say 
teed by Mallaysie’s decision to develop 
tourist facilities on one of two disputed is- 
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. new EC-Asean cooperation agreement. 
“We have shown on our part it is not a 
question of imposing our values," said a 

senior EC representative. 

A mildy defiant mood was also detecta- 
ble when it came to the issue of regional 
security. Over the past year Asean has 
been bombarded with proposals aimed at 

. luring the association into security-related 

forums — the latest being Japan's sugges- 
tion for a PMC with an expanded brief. 

Intensive discussions on regional sec- 
urity in the region have gone some way to- 
wards accustoming Asean to the notion; In- 
donesia's Atalas spoke of the region's “new 
strategic setting." But having accepted the 
need for Asean and other countries in the 
region, as the meeting's final communique 
put it, to "engage in regular constructive 
consultations," there was no consensus 
on how best to proceed. Asean's task, 
suggested a Singaporean diplomat, "is to 
keep discussions of security within Asean's 
orbit." 

Overall, the mood after the Asean for- 
eign ministers meeting was upbeat. "We 
have advanced the mission of Asean 
perhaps to a greater extent than in our pre- 
vious meetings,” concluded Manglapus, 
who assumes the chairmanship of Asean 
for the coming year. 

On the other hand, none of the grand 
schemes for consolidating regional coope- 
ration were adopted for immediate im- 
plementation. The meeting instead estab- 
lished a sense of urgency. Asean officials 
hope this will generate enough momentum 
for new measures to be refined and agreed 
to in time for endorsement at the Asean 
summit in Singapore next year. n 


lands off the east coast of Sabah, Sipadan 
and Ligitan. The islands have been in 
dispute since 1969, when each country 
. daimed them as part of its continental 
shelf. The dispute, and Malaysia's appa- 
rent rejection of the status quo implied by 
its development of the islands, will be the 
- first item on the new joint commission's 
gm agenda. 
<The move is timely. Resolution of 
- recently strained Malaysian-Indonesian 
bilateral ties has proved difficult using 
ting structures such as the security-re- 
oint border commission. Moreover, 
ian sources allege that diplomatic 
ive gone unanswered, and the 
employed in their face-to-face 
ons has gone beyond diplomatic 
nd “started to state facts.” 
a Pi ank which in essence 
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ASEAN 2 


Japan takes more assertive regional role 


The new player 


ven before this year's Asean post- 

ministerial conference (PMC) began, 

Japan looked as if it would play a 
more assertive role. Just days before, Tokyo 
had notified its Asean hosts and fellow 
dialogue partners of its intention to propose 
a framework for discussion of security in 
the region. 

This together with a misjudged and pre- 
mature hint at more support for Malaysia's 
East Asian Economic Grouping (EAEG) — 
later denied by the Japanese Foreign Minis- 
try — convinced observers that Japan was 
at last asserting itself on the regional dip- 
lomatic stage. "The Japanese are chang- 
ing,” commented Indonesian Foreign 
Minister Ali Alatas. "The US used to be the 
star turn at the PMC," commented a West- 
em diplomat, “now Japan wants to be a 
player." 

What Japan proposed was to use the 
Asean PMC as "a process of political discus- 
sions designed to improve the sense of sec- 
urity among us." Foreign Minister Taro 
Nakayama suggested a senior officials' 
meeting which would report its delibera- 
tions on security matters to the Asean PMC 
for further discussion. 

In fact, the idea is not unlike a proposal 
by Asean strategic think-tanks which 
suggests extending the PMC at a suitable re- 
treat, where security issues would be the 
focus of discussion. But, as Canadian For- 


agreed to hold a ministerial meeting be- 
fore the end of the year to discuss a re- 
cent rash of incidents which apparently 
stem from the arrest of Thai fishermen in. 
Malaysian waters. 

Malaysian officials have played down 
the significance of these incidents, but a 
recent violation of Malaysian territory, 
when armed Thai enforcement officers 
stormed a border market in Padang 
Besar, resulted in Kuala Lumpur lodging 
a protest in Bangkok. 

Asked why Malaysia was experienc- _ 
ing trouble along two of its borders, 
Malaysian Prime Minister Datuk Seri Ma- 
hathir Mohamad explained that Malaysia 
is the only Asean country which has bor- 
ders with all the other Asean countries. 
“Whenever the other country has a bor- 
der problem, it involves Malaysia,” Ma- 
hathir said. “So it may sound as if we 
have a problem. But all countries have 
problems with all their borders.” 

æ Michael Vatikiotis 
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eign Minister Barbara Mc 
"What is important abou 
posal i is that it is a Jay 4: 

In the event, Nakay u 
with a mixed reception. . 
that Asean had already. 
security issues within. thi 
In this respect, he said, w s 


about institutionale d it s kKly. o 
Japan for its part, has re recat its proposal n 
in the form of an idea for f urther d V 
sion. "Japan did not expect ¢ a quick ar ] 
what we had in mind was to present the - 
idea . . . and wait for feedback,” A said aJa 
panese spokesman. a : 
The fact that security dominated discus: | 
sions at the PMC did not please the US - 
which appears to have reservations on new 
security organisations: “The US — its mili- . 
tary presence, its commitment, its reassure 
ance — has been the balancing wheel ofan _ 
informal, vet highly effective security struc- __ 
ture for more than four decades," said US - 
Under Secretary of State Robert: Zoellick. - : 
US officials admit that security issues are 
obviously figuring more prominently inthe _ 
region, but seem relieved that Asean has 
opted to impose its own, ponderous con- _ 
sultative mechanism on the Pe 'osals : 
forward. CU SU 
A more contentious issue : erystalliaed r 
in the form of Burma. As Europe and the _ 
US head towards isolating Burma in the 
hope the military regime will release politi- 
cal prisoners and allow the 1990 election re- 
sults to be implemented, Asean resolutely _ 
insists on a policy of “constructive engage- 
ment." 6 
Calls for Asean to exert pressure on . 
Burma were first heard from the US in | 
Jakarta a year ago, but were ignored. The 
EC tried unsuccessfully to elicit a response 
from Asean at its ministerial meeting in 
Luxembourg last May. The Asean view i 
driven by the region's distaste for inter 
ence in the affairs of neighbouring coun: 
tries. E 
In Kuala Lumpur, the US turned up the 
heat. Zoellick spoke of the need to dir 
collective attention towards Burma, descrit 
ing the country as a "cancer of instability. 
Anticipating this increased pressure, Ase 
ministers worked out a compromise whi 
may go some way towards satisfying th 
West of Asean's concern for the stabilit : 
the region. As chairman of the next Asea 
standing committee, Philippine Foreis g 
Minister Raul Manglapus announced h 





























would visit Burma. B Michael Vatikioti 
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Another American 
slap for Rangoon 


> The US announced on 22 July that it 
would not renew a bilateral textile 
agreement with Burma because the 
Rangoon government has made little 
headway in curbing opium production and 
continues to stifle political dissent. Without 
.. the agreement, which lapsed at the end of 
1990, Burma will have no textile quota in 
- the US, making access to that market more 
= difficult. Last year, Burma earned about 
. US$9 million from textile exports to the US. 
- Washington has already imposed a series 
—. of trade sanctions on Rangoon. Trade 
_ preferences have been suspended, and the 
_ US has been opposing Burmese loan 
requests at the World Bank, IMF and other 
international lending institutions. 


New Delhi rules out 
extra punch for navy 


> The Indian Government has decided 
that acquiring a third aircraft carrier for its 
navy is beyond the country's means, 
Defence Minister Sharad Pawar told 
parliament on 19 July. The decision leaves 
the Indian navy nursing two carriers built 
in Britain towards the end of World War II. 
The Vikrant, the older of the two, will 
almost certainly have to be retired some 
time this decade. 


South Korea trims 


defence spending 

> South Korea is beginning to cut back on 
its defence spending as a proportion of 
GNP in view of reduced military tension 
with North Korea. For the first time in 18 
years, defence outlays in 1991 have 
dropped below 4% of GNP, while their 
share in the budget has also declined 

to 24.776. 


Tvphoon rains add 

to agony of Pinatubo 

> More than 60,000 people fled their 
homes on 23 July after mudflows, 
aggravated by torrential typhoon-season 
rains, engulfed river systems around Mt 
Pinatubo, the volcano in central Luzon 
which began erupting in June. At least 
1,500 houses are reported to have been 
swept away. Volcanologists say mudflows 
could pose a threat for the next few years. 


US Senate imposes 
MFN conditions 
> Joining the US House of Representatives, 


the US Senate voted on 23 July to impose 
a long list of conditions on renewal of 
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China's most favoured nation (MFN) 
trading status, but the 55-44 vote was well 
short of the two thirds needed to override 
a veto by President George Bush. The 
senate bill, like the house version, would 
require Bush to certify that China has met 
a series of criteria on human rights, trade, 
missile exports and other issues. The 
senate and house now must reconcile their 
respective MEN bills before passing an 
agreed version and submitting it to Bush. 


Tokyo, Pyongyang to 
resume normalisation talks 


> Japan and North Korea have announced 
that normalisation talks, which have been 
suspended since May, will resume in 
August in Peking. The previous round of 
talks broke down partly because 
Pyongyang refused to furnish information 
on a kidnapped Japanese woman who 
may have helped train North Korean 
agents responsible for the destruction of a 
South Korean airliner. Japanese press 
reports citing dipomatic sources said that 
the two sides had agreed that the case 
would be handled at an unofficial working 
level separate from the normalisation talks. 


Social indicators 
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Seoul to expand 
Central Asian presence 


> South Korea is planning to open two or 
three consulates in the Soviet Union next 
year to serve the needs of 450,000 ethnic 
Koreans living there. The Foreign Ministry 
is seeking funds in the 1992 budget for 
new consulates to be established in 
Tashkent in Uzbekistan, Alma Ata in 
Kazakhstan and Sakhalin. Moscow is said 
to have already agreed with Seoul on the 
opening of these consulates. Seoul and 
Moscow opened formal relations last year. 
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Canberra bid to mend 
ties with Malaysia 

> In an attempt to 
repair damaged 
bilateral ties, 
Australian Foreign 
Minister Gareth 
Evans delivered a 
letter from Prime 
Minister Bob Hawke 
to his Malaysian 
counterpart Datuk 
Seri Mahathir 
Mohamad while attending the Asean 
ministerial conference in Kuala Lumpur 
on 19 July. Sources say the meeting went 
well, but Australian officials are reluctant 
to say the problem, caused in part by 

a television series perceived by Kuala 
Lumpur as being detrimental to its image, 
is behind them. Evans' approach was to 
admit that certain portrayals of Malaysia by 
the Australian media had been 
"insensitive." In the past, the Australian 
Government has chosen to stress the 
freedom of the press in Australia rather 
than criticise its content. 





Taipei clears obstacles 

to mainland press 

> Taiwan is expecting Peking to permit the 
first reporters from mainland China to visit 
the island in August. At Peking's request, 
Taiwan has abandoned the requirement 
that journalists renounce their membership 
in the communist party. Further 
simplification of the application procedures 
is anticipated. Taipei has also been asked 
to eliminate the requirement for a local 
guarantor to apply for the visit before 
Peking allows 10 selected reporters to 
visit Taiwan. 


Narrow win for 

Japanese party chief 

»> Makoto Tanabe won a narrow victory 
over Tetsu Ueda to succeed Takako Doi as 
chairman of the Social Democratic Party of 
Japan (SDPJ). Tanabe, who will be the first 
chairman representing the right wing of 
the SDP} since the mid-1960s, has backed 
reform proposals which would modify the 
party's traditional refusal to recognise the 
legal existence of Japan's Self-Defence 
Forces. Ueda claimed during his election 
campaign that a Tanabe victory would lead 
to revision of Japan's war-renouncing 
peace constitution. Tanabe's unexpectedly 
slim margin of victory is widely interpreted 
as a sign of unease over possible party 
platform changes from among the 

more pacifist and leftist elements of 


the party. 
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RELATIONS 


EC, Japan sign charter to upgrade relations 


By Shada Islam in Brussels and 
Anthony Rowley in Tokyo 


fter months of acrimonious wrangl- 
A ing over words, Japan and the EC 

have finally pledged to add a new 
political and diplomatic dimension to their 
hitherto narrow trade dialogue. The prom- 
ise is contained in a six-page declaration 
signed in The Hague on 18 July by Prime 
Minister Toshiki Kaifu, Dutch Prime Minis- 
ter Ruud Lubbers — who heads the EC 
Council until the end of the year — and 
European Commission President Jacques 
Delors. 


The statement promises closer Euro-Ja- 
panese consultation on a range of key is- 
sues ranging from foreign relations, joint 
action in developing countries, efforts to re- 
duce trade conflicts and cooperation in sci- 
ence and technology. Kaifu said the ac- 
cord reflected Japan's determination to 
strengthen relations with a "larger and 
stronger" EC. Delors said he hoped for 
"better understanding" with Tokyo. The 
declaration acknowledges a greater role for 
Japan in world affairs, he insisted. 

The run-up to the ceremony in The 
Hague, however, highlighted the enor- 
mous political and economic difficulties fac- 
ing the two sides as they try to forge a new 
and more mature relationship. Despite the 
new vision and the words of goodwill, 
most officials in Brussels remain deeply 
sceptical of Tokyo's trading policies. Japan 
continues to fear greater EC “protec- 
tionism" as the EC creates a unified single 
market. 

But, putting aside such unease, the 
statement formally recognises the growing 
economic entanglement between the two 
trading giants. It also highlights both sides' 
increasingly powerful political role on the 
world stage and tries to elevate often 
strained Euro-Japanese relations to the level 
of the closer and deeper political and dip- 
lomatic links both sides maintain with the 
US. Brussels and Washington signed a 
similar political pact late last year. 

The EC says the Japanese declaration 
will reinforce the Washington-Tokyo-Brus- 
sels axis, leading to more information 
exchanges and consultations between 
the three capitals on major international 
issues. Delors thinks the pact will 
“strengthen the third side of the tri- 
angle." 

Japan and the EC will also endeavour to 
coordinate their positions on all world 
problems with the possibility of "appro- 
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Words of goodwill 


priate common diplomatic action." The 
statement commits both sides to "support- 
ing freedom, democracy, the rule of law, 
human rights and market economy." 

Japan's Foreign Ministry appears re- 
markably happy with the joint declara- 
tion, regarding it as a sound basis for 
"balanced and comprehensive" relations 
between the EC and Japan in future. The 
ministry's obvious satisfaction at getting 
explicit references to political as well as eco- 
nomic cooperation enshrined in the dec- 
laration contrasts with a previous official 
conviction that Japan's relations with 
Europe were about "trade frictions" and lit- 
tle else. 

The reference in the joint declaration to 
consultation and possible policy coordina- 
tion on various issues including “inter- 
national security" issues is 
something of a coup for 
Japan. 

Ever since former 
Japanese prime minister 
Noboru Takeshita urged 
during his Mansion House 
speech in London three 
years ago that Japan, the 
EC and the US establish a 
"three-pillar" relationship, 
Tokyo has been pressing 
for a greater say in interna- 
tional and regional security 
issues. 

Japan has been especial- 
ly concerned at the build- 
up of Soviet weaponry 
east of the Urals, matching 
the reduction in Moscow's 
arms deployment in Eu- 
rope. Tokyo tried to con- 
vince Brussels and Wa- 
shington that this development constitutes 
a potential threat not only to those Asian 
countries adjacent to the Soviet Far East but 
also to the international security order. 

The EC-Japan joint declaration makes 
explicit reference to consultation and coop- 
eration on “international transfers of con- 
ventional weapons” as well as non-prolifer- 
ation of missile technology. In this sense it 
appears to provide Tokyo with a lever to 
put joint EC-Japan pressure on the US to 
take Soviet Far East weapons deployment 
into consideration in future US-Soviet arms 
negotiations. 

Officials in Brussels agree that, as the EC 
expands its trade and political contacts in 
the wider Asia-Pacific region, a closer al- 
liance with Japan is becoming indispens- 
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Delors: understanding. 


able. “We have to talk about issues like sec- 
urity, democracy and human rights, even if 
we don’t always agree on these questions,” 
says an EC on Asia. 

But, EC and Japanese hopes of high- 
lighting the unprecedented nature of the 
Kaifu-Lubbers-Delors talks and the political 
significance of the declaration itself were 
almost dashed by none other than the 
fiery Japan-bashing French Prime Minister, 
Edith Cresson. Although she was not there 
in person, Cresson’s delegates in Brussels 
and The Hague held up the signature of the 
new accord until the last minute, giving the 
final green light only minutes before Kaifu 
and Lubbers began their meeting. 

French objections focused on the dec- 
laration’s short paragraph on Euro-Japan- 
ese trading relations. The EC is clearly wor- 
ried about Japan's gaping trade surplus 
with the 12 EC countries which, according 
to statistics made available in Brussels, rose 
50% in the first six months of 1991 to reach 
US$18.5 billion. The EC intends to use 
the opportunity for more frequent top- 
level contacts to tackle the thorny trade 
problem. 

But, France wanted more immediate ac- 
tion. Paris demanded that 
the accord include a speci- 
fic reference to the need for 
"balanced" trade links be- 
tween the two sides. Other 
EC countries were willing 
to settle for a more general 
mention of Euro-Japanese 
"resolve for equitable 


option. Japanese officials 
told the EC that allusions 
to “balanced” commer- 
cial relations smacked 
of French efforts to under- 
mine the concept of free 
trade in favour of managed 
trade. They were also an- 
noyed by French demands 
that the political declara- 
tion should be linked to concessions by 
Japan on its car exports to the EC after 
1992. 


Even normally sanguine EC trade offi- 
cials were angered by the French be- 
haviour. “The French are letting their mis- 
trust and suspicion of Japan sour our hopes 
for a better relationship,” complained an 
EC expert on Asian affairs who took part in 
the long and painful six-month-long pro- 
cess of drafting the statement. 

The paragraph finally accepted by both 
sides notes their “resolve for equitable ac- 
cess to their respective markets and remov- 
ing obstacles, whether structural or other, 
impeding the expansion of trade and in- 
vestment, on the basis of comparable op- 
portunities.” " 
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PHILIPPINES 


US says it’s quitting air base forever 


Clark’s curt 





By John McBeth in Manila 
B owing to pressure from an erupting 








Mt Pinatubo, Philippine negotiators 

have reached agreement with the US 
on the shape of a new 10-year bases accord, 
which leaves room for an undetermined 
withdrawal period. Covering only the 
heavily-damaged but still-viable Subic naval 
base, it forms part of a broader umbrella 
treaty which will bring Manila nearly 
US$2.4 billion in direct bases compensation 
as well as other non-related assistance 
amounting to more than US$4.5 billion. 

Describing his 14 months of negotiations 
with Foreign Secretary Raul Manglapus as 
“intense, acerbic, abrasive, yet cathartic,” 
senior US negotiator Richard Armitage told 
the Review: “The Philippines had to feel it 
was the master of its own fate. The US had 
to believe it was not just a real-estate 
transaction, but a reflection of a 
shared alliance." In the end, how- 
ever, the volcano seemed to over- 
shadow everything. 

Under the terms of the 17 July 
agreement, the US will abandon 
the devastated Clark, a move which 
will have a significant impact on 
the central Luzon economy. But 
in what Armitage said was a show 
of good faith, the US Congress 
will be asked to approve the US$360 
million the administration had origi- 
nally proposed appropriating for the 
first year of a new accord — even 
though that covered both Subic and 
Clark. 

For the remaining nine years, the 
US will pay an annual compensation 
of US$203 million, comprising US$100 mil- 
lion in Foreign Military Funding, US$100 
million in Economic Support Fund assist- 
ance and US$3 million for military educa- 
tion and training. It is not entirely clear, 
however, how the economic and military 
components will be divided up, given past 
moves by Manila to convert part of the mi- 
litary aid into economic assistance. 

The US has also undertaken to push 
ahead with other forms of assistance, 
including a US$160 million contribution 
to the Philippine Assistance Programme, 
which still has two years to run, US$30-40 
million worth of food aid, about US$40 mil- 
lion in development assistance, up to 
US$200 million from the purchase of Philip- 
pine goods by Pacific-based US forces and 
US$150 million a year in defence hardware 
and medical equipment. 
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Evacuating Clark: central Luzon economy hit. 


ain call 


Beyond that, Manila appears to have 
done some creative accounting to bolster 
the size of the package. Finance Secretary 
Jesus Estanislao credited Washington 
with US$50 million for its assistance in 
allowing the Philippines to secure soft 
loans from foreign financing institutions 
and also US$100 million for their promised 
help in setting up a Regional Reconstruc- 
tion and Development Fund for central 
Luzon. 

Manila also added at least US$140 mil- 
lion for improved trade access, reflecting a 
pending US decision to approve a two-year 
extension to the billion-dollar US-Philip- 
pines textile agreement which expires on 31 
December. The agreement provides for an 
automatic 6% increase, or US$70 million a 
year. The US says it wants to work out the 
larger problem of Gatt before it renegotiates 





and 


textile quotas with the Philippines 
other trading ers. 

Officials explain that the pact covering 
Subic will, in fact, be only part of a broader 
treaty of friendship, security and economic 
cooperation. This is underlined by the joint 
decision to set up a so-called Programme 
Review Group which will meet annually to 
discuss, among other things, the mix of di- 
rect compensation and the level of develop- 
ment assistance as well as the military's 
now-stalled modernisation plans. 

The bases accord does not stipulate how 
long the US will be given to leave Subic 
after the expiration of its 10-year tenure, an 
issue Armitage himself admitted was "sen- 
sitive." It does say, however, that unless 
Manila unilaterally initiates discussions on 
extended access arrangements, a commit- 
tee will be formed at the end of the ninth 
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year to plan for an “orderly and expediti- 
ous" pullout. 

A consensus on the major issues of du- 
ration and compensation came during the 
seventh round of talks and, ironically, on 
an afternoon when Manila received a rare 
dusting of ash from Pinatubo — the first to 
fall on the city since the eruption. Sources 
close to the talks say Manglapus was much 
more businesslike than at previous sessions 
and there were few smiles when the agree- 
ment was struck — a recognition perhaps 
that delays and posturing had cost Manila 
dearly. 

The 3 July resignation of the Philippine 
panel's vice-chairman, Health Secretary Al- 
fredo Bengzon, regarded by the Americans 
as an obstacle to a new agreement, seemed 
as good a signal as any that Manila was 
ready to cut a deal. So too was the arrival 
from Washington of Philippine Ambas- 
sador to the US Emmanuel Palaez, who 
briefed President Corazon Aquino on the 
mood in Washington, where congressmen 
are gloomily contemplating the impending 
closure of 34 bases nationwide. 

“We were expecting this,” said one offi- 
cial at the presidential Malacanang Palace. 
“Even before Armitage came we were pre- 
pared to have a new agreement. We 


I zi didn't need to be pushed too far. 


E The eruption made us see the light." 
t It remains to be seen, however, 

"s : whether that same light has been 
seen by anti-bases critics in the 


23-man Philippine Senate, two 
thirds of which must ratify the new 
accord. 


Aquino insisted the amounts 
committed were "fai" under the 
changed circumstances. Manila 
newspapers generally published 
only criticisms, which ranged from 
“a midnight sale of our sovereignty” 
to “a sour joke.” IMF officials regard 
the money tied to a new treaty as an 
important element in the country's 
recovery programme. What has con- 
cerned economic managers as well is 
the way future foreign investment and gen- 
eral business confidence seems to hinge on 
the bases issue. 

Political observers believe it will be dif- 
ficult for the senate to reject the treaty at a 
time when more than half-a-million people 
in central Luzon have lost their livelihoods 
as a result of the eruption. "There will be a 
lot of posturing, but in the end I don't think 
they have much of a choice," said one dip- 
lomat. 

Clark pumped more than US$200 mil- 
lion into the central Luzon economy and 
provided jobs for 40,000 people in Angeles 
and neighbouring towns. The loss of Subic 
as well would mean the loss of another 
US$360 million, in addition to the compen- 
sation itself and the other benefits. Voters 
without jobs can be to have long 
memories, particularly at a time of hardship 
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million — US$400 million 
in cash and the rest in 
the form of other bene- 
fits — for a seven-year 
treaty. 

Under the agreement, 
the Americans will pull 
out of Clark by 16 Sep- 
tember 1992 — a full 
year after the old treaty 
expires. US officials indi- 
cate however that the 
withdrawal will almost 
certainly be completed well before that. 

The US has occupied Clark since 1901, 
when it was first used as a base for a 
cavalry unit. But the volcano damage is so 
heavy and the future so uncertain that Ar- 
mitage had already warned Manglapus the 
US Air Force intended to cut its losses and 
move its Southeast Asian operations else- 
where. 

According to preliminary estimates, that 
will cost about US$100 million, compared 
with the US$512-$560 million needed to re- 
store Clark to its former state. Furthermore, 
as long as Pinatubo goes on spewing ash 
military aircraft will be unable to use the 
base. 

The commander of US forces in the 
Pacific, Adm. Charles Larson, says the US 
Navy may also scale down Subic, which re- 
pairs and replenishes US 7th Fleet warships 
patrolling the Pacific and Indian oceans 
and the Gulf region. The cost of refurbish- 
ing Subic was originally put at US$265 mil- 
lion, but officials believe that can probably 
be trimmed to about US$200 million. 

Navy sources say this means there will 
be no effort to refurbish all of the 284 dam- 
aged buildings, some of which have been 
redundant since the end of the Vietnam 
War. “They are now looking hard at what 
Subic is going to be in the future,” said one 
officer, pointing to the reduced Soviet 
threat in the region and technological ad- 
vances over the past decade. “It will be 
leaner and meaner. It will still be capable, 
but the depth of capability will not be 
there.” 

The sources explained that fewer ships 
will be able to be repaired at one time and 
units that do not directly support Subic are 
likely to be moved to other US installations 
in Asia. The Philippine-based 13th Air 
Force headquarters is now likely to be 
moved to Guam's under-used Anderson 
airbase. Clark's Military Airlift Command 
(MAC) cargo and passenger-handling termi- 
nal will be split between Guam and Cubi 
Point naval air station, adjoining Subic. 

After i ing Pinatubo from the air, 
Armitage said he was shocked by the huge 
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A ur packed on its slopes and 
the threat Clark and 
Angeles City face from 
massive mudflows. For 
this reason alone, he flatly 
rejects suggestions that 
the US is merely reserving 
its options on Clark until 
a new administration is 
elected next year. As he 
told one group of Filipino 
congressmen: I’m sorry, 
that’s out of the question. 
We're out of Clark 
forever.” 
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Susumu Awanohara re- 
ports from Washington: The 
US Congress may still raise a few questions 
about the bases agreement, though legis- 
lators are not likely to put up major obsta- 
cles. 

The first likely question is whether 
the new agreement needs to be in the 
form of a treaty requiring ratification by 
the US Senate, as is the case on the Philip- 
pine side, or whether it can be made effec- 
tive in the form of an executive agreement 
as most US bases agreements are. The 
administration obviously wants to avoid 
going through a long and complicated 
treaty ratification procedure but it is under- 


insist on it in the name of “sovereign equ 
ity.” 

The second question legislators may 
raise is whether the US has given up too 
much freedom of action in order to reach 
the new bases agreement. In a series of 
bases negotiations since 1947, Manila has 
sought to gain sovereignty over American 
bases and constrain US actions, while 
Washington has wanted the right of un- 
hampered military operations. There are 
unconfirmed reports that in the new agree- 
ment, US combat operations launched di- 
rectly from the bases will be subject to prior 
approval by Manila. 

While refusing to confirm such reports, 
some US officials stress that the US has not 
had unhampered use of the bases. For 
example, the Philippine bases were not 
used for bombing North Vietnam during 
the Vietnam War because former president 
Ferdinand Marcos opposed it. 

A third question that Congress may 
raise is over the compensation for the use of 
Subic, which will consist of security assist- 
ance grants amounting to not less than 
US$203 million per year starting in 1993. A 
US-Philippine joint statement on the agree- 
ment said other forms of US aid, such as 
food and development assistance, would 
not be linked to the base and would be re- 
viewed annually. 7 





SOVIET ASIA 


Kazakhstan leader being groomed for greater things 


Peasant's progress 


By Sophie Quinn-Judge in Alma Ata 


azakhstan President Nursultan Na- 

zarbayev, the 51-year-old son of a 

Kazakh peasant, is perhaps the first 
Soviet Asian leader to transcend the role of 
local chieftain. His views are reported at 
great length in the Soviet press, and he was 
among the favoured candidates to become 
the Soviet Union's first vice-president. His 
backers are putting his name forward as a 
contender for the Soviet presidency when 
popular elections are held. 

But, as Kazakhstan embarks on the road 
to a market economy, the question is how 
quickly his economic reforms can be im- 
plemented in this vast territory — almost as 
big as India — where the communist party 
remains the only true political force. 

As the leader of a resource-rich repub- 
lic, strategically located between western 
China and Europe, Nazarbayev has an au- 
tomatic claim to power. But it is his unique 
political course, skilfully plotted between 
Soviet President Mikhail Gorbachov's cen- 
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trist path and nationalist demands for re- 
publican autonomy, which has made him a 
real force in Soviet politics. 

He has been a pivotal figure in the skir- 
mishing to negotiate a new union treaty, a 
document which the republics hope will 
make the Soviet Union a truly voluntary as- 
sociation of sovereign states. As the Uk- 
raine now insists on examining the treaty 
until September, quick progress towards a 
new federation seems unlikely. But Nazar- 
bayev is still lobbying hard for an inter-re- 
publican agreement which will allow the 
highly integrated Soviet economy to start 
working again. 

For one republic to think that it can find 
a way out of the crisis on its own is simply 
deception, Nazarbayev says. 

Without a functioning Soviet economy, 
Kazakhstan itself is not viable. The drop in 
Soviet income means a deficit of foreign ex- 
change to purchase materials for light in- 
dustry. There are not enough investment 
funds for basic repairs to industrial and 
transport equipment, essential to maintain 
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i grain harvest. 
— . Nazarbayev has not been sitting around 


= waiting for a Soviet reform programme to . 
. materialise, however. After a trip to Seoul - 


- Jast November, he accepted the offer of ad- 
o vice on economic reform from Korean- 





< American economist and businessman 


e Chang Young Bang. Since then the word 
=. has been filtering out that Kazakhstan 


would emulate the Asian dragons’ path to 


development. Bang has moved to Alma 
. Ata and become a leading member of the 
. economic commission drawing up the re- 
amme. | 
Some of the groundwork for the transi- 
tion to the market economy has now been 
laid. Laws on foreign investment, special 


/,; economic zones and foreign trade have 


been passed by the parliament in Alma 
Ata. Foreign oil companies are lining up to 
get their share of Kazakhstan's energy re- 


/.* serves on the eastern shores of the Caspian 


Sea. 
But, in spite of all the talk of Korean and 


_ Singaporean models, there is not going to 


c be any shock treatment here. A privatisa- 
tion programme adopted by parliament at 


_ the end of June is more cautious than the 
. ^. 500-day programme proposed last autumn 
«c for the whole country. Public housing will 
5. be sold in exchange for coupons to be is- 
sued to all households, while small trade 


and food services will be auctioned. 

But the programme does not touch 
state-run agriculture and is short on details 
as to how and when industry will be 
privatised. For a start, more than 9076 of 
Kazakhstan's industry is still controlled by 
the union ministries in Moscow, and some 
outspoken deputies have already raised 
doubts as to how far local party bodies will 
cooperate in these reforms. 

Part of the "privatisation" already car- 


= nied out in Kazakhstan will, in fact, have to 


be reversed. Some enterprises controlled by 
Moscow have been turned into joint-stock 
companies, with controlling blocks of 
shares sold to their management and repre- 
sentatives of central ministries. These auc- 


—.. tions are viewed as a ruse to avoid the 


transfer of industries to republican control. 

Kazakhstan has been the scene of many 
disruptive economic experiments, from 
‘Stalin’ s 1929 collectivisation to the “virgin 
lands” scheme under Nikita Khruschev, an 
ambitious plan to turn the Kazakh steppes 
. into a granary. Even then, in the early 
.. 1960s, there were disputes over ownership. 
The land was not as virgin as Moscow 
for Kazakh nomads it was valu- 
able livestock-grazing land. Now, as Nazar- 
bayev told parliament, there are no plans to 
force people into experiments they are not 
ready for. 

^No one is talking about reverse collec- 


WE ies standards. s. Declining steel deliveries | 
have caused a drop in the production of. 
tractors and combines, which could have 
== drastic consequences for Kazakhstan’s 


calm 


: . Alma Ata, a mountain-ringed. showcase mu 









. ofa capital is less tense these days than erate wit 
Leningrad, a Tatar visitor says. The jemocr 


ethnic resentment that boiled over when. 


a Russian outsider was named first — ; mmur 
party secretary in 1986 has subsided, comm 


and last summer's conflicts over hous- 
ing and Kazakh-language schooling 
have cooled. 

A leader of the Zheltoksan (De- 
cember) movement, formed to call for a 
reassessment of the 1986 disturbances, 
is willing to tell a Western journalist on 
a busy street that he favours a revolt 
against "Russian colonial policy." But 
the people would not support it, he ad- 
mits. 

"Everything here is quiet and 
smooth," says journalist Vladimir De- 
syatov; so quiet, in fact, that there is not 
even an opposition press to speak of. 
There is not true glasnost, either, De- 
syatov says, as almost every printing 
press in Kazakhstan is owned by the 
communist party. 

The even balance between Kazakhs 
and Russians is the reason most often 
cited for the ethnic harmony that reigns 
here. Kazakhs now make up about 40% 
of the population of 16.5 million, with 
Russians comprising about 37%. The re- 
maining 23% consists of Uzbeks, Kir- 
ghiz, and other Central Asian groups, as 
well as Koreans and Germans. 5o far 
there has been no significant outflow of 
Slavs, but Germans and Jews are taking 
the opportunity to emigrate to their 
homelands. 

More than 100 different political and 


tivisation," he assured them. Social services 
will not be privatised, though there will be 
freedom to set up "parallel structures" for 
schooling and health care. 

Still, Nazarbayev insists that the only 
way out of crisis will be "a cardinal change 
in the ownership of property." As he told 
parliament when presenting his program- 
me: "A double structure, with one foot on 
either side of the river, would be worse 
than the difficult transition to the market." 

Deputies from the opposition faction 
fear that Nazarbayev lacks the power to 
carry out meaningful reform. They claim 
that no changes will be made at the region- 
al level unless he uses his special powers to 
remove and appoint regional party sec- 
retaries. Nazarbayev himself admitted dur- 
ing the debates that the problem of cadres 
for reform is "perhaps the major one." 
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azak tan President? Nursultan Na- 

hone has adopted many nationalist 
demands as his own, including environ- 
mental issues, which proved such fertile 

und for opposition forces in the Bal- 
c republics and the Ukraine. Kazakh 
has been made the official government 
language. The law stipulates that certain 
jobs in the bureaucracy will be reserved 
for speakers of Kazakh. In areas where 
Russians are in the majority, they will 
have until 1995 to learn the language; in 
other areas the cut-off will be 1993. Not 
all Russians see the justice in applying - 
this law in areas where they far outnum- 
ber Kazakhs. Some advocate the forma- 
tion óf a Russian autonomous region in : 
the north and east of the republic. - 

Tension could arise over the issue ot | 
land, however. The Kazakh peasant has. 
seen his private plot reduced to six or 
seven hundredths of a hectare over the 
past decades; under the current land 
law this is his to keep and pass on to his 
descendants. But- otherwise farmers 
who want to break out of the collective 
system are limited in their options to 
leasing or forming a cooperative. Nazar- 
bayev has challenged his parliament to 
come up with a better solution: “As 
soon as we started privatisation of land 
there would be disagreements,” he cau- 
tions. u Sophie Quinn-Judge 


“The president is bringing in progres- 
sive laws,” explains Alma Ata journalist 
Vladimir Desyatov, “but in the Guryev and 
Karaganda [regions] everything depends 
on the local authorities; in many places 
they are very conservative and they don’t 
want to overcome their conservatism. 
Sooner or later the president will have to 
have it out with the party leaders who want 
to build socialism — perhaps this fall.” 

But if the harvest is a good one, the 
party will be in a strong position, Desyatov 
stresses. They will be able to take credit for 
running the economy efficiently. They can 
point to Russia where the economy is in a 
shambles, and say, “In Russia they de- 
stroyed the party; we shouldn't destroy it 


. here." 


Kazakhstan's communist party has been 
ee untouched by the rapid political 
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Operating revenue increased 2096 to 
$169t billion as a result of improved 
prices and volumes for Petroleum and 
Mineral products. Reduced sales revenue 
"from the Steel Group partly offset these 

increases. 
cc The Company continued major 


“investments in its three core businesses 
C 0with capital and investment expenditure 


us “exceeding $23 billion. 
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In 1991 BHP achieved a record profit 
of $1423 million, a 29% increase on last 
year's $1103 million result. Net abnormal 
items added $222 million to profit. 

Earnings per share, at 95¢, were 25% 
up on [last year. Abnormal items 
contributed 15e. Dividends increased by 
1% to 405¢ for the year. 
MINERALS. Minerals achieved a record 
result of $830 million including an 
abnormal item of $219 million from the 
merger of BHP Gold and Newmont 
Australia. Improved performances from 
Australian Iron Ore, the commencement 
of shipments from the Escondida copper 
mine in Chilé and higher prices for 
manganese ore all contributed. 
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PETROLEUM. Positive his tors „meluded l 
higher crude oil prices, - strong 
production. volumes. and changes in. 
Australian taxation. A record operating- 
profit of $650 million was achieved 
after a 3896. increase in exploration 
expenditure. 

STEEL. The recession in Australia had 
an adverse effect on the Steel Groups 
results which fell 5396 to $262 million. 
Despatches to the Australian market 
were at the lowest level since 1983. Sales 
to other markets accounted for 3696 of 
total steel despatches. 

FINANCIAL. BHPs gearing ratio 
improved to 42% from 47% a year earlier 
and interest expense was covered 33 
times. Net interest expense was $220 
million lower than last year due to a 
reduced average debt level and lower 
interest rates. BHP* is. listed on | 
international ^ stock. 1 exchanges in 
Australia, 


and United States of America. 







Germany, Japan, New ies ue 
Zealand, Switzerland, United Kingdom EM 


Australias International Resources Enterprise. 
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evolution in other parts of the Soviet 
Union. More new members have signed 
up this year than in 1990, and few have left. 
The party now numbers 800,000, Nazar- 
bayev announced on 3 July. 

Nazarbayev split with the local party in 
1986 when he criticised the record of then 
republican first secretary, Dinmukhamed 
Kunayev. Nazarbayev was chairman of the 
republic's council of ministers at the time. 
His independence apparently won him few 
friends in Alma Ata. In his recent collection 
of reminiscences he talks about anonymous 
phone calls threatening his family, and 
hundreds of anonymous denunciations 
“going right up to the politburo," which he 
received at the time. 

After Kunayev's replacement as first 
secretary in December 1986, Nazarbayev 
claims that both Moscow's appointee, Gen- 
nady Kolbin, and Kunayev's camp kept 
him at arm's length. When Kunayev was 
dropped from the Soviet politburo in June 
1987, he used his farewell speech to accuse 
Nazarbayev of organising the Alma Ata 
riots, which had followed his removal from 
the top spot in Kazakhstan. 

After Nazarbayev became the republics’ 
first secretary in June 1989, the two men de- 
cared peace. Kunayev is being treated as 
an honourable elder statesman, and a large 
share of the blame for the December 1986 
ethnic violence has been laid at Moscow's 
door by an official commission. 


is no point in attacking Kuna- 

yev," says Karaganda deputy Er- 
muhamed Ertysbayev, a member of the 
Democratic Kazakhstan parliamentary bloc. 
"He didn't want to get deflected by anti- 
communism," Ertysbayev explains. So far 
the president has not given his support to 
opposition demands that the KGB, army 
and courts should be freed from party con- 
trol. 

Nazarbayev's authority has grown with 
the concessions he has won from Moscow. 
He has secured a promise to end nuclear 
testing in the Semipalatinsk range in north- 
east Kazakhstan, though there is pressure 
from Moscow to carry out two more tests 
this year. A referendum in the republic in 
the summer will be the final word on the 
test range, he says. He has won a renegoti- 
ation of the Chevron oil company's contract 
to exploit the Tengiz oilfield in the Caspian 
Sea. The Baikonur cosmodrome in the mid- 
dle of the Kazakh steppes will, in future, be 
operated jointly with Moscow, for profit, 
he hopes. 

The farm boy-turned-steelworker and 
party apparatchik has let it be known that 
he is giving the party time to get in line 
with his market philosophy. But he warns 
that if anyone tries to slow down the pro- 
gress of his reforms, he will use his special 
powers — "and everyone should know 
that." a 


NS has understood that there 
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Party propaganda capitalises on disaster 


Flood dividend 





By Tai Ming Cheung in Peking 


he ruinous floods in eastern China 

have provided the Communist Party 

with an ideal propaganda coup to 
show off its concems and invincibility in 
fighting off natural calamities. The consid- 
erable political capital made out of the crisis 
has raised questions, however, as to whe- 
ther the actual scale of the disaster was not 
exaggerated to rally domestic and interna- 
tional support. 

The political implications of the flooding 
were discussed at a politburo meeting on 16 
July. The meeting emphasised the impor- 
tance of using the catastrophe as an exam- 
ple to illustrate the propaganda line that the 
“strong leadership provided by the 
superior socialist system and the party is 
the fundamental guarantee for our triumph 
over natural disasters." 

The politburo stressed that ideological 
education was a key aspect of the disaster 
relief effort. "It is essential to organise the 
people to fight disasters and launch relief 
operations, and to conduct ideological edu- 
cation on patriotism and socialism among 
the broad ranks of people," the meeting 
noted. 

Leaders were also told that they should 
visit the affected areas so as to appear per- 
sonally involved in the relief assistance. 
Overseas visits by top officials were tem- 
porarly suspended so as to allow the 
leadership to concentrate on dealing with 
the floods. This decision may have been 
prompted by murmurs of criticism against 
Premier Li Peng, who was on a tour of the 
Middle East at the height of the worst 
flooding. 
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The floods provided an excellent 
opportunity to show off what the party 
does best: the mass mobilisation of society. 
This included the evacuation of hundreds 
of thousands of people from the affect- 
ed areas, the mobilisation of millions of 
local residents as well as 600,000 People's 
Liberation Army (PLA) soldiers and para- 
military units to help in the disaster relief 
effort, and a nationwide drive to provide 
economic assistance to the devastated re- 


ons. 

p The politburo meeting called for special 
efforts to publicise the PLA's central role in 
the disaster relief effort. This appears to be 
part of an attempt to repair the army's shat- 
tered reputation following its role in crack- 
ing down on protesters in Peking in June 
1989. Even before then, the PLA had suf- 
fered from an image problem as growing 
numbers of people questioned the neces- 
sity of maintaining a standing army of more 
than 3 million soldiers during peacetime. 
The PLA's high profile participation in flood 
relief work will go some way towards em- 
phasising its economic rather than its mili- 

role. 

Although the floods caused severe 
devastation, with more than 1,600 people 
dead and at least Rmb 40 billion (US$7.47 
billion) worth of economic damage, it ap- 
pears the scale of the disaster may be less 
than originally feared by the authorities. 
Early reports hinted that the floods were 
China’s worst for more than a century. 
While some regions experienced their 
worst flooding in recorded history, includ- 
ing parts of the Huaihe and Chu rivers in 
Anhui and Jiangsu provinces, other areas 
only saw limited flooding, in part because 
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of successful flood-prevention measures. 

One reason for the initially inflated dam- 
age reports may have been over-reporting 
by local authorities who feared that they 
would lose out economically if they did not 
assume the worst. 

Poor coordination and cooperation be- 
tween local and central authorities in deal- 
ing with the disaster appears to be a major 
headache for Peking. The politburo meet- 
ing pointed out that it was essential to 
“subject local interests to overall interests, 
and battle and control floods in unison.” 
One likely cause of local conflict was that 
some areas were deliberately flooded to 
prevent other regions, in particular cities, 
from being inundated. 

Clear skies in recent days have seen 
flood-waters to recede and have 
caused water levels to fall in the Yangtze 
River and other major lakes, but officials 
warn that July and August are the worst 
months for flooding in much of China. The 
authorities are now concentrating their ef- 
forts on reinforcing the seriously weakened 
flood-prevention system in preparation for 
more downpours as well as typhoons in 
the coming few weeks. 

Although the government initially ap- 
pealed for international assistance to deal 
with the floods, it began to downplay this 
call shortly afterwards. Leaders are again 
stressing the importance of self-reliance in 
dealing with the disaster. This may be 
due to the poor international response to 
the aid appeal. Besides Taiwan and Hong- 
kong, which provided more than US$50 
million in official and private donations to 
the appeal, the rest of the international 
community contributed less than US$1.5 
million in financial and material assistance, 
far short of the US$200 million requested by 
the Chinese Government. 


Julian Baum writes from Taipei: The accessi- 
bility of the flood disaster area in China's 
coastal provinces and its proximity to 
Shanghai has made it easier for Peking to 
agree to accept foreign assistance, accord- 
ing to Red Cross officials in Taipei. But it 
has not erased China’s sensitivity towards 
donations from wealthy compatriots in the 
renegade province of Taiwan. 

During a visit to the coastal provinces in 
early July, a delegation from the Straits Ex- 
change Foundation — a semi-official medi- 
ation group accountable to the Taiwan 
Government — offered to contribute 
US$5,000 to the flood relief effort. The con- 
tribution was refused and the group do- 
nated the funds through the Red Cross 
after returning home. 

The incident prompted the director of 
Taiwan's Mainland Affairs Council, Huang 
Kun-hui, to ask China not to politicise the 
question of Taiwan’s assistance. But Huang 
himself politicised the occasion by saying 
that private donations, which have ex- 
ceeded NT$110 million (US$4.1 million) 
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besides some NT$40 million remitted pri- 
vately to family members in China, were a 
strong force advancing the unification of 
the two sides. 

As the most politically neutral relief 
organisation, the Red Cross is forwarding 
most private as well as some government 
contributions from Taiwan. Unlike pre- 
vious efforts which involved only cash do- 
nations, the Red Cross is using most of 
the funds to purchase food, medicine and 
other equipment for shipment to Shanghai 
with the assistance of several foreign airline 
companies that serve the city. 

A large shipment will also go indirectly 
by sea. In addition, the Taiwan Govern- 
ment has delivered by hand a cheque for 
US$1 million to the Red Cross office in 
Hongkong, as well as a contribution of 





Hau: unprecedented public appeal. 


10,000 tonnes of rice. In an unprecedented 
gesture, Premier Hau Pei-tsun made a per- 
sonal appeal to the public for funds. 

Taiwan generally has had a poor record 
of contributing to international relief efforts, 
with the exception of a few private groups, 
such as the Taiwan office of Caritas, the 
Roman Catholic Church’s relief agency. But 
the government has been persistent in of- 
fering China a helping hand, even if it has 
sometimes been only a gesture from the 
ruling Kuomintang (KMT). 

The government-funded Free China Re- 
lief Association (FCRA) operates with an an- 
nual budget of NT$37 million for relief 
work, relying on back channels to remit its 
donations. After several mining disasters 
earlier this year in Guangdong and Shaanxi 
provinces, the FCRA sent US$50,000 in 
funds to the victims’ families through an as- 
sociation of native-born people from those 
provinces. 

Some other contributions have been 
blocked. Following the June 1989 crack- 
down, the KMT and the Red Cross collected 
an estimated NT$200 million to aid demo- 
cracy activists. The money appears to have 
gone missing. 

Peking refused donations from the Red 
Cross for medical treatment for those in- 
jured in the crackdown. Cash contributions 
to overseas pro-democracy groups distri- 
buted by other KMr-affiliated agencies ap- 
parently disappeared into the pockets of 
Chinese students living in the US and 
Europe. This time Red Cross officials in 
Taiwan are confident that their humanita- 
rian effort will achieve its purpose. = 





MALAYSIA 


An ecological struggle in the forests of Sarawak 


Timber and tribes 


By Suhaini Aznam in Kuala Lumpur 


ecent demonstrations by foreign ac- 

tivists in Sarawak reflect the grow- 

ing concern in Europe over large- 
scale felling of tropical forests. The arrest 
and trial of some of these demonstrators 
also highlights the official Malaysian at- 
titude of not tolerating Western interference 
in its domestic affairs. 

Five of the eight environmental activists, 
arrested for anti-logging demonstrations, 
were charged with criminal trespass in the 
Miri magistrate’s court on 18 July and sen- 
tenced to between 50 and 60 days in jail 
each. The three others pleaded not guilty 
and will be tried later this month. Two for- 
eign journalists who covered the protests 
had been deported earlier. 

The eight, who entered Sarawak pos- 
ing as tourists, represented at least three 
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environmental groups: Robin Wood of 
Germany, the Swiss-based Society for 
Threatened Peoples and the US-based 
Earth First movement. Some had chained 
themselves to log barges and cranes, pre- 
venting dock workers from loading the 
timber on to outgoing ships, while others 
distributed anti-logging literature at the 
day-long protest at Kuala Baram, a small 
port near Miri on 5 July. 

The European ecological movement 
has pressured the EC to prevent further de- 
struction of rainforests by imposing a 
trade embargo on tropical timber, a drastic 
step which the EC has considered, but to 
date resisted, in the interests of trade diplo- 
macy. 

Malaysia itself has become environmen- 
tally conscious in the past year or two, but 
does not take kindly to outsiders telling it 
what to do. Prime Minister Datuk Seri Ma- 
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hathir Mohamad's stance is clear: now that 
the developed countries have sacrificed 
their own forests in the race for high stan- 
dards of living, they want to preserve other 
countries’ rainforests — citing a global 
= heritage — which would indirectly keep 
countries like Malaysia from achieving the 
same levels of development. He argues that 
Western environmental lobbyists should 
pressure their own governments to pay 
more for tropical timber so that Malaysia 
would need to chop down fewer trees to 
maintain current export earnings. 

Timber is Malaysia's second-largest 
commodity export, earning M$8.7 billion 
(US$3.1 billion) in 1990. Sarawak alone ex- 
ported some 14 million m? of logs in 1990, 
45% of it to Japan. In the face of growing 
pressures at home to export higher-value 
sawn timber instead of logs, the Sarawak 
government has pledged to reduce its 1991 
log exports to 12 million m9. A Sarawak 
MP, Sim Kwang Yang of the opposition 
Democratic Action Party, however, pointed 
out that this reduction did not affect proces- 
sed timber, so that total harvests could still 
be as high or higher than present levels. 

Of Sarawak's total land mass of 12.33 
million ha, about half was classified as vir- 
cepe and another quarter as logged 

in 1988. About 5% of Sarawak's total 
workforce are employed in the timber 
industry. Some of the most valuable 
hardwoods — the belian, meranti, and 
Sarawakians claim, even the protected en- 
_ gkabang — are being chopped down with- 
out giving sufficient time for saplings of the 
same species to grow. Although both 
Sarawak and neighbouring Sabah have re- 
forestation programmes, the replanted 
trees are quick growing varieties which 
may take only 15-25 years to reach maturity 
but whose use is largely limited to making 
plywood, a growing industry here. 

Another related concern of the anti-log- 
ging lobby is the cause of the Penans, a 
10,000-strong nomadic group living in 
Sarawak's jungles. The Penans are hunters 
and the destruction of the forests means 
scarcity of food and disruption of their trad- 
itional lifestyle. Every now and then, the 
Penans and other groups, like the Kenyahs 
and Kelabits, have staged anti-logging bloc- 
kades. But as the timber companies are 
legal holders of concessions, these local de- 
monstrators have sometimes been charged 
with trespass and obstruction. 

The Sarawak government has tried to 
- persuade the Penans to settle in one area 
and take up farming. It has built service 
centres and primary schools for them. But 
the Penans, who are meat eaters, find 
maize and hill rice a poor substitute for wild 
boar and deer. And born to roam the jun- 
gles, they make inattentive, restless farm- 
ers. Sociologists and other champions of 
the Penans are faced with the tug-of-war 
between preserving the tribal lifestyle and 
the inevitable process of modernisation. m 


THAILAND 


Junta leaders consolidate their hold on power 


Class 5 digs in 





By By Rodney Tasker in Bangkok 


n elite military class is making an in- 
A seis print on Thailand’s current 


political situation. Graduates of Chu- 
lachomklao Military Academy’s Class 5 are 
steadily moving into key positions from 
where they can potentially call the political 
shots for the foreseeable future. 

Members of the class already form the 
core of the National Peacekeeping Council 
(NPC), the junta which has ruled Thailand 
since the 23 February coup which oust- 
ed the civilian government of Chatichai 
Choonhavan. They control all five top posts 
in the army, the country’s most politically 
influential service; the air force command- 
er, Air Chief Marshal Kaset Rojananin, is a 
close contemporary of Class 5; and new 
promotions mean that Class 5 officers are 
poised to control the police 
force as well. 

Some observers view the 
situation as a thinly veiled 
attempt by the military 
hierarchy to retain political 
power, despite the NPC's re- 
peated assurances that civi- 
lian democracy will return 
when a general election is 
held by April 1992. 

According to this theory, 
Army Commander Gen. 
Suchinda Kraprayoon — the 
NPC's strongman — is intent 
on keeping former army 
commander Chavalit Yong- 
chaiyut off-balance in his 
ambition to become prime 
minister. Even if Chavalit, leading the well- 
funded New Aspiration Party (NAP), does 


' become premier after the election, he will be 


cramped by the political clout of the Class 5 
dique. 

Suchinda is the leader of Class 5, a re- 
markable class not only because, with 138 
members, it is by far the largest of its era 
but because it has proved to be something 
of a phenomenon in Thai military history. 
The dass, which graduated in 1958, is not 
only a military force but has become a poli- 
tical juggernaut. It has a secretary and a 
treasurer, and is said to be independent 
economically, thanks to a network of com- 
panies under its control. 

While Suchinda is the undisputed 
leader of the class, Army Chief of Staff Gen. 
Viroj Saengsanit, who is also deputy com- 
munications minister, is class treasurer. 
Suchinda’s brother-in-law, Gen. Issarapong 
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Suchinda: ‘class’ leader. 


Noonpakdi, also Class 5, is deputy army 
commander and runs the powerful Interior 
Ministry in the interim government ap- 
pointed by the NPC. 

Issarapong’s secretary in the Interior 
Ministry, Gen. Lert Puengpak, is secretary 
of Class 5, and has been named as a possi- 
ble candidate to take over as the ministry's 
permanent secretary — the most powerful 
bureaucratic position in the government — 
when the incumbent retires in October. 

Apart from Suchinda, Issarapong and 
Viroj, assistant army commanders Gen. 
Vimol Wongvanich and Gen. Chatchom 
Kanlong are also Class 5 members. Mili- 
tary analysts say the two generals are 
thoroughly professional soldiers, compared 
with their more politically minded class- 
mates. Virojs two deputy army chiefs of 
staff are also classmates, as are the com- 
manders of army regions 1, 
2 and 3, which cover Thai- 
land's central, northeastern 
and northern regions. 

Police generals from 
Class 5 — unusually, the 
class includes 31 police offi- 
cers — were also favoured 
in recent police department 
promotions. This is not sur- 
prising since Issarapong, as 
interior minister, is chair- 
man of the police commis- 
sion overseeing promotions. 
The Class 5 police officer 
whose progress is being 
closely watched is Gen. 
Boonchu Wangkanond, who 
has moved up to nation- 
al deputy police chief. 

It seems inevitable that whoever be- 
comes prime minister after the scheduled 
election in early 1992 will be surrounded by 
powerful figures from, or closely associated 
with, Class 5. Under a new constitution 
currently being drafted by an NPC-ap- 
pointed committee the NPC will maintain its 
authoritarian powers right up to the day a 
new parliament is convened. 

Supporters of Chatichai say the former 
prime minister saw this military scenario 
evolving and tried to disrupt it through his 
own military friends — former army com- 
mander Arthit Kamlang-ek and Manoon 
Roopkachorn, a  major-general since 
cashiered by the NPC. But Chatichai failed. 
Now Chavalit, with his own non-Class 5 
supporters, faces a similar political equation 
in his bid to become Thailand's next elected 
prime minister. x 
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The endless war 


ghanistan, an end to the war is 

still not in sight. The war has, in 
fact, gathered strength while the foreign 
backers of the various Afghan parties hover 
between the desire to end the conflict and 
the urge to continue supporting their fa- 
vourite factions. 

On 4 June, an Afghan air force bomber 
mistakenly attacked a Soviet settlement 
near the Afghan border northeast of the 
target village in Badakshan province. Thus, 
the danger this conflict poses for the popu- 
lation of the Soviet Union has become very 
real indeed. In December 1979, when Mos- 
cow sent its troops into Afghanistan, this 
danger did not exist. 

The second Congress of People's De- 
puties in December 1989 acknowledged 
that the decision to send troops to Af- 
ghanistan merited a moral and political 
examination. But consensus on Afghanis- 
tan has eluded Soviet politicians. 

The leadership of the Russian federation 
has become the main voice of democrats 
advocating an end to aid to repressive re- 
gimes. Russian President Boris Yeltsin and 
his foreign minister, Andrei Kozyryev, 
have announced Russia’s intention to re- 
examine both military and economic aid to 
Afghanistan, and their position on future 
Afghan elections is not much different from 


wo-and-a-half years after the with- 
| I Fial of Soviet troops from Af- 


Pakistan's official stance. 


But in the Supreme Soviet there is a 
powerful lobby calling for a continuation of 
"internationalist aid" to Kabul. This lobby 
claims to speak on behalf of the more than 
half-a-million Soviet soldiers who served in 
Afghanistan, the majority of whom are said 
to be against the cut-off of aid to the regime 
they defended. 

This position was spelled out by Maj.- 
Gen. Victor Filatov in the army veterans' 
union newspaper, Pobratim. He writes that 
the 40th Army, which was the backbone of 
the "limited contingent" of Soviet troops in 
Afghanistan, formed, for 10 years, a bas- 
tion against Islamic fundamentalism. It 
should be sent back, he believes, to defend 
Kabul and to stop the threat of Islamic fun- 
damentalism to Soviet Muslims. 

In view of such lobbying, it has been dif- 
ficult for the Soviet Union to sign an agree- 
ment on “negative symmetry” — the cut- 
off of all war-sustaining supplies by the US 
and the Soviets to their respective clients — 
as had been expected when Eduard 
Shevardnadze, the then Soviet foreign 
minister, met US Secretary of State James 
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By Ruslan Budrin 


Baker in Houston in 1990. It is not surpris- 
ing that it was just at this time that the 
career of Shevardnadze as foreign minister 
came to an end. 

Similar views on Afghanistan were ex- 

pressed at the First Army Conference of In- 
ternationalist Fighters, held in Moscow on 
22 May. Defence Minister Dmitry Yazov 
took part, as did the commander of Soviet 
ground forces, Gen. Valentin Varennikov, 
and other representatives of the more than 
65,000 Afghan veterans still serving in the 
army. 
Col-Gen. Boris Gromov, former com- 
mander of Soviet forces 
in Afghanistan and now 
deputy interior minister, 
suggested re-establishing 
the 40th Army as part of 
the Soviet armed forces. 
He and his comrade- 
in-arms in Afghanis- 
tan, Lieut-Gen. Pavel 
Grachev, commander of 
the airborne troops, con- 
sider the Afghan vete- 
rans to be one of the 
guarantors of stability in 
Soviet society. 

“The internationalist 
fighter today is not only 
our past, but to a large 





stabilising factor began to emerge last au- 
tumn after the visit to Pakistan of Ahmad 
Shah Masud, the most prominent mujahi- 
deen field commander in north anis- 
tan, who belongs to the Jamiat-e-Islami 
group led by Burhanuddin Rabbani. 

Having received the support of high- 
ranking American and Pakistani 
tatives in Islamabad, Masud undertook to 
build a united military command and an- 
nounced that there would be a gradual 
transition from a defensive to an offensive 
strategy against Kabul. As this strategy in- 
cluded the seizure of towns, it was neces- 
sary to form regular 
armed forces. In an in- 
terview with the Soviet 
magazine New Times, 
Masud said that the 
siege of Kabul would 
be the final stage of the 
strategy he had worked 
out. 

Today, it is obvious 
that this strategy is being 
put into practice, despite 
the loud declarations of 
peace and talk of inter- 
Afghan dialogue re- 
sounding in all the capi- 
tals involved, as well as 


degree our present and Masud: re ton, been increasing military 
future,” said Grachev, activity in the central, 
apparently referring to southern and northern 
the presence of Afghan A CONSENSUS provinces of Afghanis- 
veterans among troops tan. Since the seizure of 
sent to restore order in on Khost in April, the cities 


Georgia, Azerbaijan, and 
the Baltic republics over 
the past two years. As 
Varennikov pointed out, 
Afghan veterans make 
up a significant portion 
of parliamentary de- 
puties. 

Although on one level 
the Soviet and US posi- 
tions on Afghanistan are 
converging, the Soviet stance has been 
more complicated — because of the vete- 
rans — than the Foreign Ministry might 
like it to be. Nevertheless, it is other 
parties, in particular Pakistan and the 
various Afghan groups, which still form 
the greatest obstacle to a political settle- 
ment. 

After the mujahideen defeat at Jalalabad 
in the summer of 1989, there was a stale- 
mate in the military struggle. But a new de- 
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Afghanistan 
has eluded 
Soviet 
politicians 


of Gardez and Kandahar 
have come under threat. 
At the same time Kabul 
is bracing itself for fresh 
attacks. And fighting has 
resumed in all districts in 
the northern province of 
Balkh, according to the 
military commander Col- 
Gen. Mohamad Joma 
Atsak. 

Recently, Islamabad began to move 
away from insisting on a military solution 
to the Afghan problem while refusing 
dialogue with Moscow. This became clear 
after the mujahideen took Khost. Today, it 
would seem that Islamabad has a two-track 
policy and is banking simultaneously on 
military and political action to resolve 
the conflict. While Masud, Gulbuddin 
Hekmatyar's fundamentalist Hizbe Islami 
group and other mujahideen leaders con- 
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tinue in their efforts to force the central gov- 
ernment out of provincial centres, Is- 
lamabad has, for the first time in three 
years, expressed a desire to continue a 
dialogue with Moscow. 

But the basic obstacle to a constructive 
dialogue has still not been overcome. Is- 
lamabad believes, as before, that President 
Najibullah should vacate his post in order 
to participate in elections on an equal foot- 
ing with other candidates. The Soviets, in a 
stance that is close to the Americans', want 
Najibullah to remain in his post during the 

. transition period. 
Pakistan maintains that the majority of 
Afghans do not want Najibullah to remain 
as president. But it remains unclear who 
this majority is. In Pakistan's view the 
"majority" are all those living outside of the 
control of Kabul. The Soviet belief is that 
any solution of the Afghan crisis should 
take into consideration the interests of all 
political forces. 

Islamabad wants a transitional adminis- 
tration to take full power in the country 
during the election period. This administra- 
tion could be headed by the former king 
Mohamad Zahir Shah, say Pakistani dip- 
lomats in Moscow, but the problem is that 
Zahir Shah refuses to return as long as 
Najibullah remains in power. 


Previously, Islamabad had categorically 
opposed the former monarch's participa- 
tion in a settlement, and on several occa- 
sions refused to allow him to enter Pakistan 
en route to Afghanistan. Then, Islamabad 
had been backing Hekmatyar, a staunch 
opponent of the king. After their reorienta- 
tion towards the more moderate mujahi- 
deen leaders, the Pakistanis began to ex- 
press differences of opinion with their 
former favourite. 

At the Soviet-US meeting in Houston, a 
basis for a breakthrough was worked out, 
involving a new formula for free, demo- 
cratic elections under international control 
and an end to Soviet and American wea- 
pons deliveries. The other foreign donors 
of military aid would be called on to follow 
the example of the peace guarantors for Af- 
ghanistan. But this last point was the weak 
link in the chain. 

The Soviet side would not agree to a 
fixed cut-off date for military aid without a 

tee from third countries that they 
would also adhere to the principle of “nega- 
tive symmetry," and in the end the Hous- 
ton meeting failed to produce the expected 
results. 

In January Pakistani Prime Minister 
Nawaz Sharif told the leaders of the Af- 
ghan resistance coalition that his govern- 
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China steps up contacts with South Korea 


The pace quickens 


By Shim Jae Hoon in Seoul 


s North and South Korea prepare 
A parallel membership in the UN 

in September, ending decades of 
wasteful rivalry, prospects are steadily im- 
proving for Seoul’s diplomatic normalisa- 
tion with a staunch Pyongyang supporter 
— China. 

The departure for Peking on 17 July by 
Chung Ju Yung, South Korea's most in- 
fluential businessman, leading a 66-strong 
delgation, amounts to yet another attempt 
by the business establishment to speed up 
the process of rapprochement with one of 
the few remaining countries that still stand 
by North Korea. 

China has presented the most vexatious 
part of President Roh Tae Woo's pro- 
grammme of northern diplomacy — the 
seeking of relations with former socialist- 
bloc countries. The lack of progress so far in 
respect of Peking is ironic, given the in- 
creasing trade and other contacts between 
the two countries in the past three years. 

Ostensibly, Chung is visiting Peking at 
the invitation of Zheng Hongye, chairman 


of the China Chamber of 
International Commerce 
(ccc), but the doyen of 
South Korean industry 
openly speaks of playing a 
"bridge" role between the 
two governments. While 
Zheng is seen as the right 
man to approach — the 
CCIC maintains a 16-mem- 
ber semi-official trade of- 
fice in Seoul that also is- 
sues visas for travellers to 
China — the UN factor has 
given rise to an unusual 
degree of optimism over 
bilateral ties. 

Chung is widely 
known among top Chi- 
nese leaders, including Deng Xiaoping 
who is said to admire South Korea’s eco- 
nomic development model. Privately, other 
Peking leaders have sought investments 
and development advice from Seoul, in- 
timating that they regard the absence of for- 
mal ties as an anomaly in view of the 
rapidly growing two-way trade — amount- 


FAR EASTERN ECONOMIC REVIEW 





Chung: ‘bridge’ role. 


ment would continue to supply economic 
and military aid on its own in the event of 
a US aid cut-off. It is quite likely that even if 
Pakistan did promise to cut its military aid 
to the mujahideen, “negative symmetry” 
might still remain a noble aim rather than 
reality. It would be difficult to control the 
secret supply channels established by the 
Pakistani generals. The experience of the 
UN observer force on the border is a case in 
point — they had to wind up their work 
due to lack of access to observation points. 
The main task facing all the parties to 
the conflict — and this means, first of all, 
the Soviet Union — is to find a solution 
which would allow a leader to come to 
power who would be accepted by the Af- 
ghan people. In other words, what is 
needed is not a game of “non-interference” 
after a decade-long military presence but an 
effective policy to end the bloodshed with 
the help of international involvement. 
The political settlements in Nicaragua 
and Angola can serve as examples. If we 
are not prepared for this, it means that 
we have changed our methods, but not 
our basic stance on involvement in foreign 
conflicts. s 


Ruslan Budrin is a specialist on Afghanistan for 
Novosti newsagency in Moscow. 


ing to US$3.8 billion in 1990. Officials in 
Seoul say this trade could reach US$4.5 bil- 
lion in 1991. 

Zheng says Seoul and Peking are 
negotiating the draft of three agreements 
covering trade, investment protection and 
avoidance of double taxation. While these 
accords have been sought by Seoul as a 

condition for increasing 
#2 the present level of trade 
3 and investment, China’s 
| agreement to take them up 
even in the absence of for- 
mal relations shows it is 
anxious for wider eco- 
nomic cooperation. 

Wrapping, up these ac- 
cords by the end of 1991 or 
early 1992, as expected by 
both sides, presupposes 
the involvement of senior 
government officials from 
both sides, a process 
which cannot but change 
the texture of the semi- 
official relationship as it 
exists now. Seoul and Pe- 
king are expected to reach 
the stage of a full-fledged relationship to- 
wards the end of 1992, according to obser- 
vers. 

Next on the agenda are talks on opening 
a regular commercial air route between 
Seoul and Peking, following China's 
abrupt refusal early this year to extend a 
special charter deal with Korean Air. Pe- 
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king is said to be more anxious than Seoul 
in this matter, in the expectation that an air 
link will boost tourism receipts from South 
Korea. 

Once such agreements are reached, the 
exchange of embassies would be a mere 
technical matter. In Seoul, officials no longer 
feel they are not moving fast enough over 
the normalisation process because, they 
say, they fully appreciate the nature of 
Pyongyang's pressure on Peking. The pre- 
sent conservative Chinese leadership has 
been reluctant to part with North Korea's 
President Kim Il Sung, with whom they 
have had a long association since World 
War II. Furthermore, Peking's recognition 
of Seoul will mean complete diplomatic iso- 
lation for Pyongyang. 

Observers think China's willingness to 
talk business with Seoul — to the extent of 
persuading Pyongyang to accept separate 
membership in the UN — reflects its grow- 
ing doubt over the efficacy of linking Seoul- 
Peking relations with normalisation of 
Pyongyang's ties with the US and Japan. 
Assumptions over this linkage have 
weakened in recent months because of a 
lack of enthusiasm by the US and Japan for 
early rapprochement with North Korea. 

A series of Japanese-North Korean dis- 
cussions in Peking foundered on the issue 
of nuclear inspections and the case of a Ja- 


North Korean agents and put to work as an 
espionage instructor. Since Pyongyang re- 
fuses to deal with the nuclear issue, saying 
it is a bilateral matter with the US, and 
broke off talks on the Japanese woman, 
Tokyo is bracing for slow and difficult ne- 
gotiations. 

Also, Tokyo is unlikely to move ahead 
on relations with Pyongyang unless it re- 
sumed tension-reducing dialogue with 
Seoul. On all these issues, North Korea's 
posture has been largely cosmetic, leaving 
Japanese observers doubtful of a satisfac- 
tory agreement in the foreseeable future. 

In respect of the US, the outlook is even 
more pessimistic. Washington essentially is 
not budging from its stated four conditions 
on recognition of North Korea: interna- 
tional inspection of the Yongbyon nuclear 
facility; a North Korean renunciation of ter- 
rorism; return of the remains of US troops 
killed in the Korean War; and progress on 
dialogue with the South. In fact, US officials 
now say that North Korea's accession to the 
nuclear-safeguards agreement under the 
International Atomic Energy Agency will 
not be sufficient — they also insist on 
guarantees on the destruction of existing 
nuclear-reprocessing facilities. 

The US visit in June by Han Si Hae, the 
former North Korean chief of mission in the 
UN, has failed to change the largely nega- 
tive impressions of Pyongyang among 





panese woman allegedly kidnapped by 
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State Department officials. Given fresh con- 
cern in Washington over North Korea's 
missile sales to Syria and Libya in recent 
years, the Bush administration is cautious 
about any suggestion for improved ties 
with Pyongyang. 

In short, North Korea has a long way to 
go in trying to convince the US and Japan 
of its good intentions, officials in Seoul say. 
In view of this stalemate, Peking is begin- 
ning to take what looks like steps away 
from its linkage principle, implying China 
may not wait for Japan and the US to first 
normalise relationships with North Korea. 

Peking, according to South Korean 
sources, suggests moving ahead of the US 
in the cross-recognition formula, if only 
Japan makes progress with Pyongyang. 
Under this revised strategy, Seoul-Peking 
relations are expected to be established 
simultaneously with the setting-up of 
Tokyo-Pyongyang ties. 

These developments, as well as China’s 
need for increased trade and investment 
from South Korea, are expected to be dis- 
cussed by South Korean Foreign Minister 
Lee Sang Ock and his Chinese counterpart 
Qian Qichen if they meet in New York in 
September when the UN-membership ap- 
plications are considered — and, possibly, 
also in Seoul in November if Qian accepts 
an invitation to the Asia Pacific Economic 
Council meeting. E 
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VIETNAM 


Cautious re-emergence by ethnic Chinese 


Market test 


By Murray Hiebert in Ho Chi Minh City 


he construction of the new five- 

| storey An Dong market in Cholon, 

the Chinatown of Ho Chi Minh 

City, may well symbolise the re-emergence 

of the ethnic Chinese as a powerful force in 
Vietnam's economy. 

The new US$5 million market marks the 
first sizeable investment project in the city 
by a group of ethnic Chinese businessmen, 
who were forced out of business by the 
zealous communist party following its vic- 
tory over the US-backed capitalist South 
Vietnam in mid-1975. 

"Five years ago, no capitalist would 
have dared to do this," says Pham Xuan 
Bien, an on Vietnam's ethnic 
Chinese at the city's Institute of Social Sci- 
ences. "Now you can see the ethnic 
Chinese daring to start something," he 
said. He attributes the change to the party's 
1986 decision to move towards a free mar- 
ket, which means allowing the ethnic Chi- 
nese a larger role in the country's economy. 

City officials had planned to rebuild 
the deteriorating, overcrowded old market 
with investment from a Singapore com- 
pany, but when these plans fell through 
some local hoa, or ethnic Chinese, business- 
men stepped in. La Cong Nguyen, who re- 
sumed his business activities two years ago 
after losing three factories in 1975, called 
on his Chinese friends to help set up a 
shareholding company, the Viet-Hoa Con- 
struction Co., to build the new market. 

"Our main goal is to support economic 
renovation," Nguyen says about the mar- 
ket, which is to be completed in October. 
“Through this investment, we want to 
send a message to the state. If it has correct 
policies and uses people well, we can do 
big development projects." 

Before the communist victory in 1975, 
Nguyen had operated three factories, pro- 
ducing sewing machines, furniture and 
garments for export. When the new com- 
munist government cut most of its links 
with the capitalist world, Nguyen was un- 
able to market his products, prompting him 
to give his factories to the state. An abrupt 
currency change a year later left the once 
wealthy businessman penniless and forced 
him to survive by making keys, he says. 

As the party began loosening its once 
doctrinaire socialist policies, Nguyen sold 
his furniture to raise money to begin pro- 
ducing animal feed, raising chickens and 
making noodles. Later he became a share- 
holder in a company exporting handicrafts 


and processed wood for furniture. As his 
business activities grew, he earned enough 
money to invest in the An Dong market. 

Nguyen is not the only one testing the 
party's new policies. Thousands of other 
ethnic Chinese have resumed trading ac- 
tivities in the past few years, or have es- 
tablished small-scale industries processing 
food, producing textiles and shoes, or as- 
semblying electronic equipment. 

Cholon's ethnic Chinese now control at 
least two thirds of the small-scale industrial 
sector and one third of the commercial ac- 
tivities in Ho Chi Minh City, even though 
they comprise only about 10% of the city's 
population, estimates Tran Khanh, another 
expert on Vietnam's ethnic Chinese at 
Hanoi's Southeast Institute. 

According to a 1989 census, Vietnam 
has some 960,000 ethnic 
Chinese, of whom about 
80% live in the south. Ho 
Chi Minh City, the former 
Saigon, had nearly 380,000 
Chinese at the time of cen- 
sus. The capital of Hanoi had 
less than 10,000 — down 
from about 34,000 a decade 
earlier. 

Many observers think the 
ethnic Chinese are still hold- 
ing back in their business 
activities. "So far, the ethnic 
Chinese have put only 10- 
20% of their capital on the 
table," says Huynh Buu Son, 
the deputy managing director 
of the Saigon Bank for Indus- 
try and Trade, which is lo- 
cated in the heart of Cholon. 

Before 1975, the ethnic Chinese had 
dominated South Vietnam’s economy. 
They controlled 80% of its industry, 50% of 
the banking and finance, nine tenths of the 
wholesale trade, half of the retail business 
and most of the rice trade, according to es- 
timates by Vietnamese academics. 

Most of the ethnic Chinese in what was 
then called Saigon lived in separate com- 
munities — the majority lived in Cholon — 
where they operated their own hospitals, 
ran their own schools using a curriculum 
from Taiwan, worshipped in their own 
temples and buried their dead in their own 
graveyards. 

Many of these activities came to an ab- 
rupt halt after 1975, when the new com- 
munist government took over all private 
schools and hospitals, and began closing 
private companies. The last surviving busi- 
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Private gold shop in Cholon. 





nesses were shut down on the night of 
24 March 1978 when the government 
launched its "socialist transformation" cam- 
paign and sent policemen and youth vol- 
unteers to take over the last vestiges of pri- 
vate industry and trade. 

This move, which hit ethnic Chinese 
in the south hardest, prompted tens of 
thousands to join the boat-people exodus. 
China, increasingly angered by Hanoi's al- 
liance with the Soviet Union, sharply de- 
nounced Vietnam for mistreating its Over- 
seas Chinese residents. 

As Sino-Vietnamese hostilities escalated, 
Hanoi became increasingly suspicious of 
the ethnic Chinese in the north — most of 
whom had supported the party's struggle 
against the US — and forced many to 
choose between moving to remote "new 
economic zones" and leaving for China. 
Many of those who stayed were stripped of 
their party membership, lost their army or 
police jobs, and had their children barred 
from attending universities. 

Three years after China's brief attack on 
Vietnam in retaliation for the Vietnamese 
invasion of Cambodia, Hanoi — recognis- 
ing that its ethnic Chinese could play a key 





role in pulling the country out of its eco- 
nomic nosedive — began softening its 
stance. In 1982, the party's ruling politburo 
issued a still-secret Resolution 10, which ad- 
mitted that the policy of considering ethnic 
Chinese as "instruments of Peking reac- 
tionaries" had been a mistake. 

The resolution also said the ethnic 
Chinese would be as one of 
Vietnam's 54 minority groups and therefore 
would be regarded as Vietnamese citizens. 
This caused renewed anxiety among some 
ethnic Chinese who had retained their 
Taiwan passports even after the former 
South Vietnamese government had or- 
dered them to take out Vietnamese citizen- 
ship. 

The most dramatic change for the ethnic 
Chinese came in 1986 when the communist 


party's sixth congress began removing the 
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fetters on private business. This was soon 
followed by moves giving the Chinese 
greater freedom to resume some of their 
former social activities and to allow them 
again to be involved in political life. 

Ethnic Chinese were again admitted 
into the party and some who had lost their 
party memberships in the late 1970s had 
them restored. Today there are roughly 
1,000 ethnic Chinese party members out of 
a nationwide total of just over 2 million, 
according to party officials. One ethnic 
Chinese member, the director of a large 
state-run company in Ho Chi Minh City 
was elected as an alternate delegate to the 
seventh party congress in June. 

Also, ethnic Chinese can again serve in 
the army or in the Interior Ministry's sec- 
urity forces, and they are once again admit- 
ted to universities. 

In 1988, the Ministry of Education al- 
lowed primary and secondary schools with 
high concentrations of ethnic Chinese 
students to resume teaching in Chinese, 
though the teachers must follow a cur- 
riculum prepared by the ministry. Ethnic 
Chinese have also been allowed to set up a 
body called the Association to Sponsor 
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Chinese Language Teaching. "They didn't 
ban Chinese after 1975, but in reality they 
set up limitations in promoting the lan- 
guage," says Nguyen. 

So far, no Chinese-language newspap- 
ers have reopened though Ho Chi Minh 
City's official daily, Saigon Giai Phong is pub- 
lished in Chinese. Two of the city's districts 
with large numbers of Chinese residents 
are also allowed to print local community 
newsletters. 

The most visible change for the ethnic 
Chinese has been in the economy. They 
have returned to most of the activities in 
which they were involved prior to 1975 — 
though at a much reduced level — except 
for the rice-export business and banking. 
Their role in the domestic rice trade is still 
limited, but some nationalised rice mills 
have recently been returned to their pre- 
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vious Chinese owners. 

Chinese businessmen have again 
operating gold shops and are believed to be 
playing a key role in setting the city's gold 
prices and free-market exchange rates for 
the US dollar, which the state bank is 
forced to follow. Businessmen in Cholon 
are also trying to set up their first share- 
holding bank. "Before 1975 there were 
many Chinese banks but now a new 
Chinese bank would be quite a big event," 
Nguyen says. 


espite the increased business role of 
D the ethnic Chinese, they no longer 

enjoy the tight monopoly in their 
traditional economic spheres that they did 
before 1975. Over a decade of discriminat- 
ory policies appear to have eliminated some 
of the Chinese business edge and given 
Vietnamese businessmen time to begin 
competing in trading and small-scale indus- 


Hanoi's policies in the late 1970s and 
early 1980s also appear to have partially 
broken up the once resilient Chinese com- 
munities and pushed them towards in- 
creased integration with the larger Viet- 





namese community, according to foreign 
and Vietnamese observers. 

The governments new policies have 
slowed the exodus of ethnic Chinese from 
Vietnam and in some cases refugees have 
even come back in search of new economic 
activities, said Bui Thanh Son, vice-chair- 
man of administrative District 5 in Cholon. 
One Chinese businessman who had 
applied to join his relatives in the US under 
the orderly-departure programme said he 
withdrew his application two years ago 
after Hanoi's reforms started taking hold. 

Although Vietnam was largely closed 
for a decade after 1975, many ethnic 
Chinese have managed to maintain close 
contact with Chinese communities in Sin- 
gapore, Taiwan, Hongkong and in Western 
countries. Bien says two thirds of the 
Chinese in Ho Chi Minh City have close re- 
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latives abroad. Ethnic Chinese have found 
it easier to travel overseas in recent years 
and since the Sino-Vietnamese border was 
informally reopened in the late 1980s some 
have begun visiting China in search of busi- 
ness opportunities. 

Because many Chinese businessmen 
lost their wealth in the late 1970s, a sizeable 
share of the money they are now investing 
comes from relatives overseas. 

"People from Taiwan bring a lot of 
money to their relatives," says Son, the 
banker. Taiwan has recently become the 
largest foreign investor in Vietnam, with 
Taiwanese holding licences for 32 projects 
worth US$439 million. Hongkong ranks 
fourth with a total invested capital of 
US$230 million. Increasing numbers of in- 
vestors from Taiwan and Hongkong are 
also turning to their kinsmen for help in 
navigating Vietnam's bureaucratic maze. 

Despite increased investment by local 
ethnic Chinese, many are still cautious. 
“Most still only invest in small-scale pro- 
jects with a rapid turnover,” says Khanh. 
“If the situation isn't stable, they think they 
could withdraw their capital quickly.” 

Nguyen says many wealthier Chinese 
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are still anxious because the government 
has not yet resolved the charges against 
them in the late 1970s. "In the past, the 
government said capitalists had made mis- 
takes. What these mistakes were needs to 
be cleared up," he said. 

Other Chinese businessmen say they 
are delaying larger-scale investment until 
they see if the party completes its moves to- 
wards a free-market economy and puts an 
end to many of its policies which continue 
to discriminate against the private sector. 

"We're waiting to see the policies of the 
government after the recent party con- 
gress," says Thai Thoi Tuong, who runs a 
workshop producing cardboard boxes for 
seafood exports. “I’m especially waiting to 
see the policy on taxes," he said, alluding 
to tax policies which still give preferential 
treatment to state enterprises. Li 





Travell ler 51 pen : 


or weeks, now that she has an- 
nounced that she will not contest 
the next elections, the public prints 
m. of Britain, Europe and the US have 
een featuring political obituaries of Mar- 
et Thatcher. 
. I once likened Thatcher to Queen Mary 
udor, during whose reign Britain lost pos- 
ession of Calais. After the Thatcher gov- 
nent had sold Hongkong up the Pearl 
River, by caving into Peking and reneging 
-on its promise to set up a form of represen- 
tational government in Hongkong, I wrote 
at when Thatcher died and was opened 
"up, the word "Hongkong" would be found 
engraved on her heart. I got that one 
wrong; none of the many political 
tuaries I have read — even those pen- 
-by her most severe critics — has even 
‘mentioned her appalling handling of 
Hongkong’ s fate. 
_ While she and her then foreign secre- 
a tary, Sir Geoffrey Howe, must accept the 
final blame for the retreat from the prom- 
_Ises of democracy they made both to Hong- 
_kong and the British parliament, it is my be- 
.lief that the real responsibility for the pre- 
: Sent debacle lies with the endless stream of 
: Foreign Office sinologists: diplomats who 
have spent the best years of their lives 
udying Chinese language, culture, his- 
ory and politics, and reaching the acme of 
veir careers as governors of Hongkong 
and ambassadors to Peking. 
«| Ris no accident that by far the best post- 
E World War Il governor of Hongkong, Sir 
Murray (now Lord) MacLehose, was not 
-an orientalist. Not only did he quickly ac- 
-quire- the local loyalties necessary to be 
ongkong’s champion vis-à-vis London, 
ut he was not cursed with the sinologue's 


< | ¿sense of mission: the consummation of re- 


Jations between Britain and the Middle 
Kingdom. 
-The sense of mission is mostly engen- 
ered by the: weight of cultural baggage 
yhich sinologists carry round with them, 
lus a completely base-less respect — in 
day’s terms — for Chinese civilisation and, 
ically, a polite disregard for a materially 
cessful southern Cantonese city. 


ie blame for the airport fiasco is all-too-ob- 
y to be laid at the door of the present 
overnor, Sir David Wilson, and his San- 
ho Panza Chief Secretary David Ford. It 
as all very well for Wilson and Ford to 
vant to establish the “very high degree of 
utonomy the 1984 Joint Declaration prom- 
d Hongkong both before and after 1997 
nd the dear line of authority" (Wilson's 





phrase) which the Hongkong Government 
must have until 1997 if it is to remain "re- 
sponsible for the administration of Hong- 
kong" (to quote the Declaration again). 

But it was political idiocy of the highest 
order to choose the US$17 billion airport 
and port improvement scheme as a test 
case, for it promised to run down Hong- 
kong's reserves (thus reviving in China all 
the suspicions of colonial Machiavellianism 
which the Amazonian warrior, Maggie 
Thatcher, had inspired when she arrived in 
Peking, fresh from her Falkland victories in 
1982). It was also dependent on Peking's 
approval if it was to raise the necessary fi- 
nances. 

The price has been paid — in spades. 
Wilson went to Peking in January and re- 
turned with windy assurances which did 
little to erase the memories of China's 
rhetoric of the previous months, during 
which China's leaders had accused the 
Hongkong Government of planning to run 
down the reserves and of lying about the 
scheme's financing, had claimed that only 
Peking could speak on behalf of the people 
of Hongkong and had denied the Hong- 
kong Government's right to make any uni- 
lateral decision on matters straddling 1997 
(that is, the right to make any major policy 
decision at all). 

Wilson was followed by Foreign Secre- 
tary Douglas Hurd, who also made windy 
assurances after receiving a short sharp les- 
son in Peking's power politics. Finally Sir 
Percy Cradock, special advisor to the prime 
minister on foreign affairs, made the pil- 
grimage, granting all the concessions Pe- 
king demanded — guaranteeing that 
Hongkong’s 1997 reserves will total more 


than US$3 billion, promises to restrict. 


Hongkong’s borrowings, and setting reg- 
ular consultations at many levels, which in 
turn guarantees China’s right to scrutinise 
and approve all Hongkong governmental 
policy initiatives. The Hongkong Govern- 
ment has long been a “lame duck”; now it 
does not have a leg to stand on. 


The Hongkong "authorities" have been 
effectively cut out from having any word in 
their own future: Peking has succeeded in 
dictating its terms direct to London, reduc- 
ing Hongkong to municipal status. It also 
got Cradock to agree that Prime Minister 
John Major will pay a visit to China, 
another pilgrimage of symbolic signifi- 
cance, for Major will be seen by the world 
as the first Western leader to go to China 
since Tiananmen, and will be seen by Pe- 
king as an outer barbarian satisfactorily 
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brought to heal, duly bearing tribute. 


Parenthetically Hongkong: may ener 
Cradock’s mysterious role. Thatcher was an 
avid fan of the television series “Yes, Prime 
Minister” which satirised how civil servants 
in various ministeries manipulated their po- 
litical masters. Doubtless with this in mind 
she appointed Sir Alan Walters as her spe- 
cial adviser on financial matters until he 
clashed with her Chancellor of the Ex- 
chequer and resigned, shortly before the 
chancellor did. She also put Cradock (a 
former ambassador to Peking) into 10 
Downing Street as her special adviser on 
foreign affairs, a buffer between her and 
the Foreign Office. I had a most uninforma- 
tive interview with Cradock during the 
Hongkong negotiations; my chief impres- 
sion was of a man inordinately secure in 
the knowledge of his own intellectual 
superiority and toughness. I was far from 
happy when I contemplated the power his 
access to the prime ministerial ear accorded 
him, and given his "oriental" background 
his absence of answerability to parliament. 

Cradock cannot have enjoyed his Pe- 
king trip. Whatever his cultural attitudes to 
China, he is not the sort of man who likes 
caving in. Nor could Hurd have taken 
much pleasure in his jaunt. Major's feelings 
when contemplating his excursion go unre- 
corded, but can be guessed at. All of which 
does not bode too well for those who made 
their journeys necessary: the. Hongkong 
twosome who bet so heavily on two losing 
horses — the 


Now China has established its right to be 
consulted and to approve all major policy 
issues, it has also established its claim to 
shroff over candidates for Hongkong's top 
jobs. Obviously no man or woman with the 
welfare of the people of Hongkong sin- 
cerely at heart would be willing to take the 
governorship now that it has been reduced 
to the role of Peking’s office boy. Nor 
would any half-way politically credible can- 
didate receive Peking's approval. 

So, unless Peking insists on appoint- 
ing the head of the New China News 
Agency as its viceroy, we are looking for 
someone from outside Hongkong, some- 





one with a proper and realistic appreciation - 
of power and of the uselessness of even at- 
tempting to resist. The odds must be short- - 


ening on my dark horse candidate, Lee 
Kuan Yew. 7 m 







rt as à means of de- 
monstrating Hongkong's high degree of | 
economic autonomy and as a symbol of | 
confidence in the future. 
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In years long gone, laundry was — But taking infinite care with 
washed the gentlest and most thorough every detail, big and small, has earned 
way, by hand. We still uphold this us a reputation as the world's 
tradition at The Oriental Bangkok, finest hotel. Little wonder, then, that 
treating every item with consummate The Oriental Bangkok has been the 
care from start to finish. Then, choice of royalty, artists, and 
before it is returned we gift-wrap it. | dignitaries for over a century. Because 
The finishing touch: an orchid. when it comes to service, 
A small detail, to be sure. we're old hands. 
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SPAIN IN ASIA 


rime Minister Felipe Gonzalez loves bonsais. He has a 

collection at his official residency in Madrid and during his 

trip to Tokyo in June he became the first foreigner to be 

made an honorary member of the Japanese Association 
of Bonsais. 

Gonzalez’ recently developed passion for bonsais aptly symbol- 
ises Spain's increasing interest in the Asia-Pacific area after 
years of neglect. Bonsais, like commercial relations, 
have to be carefully cultivated before they bring 
rewards. 

It was only in 1986, after Spain joined the EC 
and Nato (but not the integrated military command), 
that the government felt confident enough to launch 
its initiative to increase the Spanish presence. 

Six years is too short a period for dramatic re- 
sults, but, nonetheless, in the past decade Spanish 
exports to the Asia-Pacific area have risen five-fold 
and imports six-fold. Total trade grew from US$1 
billion in 1980 to more than US$8 billion in 1990. 

Such an increase underscores the high rate at 
which the Spanish economy has grown in the past 
decade; between 1986 and 1990 the economy 
expanded 25% in real terms. While growth has 
now slowed to an estimated 3% this year, it is still 
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more than double the 1.25% estimated for the EC as a whole in 
1991. 

Japanese investment, in particular, is now quite strong in the 
Spanish economy. Last year Japanese direct investment in Spain 
amounted to P36.1 billion (US$376.7 million), 1.9% of total 
direct foreign investment in the country. 

The real amount is much higher, since much Japanese money 
flows from other overseas centres such as London 
and is therefore not registered as Japanese invest 
ment. 

In the first quarter of this year Spain's exports 
to the Asia-Pacific area of P44.8 billion accounted 
for 3.5% of its world total, while imports of P197.4 
billion represented 9% of the total. They are still 
relatively small sums, but a measure of the potential 
can be gauged from the fact that Spain's exports to 
the Asia-Pacific area long ago overtook those to 
Latin America, historically an area of great com 
merce for the mother country but of miniscule sig- 
nificance today. 

Spain was the first EC country to send a min- 
ister to Peking after the lifting of the EC's sanctions 
on China, imposed after the June 1989 massacre 
of pro-democracy activists. Foreign Minister Fran- 
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cisco Fernandez Ordonez had good reason to be there first in 
November 1990 because Spain felt that it had the most to lose 
by the freeze on relations with China as it had belatedly begun to 
promote itself in that part of the world and was starting to see 
results. 

There are several contracts that Spain is pursuing. “Of all the 
EC countries we believe we are in the best position to provide the 
medium-level technology products that China needs,” said Gonzalo 
de Ojeda Eisley, director of Asia-Pacific 
relations at Spain’s Foreign Ministry. 

In May, Tecnicas Reunidas, Spain's 
leading contractor for the design and 
construction of industrial plants, won a P20 
billion order from China to build an ethylene 
plant on the eastern coast. The plant will 
be totally designed in Spain and will involve 
export orders for around 100 Spanish 
companies. 

Tecnicas Reunidas, which built the 
US$1.4 billion Pertamina refinery at Dumai 
in Indonesia, is completing another petro- 
chemical complex in northern China. 

In January the Spanish Government 
signed a US$450 million loan package 
with China for 1991 and 1992, of which 
US$200 million are soft loans. Spain is 
pursuing contracts to build a steel mill at 
Wuhan and a power plant at Yahekou. 

The focus of Spain's attention is Japan. 
Gonzalez visit in June was his second since 1985. Japan has 
consistently run a large surplus in its trade with Spain, and Madrid 
is seeking ways to redress the balance. Spain's exports to Japan 
fell 10.596 in 1990 to P64.3 billion, while imports were down 
2.196 at P395.1 billion. 

Gonzalez' visit came hard on the heels of the trip to Tokyo by 
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Cultural feast 
in the capital 
hile Barcelona is hosting the 
. 1992 Olympic Games and 
Seville the Expo Universal Exhibi- 
tion, Madrid will be Europe's cul- 
tural capital. 

Madrilenos take culture seriously, 
and they get lots of it. Their en- 
thusiasm was graphically illustrated 
last year when for two months huge 
crowds wound their way around the 
Prado Museum, inching forward 
toward their goal — the largest ever exhibition of Velazquez 
paintings. 

Next year promises to provide a treasure store of exhibi- 
tions, concerts and recitals. 

For art lovers the highlight will be the opening of the Villa- 
hermosa Palace, a large 18th-century mansion close to the 
Prado, that will house the collection belonging to Baron Hans 
Heinrich Bomemisza for an initial 10-year period. More 
than 700 of the baron’s possessions, ranging from Fra Angelico 
to Jackson Pollock, will be on display. 

Madrid won the Thyssen collection against competition from 
other cities, including London. The fact that the baron's wife 
is Spanish played a part in Madrid's victory. Restoring the 
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One of the delights of Madrid — Cibeles Fountain. 


Jacques Delors, president of the EC Commission, who has launch- 
ed a trade promotion programme designed to increase the quan- 
tity of EC products sold to Japan. Spain is hoping to benefit 
from this programme, complete with a logo that approved EC 
companies can use in packaging, which focuses mainly on con- 
sumer goods. 

All but one of five sectors being targeted — analytical and 
measuring equipment — involve retail markets. The other four 
sectors are household furniture, sports and 
leisure equipment/clothing, jewellery, and 
food and drink. 

Imports of Spanish wine account for a 
mere 1.596 of the Japanese market, leaving 
considerable room for growth. The prob- 
lem here is not so much Japanese re- 
strictions, but the lack of efforts made by 
Spanish wine producers to promote them- 
selves, trade officials acknowledge. Apart 
from a few producers like Torres, Spanish 
wines are still not known in Japan. 

Restrictions, however, persist on exports 
of Spanish lemons to Japan. After 14 years 
of discussions, the two countries have still 
not reached an agreement on a mutually 
satisfactory solution which would permit 
Spain to ship its lemons. Japan insists that 
the cargo be inspected on land for a Medi- 
terranean fly, while Spain wants the pro- 
cess carried out aboard ship so that time 
can be saved and the fruit would arrive in good condition. 

Last year Spain made the first trial shipment of lemons which 
were frozen during the trip. The Japanese market for citric fruits 
is potentially very rewarding for Spain, and Japanese multination- 
als have expressed interest in receiving lemons. 

With the single European market on the horizon, Japanese 


palace and other costs over the 10 
years will amount to around 
US$200 million. 

But some art lovers have ques- 
tioned the wisdom of spending so 
much money when the Prado has 
to get by on an annual budget of 
some US$2 million. Because of 

space restrictions the Prado can only 
exhibit less than 2096 of its 7,500 


tings. 

The Teatro Real is being 
changed back to its original use as 
an opera house and a national au- 
ditorium has been opened for or- 
chestral concerts. With corporate 
sponsoring of the arts gaining strength in Spain, it is not 
uncommon for at least one of the world's leading orchestras 
or soloists to be in Madrid every month. 

Although Madrid cannot claim to be one of Europe's most 
beautiful cities, there is still much to admire. There is classical 
architecture (brought by Philip Il when he moved the capital to 
Madrid in 1561), of which the Plaza Mayor square is the best 
example, neoclassical (the Parliament, or Cortes, and fountains 
in the Paseo del Prado) and the Moorish style known as neo- 
mudejar (the bullring at Ventas). 

Fans of bullfighting, which, contrary to all predictions, is 
enjoying a revival, should visit Madrid in May during the three- 
week San Isidro festival. € 
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Race around 
Barcelona 
before the 
Olympics. 

^^  * In 1992, Barcelona 

j £49, Mm 

1 T e will host the 
ja; Olympic Games. 
But you couldn't bring yourself 
to wait until then to enjoy 
this magical city. 
Now, as you contemplate the 
waters of the "Font Mágica" at 
the Palau de Montjuic you reflect 
on the memorable moments of 
your visit. 
There were the walks, redolent 
with the charms of Gaudi 
architecture: the Parc Güell, La 
Sagrada Familia, the Casa Batlló 


FE ra ES and the Casa Milà. You recall 
M we tf your visit to the "Barri Gòtic”, 
ry $ 44 near the old Cathedral. The 


views from Montjuïc. "El Poble 
Espanyol”. Not to mention the 
Miro Foundation and the Picasso 
Museum. 

You will never forget the 
concerts at the Teatre del Liceu. 
But saying goodbye to 
Barcelona won't be easy. So 
why not promise yourself you'll 
return? 

Perhaps in 1992? 

Consult with your travel agency. 


uU .— |J 


Cnm. 


Barcelona. “Font Magica 


Meus 


Spain. Host to the Olympic Games and 1992 Seville Universal Exposition. 


3 adii 
wv f m-.- 
m = 








companies continue to set up and expand in Spain. Spain is a 
good platform for exporting to the EC as well as having a sizeable 
domestic market. Calsonic, an automotive components maker, is 
to set up a subsidiary in Spain to make car heaters and air 
conditioner systems. 

Prototype manufacturing is planned to begin in October with 
full production in 1992 at a rate initially of 120,000 units a year. 
Its first customer will be Nissan Motor Iberica, the Spanish 
~~ commercial vehicles subsidiary of Nissan, which produces a range 
-. Of vans, light trucks and the popular four-wheel-drive leisure/utility 
vehicles. 

Nissan Motor Iberica will be in a position to triple its output 
from next month to 300,000 vehicles a year at its Barcelona 
plant, according to its chairman, Juan Echeverria. 

On a much smaller scale, Seat, Spain's biggest car manufac- 
turer and part of Germany's Volkswagen Group, is selling several 
thousands of its Malaga and Ibiza models to Taiwan. Yamaha 
Motor Espana is to triple production capacity at its plant in Bar- 
celona from 32,000 motorbikes a year to 100,000. 

Fagor, Spain's biggest producer of domestic appliances and 
also a leading manufacturer of semiconductors, machine tools and 
numerical controls, forecasts exports of P1.5 billion to the Far 
East this year. 

Fagor set up offices in Hongkong in 1986 and also has dele- 
gations in Seoul and Taiwan. This year it plans to establish a 
presence in Peking and Singapore. 

Fagor sold a turnkey refrigerator plant to the Chinese company 
Norinco and a semiconductor plant it has built in Thailand will 
start operating this October. 

As Gonzalez knows, bonsais demand a lot of patience and 
cultivation. Spain is beginning to see modest fruits from its en- 
deavours. € 





Unions view pact 
with suspicion 


ith only 18 months to go before the start of the single 
European market, Spain is trying to put in place a plan to 
make its economy more competitive. 

Economy Minister Carlos Solchaga is seeking a three-year pact 
with employers and trade unions beginning in 1992 which would 
enable Spain to continue to enjoy the high arowth rates it needs 
to lower unemployment and narrow its development gap, while 
at the same time reducing inflation and boosting productivity. 

In its 1990 report, the Bank of Spain said that one of the most 
worrying developments between 1986 and 1990 was the "sharp 
loss of competitiveness of the Spanish market to imports of around 
696 a year." Spain's competitive edge has been eroded by growing 
production costs, high interest rates and a strong peseta. 

Production costs in some sectors are now higher than in Britain 
because wage rates are continuing to rise quickly while produc- 
tivity gains, by comparison, are quite low. Average wages rose by 
8.3% in 1990, following a 6% rise in 1989. 

Spanish managers moved into second place in Europe’s top 
pay league last year after a 44% rise in their total pay, according 
to P-E International, a British consultancy. The steep rise reflected 
the acute shortage of managers in Spain. 

According to the latest report on international competitiveness 
by the World Economic Forum, Spain is near the bottom of the 
league in the areas of training and quality. 

The cost of defective products and services in an average 
Spanish company is equivalent to 2096 of sales, compared with 
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596 in Japan, according to estimates made by the Spanish con- 
sulting firm GCC. 

Anxious to bring inflation down to 5% this year and narrow 
the differential with its EC partners, the economic authorities say 
wage rises have to be moderated or more jobs lost. “We realise 
we can't ask for sacrifices,” said Solchaga. "What we re asking for 
is discipline.” 

But the trade unions are at loggerheads with the socialist 
government and in the first half of the year mounted strikes in the 
railways, airlines, telephone service and petrol stations. They have 
rejected the plan outright, while employers have welcomed it. 

Between 1986, when Spain joined 
the EC, and 1990 the Spanish 
economy expanded 25% in real terms, 
compared with an average GDP 
growth of 16.5% for the EC as a 
whole. Inflation came down by two 
percentage points and 1.5 million new 
jobs were created, though official 
registered unemployment at 15% re- 
mains the highest in the EC. This 
year's forecast GDP growth of 3% is 
still more than double the EC average. 

But this boom period is now over 
and Spain's economic circumstances 
are very different. For example, 
membership of the exchange rate 
mechanism (ERM) of the European 
Monetary System (EMS) means that Spain cannot make up for 
losses of competitiveness by devaluing the peseta as it did in the 
past. This has to be done through a more balanced growth of 
nominal wages and productivity gains. Hence the pact. 

Solchaga says that if agreement is not reached by early autumn 
the government will unilaterally take its own measures, including 
tightening the 1992 budget. 

The objectives of the so-called social progress pact call for 
sustained economic growth, lower inflation and a narrowing of 
the gap between Spain's per capita income and the EC average. 


Olympics draw Japan's giants 


sian interest in the 1992 Olympics to be held in Barcelona 

is underscored by the fact that Korean television is paying 
more to cover the games than it did to cover its own in Seoul. 
And a pool of Japanese networks (led by NHK) is seeking live 
coverage despite the time difference. Honakong s ATV is also 
interested in providing its own coverage. 

The Japanese are represented through six of the 22 spon- 
sors (Ricoh, National Panasonic, Brother, Asics, Mizuno and 
Seiko) and one of the 18 suppliers 
(Sony, with giant screens). 

With a year still to go before the 

Olympics begin, all the venues are al- 
ready finished and now being tested. 
The most impressive building is the 
Palau Sant Jordi gymnastics stadium 
designed by Japanese architect Arata 
Isozaki. It can seat 17,000 and its 
spectacular roof, 45 m high, was raised 
by hydraulic cranes. 

Putting the stadium to other uses, 
Luciano Pavarotti, the opera star, tried 
out its superb acoustics. 


The Olympic stadium was built in The magnificent gymnastics stadium. 
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The pact also aims to lower wage growth, so that by 1994 
wages should be rising at the same rate as the average for EC 
countries, while dividends paid out by companies should grow at 
the same rate as wages. 

Employment would be helped by new hiring regulations and 
greater training. Unemployed workers will have to attend training 
courses and will have less freedom to reject job offers. 

In respect of markets the pact seeks a structural reform of the 
services sector whose prices between 1987 and 1990 rose at 
double the rate of the manufacturing sector. This sector is the 
least exposed to international competition and the one most re- 
sponsible for inflation. There are also 
plans for intensified export promotion 
and the encouragement of private 
savings. 

Meanwhile, foreign investment, 
lured by high interest rates and Spain's 
growth potential, continues to pour in, 
pushing international reserves to new 
highs almost every month and pro- 
viding a false sense of security. At the 
end of May reserves were US$62.6 
billion. 

Under pressure from its EMS 
partners, Spain reluctantly lowered its 
interest rates in May when the Bank 
of Spain intervention rate came down 
to 12.7596. 

With inflation of 5-696 (roughly double the German and French 
rates, consumer spending rising following the lifting of credit 
restrictions, and rapidly growing domestic money supply, the 
authorities are reluctant to make further interest rate cuts until 
they see real progress in inflation. Underlying inflation is running 
at a higher annual rate of 6.596. 

This dogged determination to use high interest rates as its 
main weapon to combat inflation has made Spain extremely at- 
tractive to foreign investors. Funds have flowed in and exerted 
upward pressure on the peseta. + 


the 1920s for the World Trade Fair and has been fully reno- 
vated and enlarged. 

The games are being used as a great catalyst for developing 
Barcelona. Nowhere is this more visible than on the sea front. 
Having turned its back on the Mediterranean for many years, 
Barcelona has recovered some 12 km of beach, six of which 
house the Olympic Village. "We are doing in six years what 
would have taken 30 years," said Adrian MacLiman of the 
press department. 

The village, on the site of what was industrial wasteland, 
has 2,000 living units (which will be sold after the games), 

shopping malls, a convention centre 
and two 44-storey buildings, one a hotel 
and the other an office block. As an 
urban development, it rivals that of 
London's Docklands. 

Thanks to the Games, Barcelona 


can be very difficult to obtain an in- 
temational line out of Barcelona at peak 
morning hours or to call Madrid. € 
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Size is seen as banks’ 
best protection 


ll but one of Spain's largest commercial banks have a pre- 
sence in Tokyo, and most are also operating in Hongkong or 
Singapore. At the same time, Japanese banks consolidated their 
presence in Spain this year when the Dai-Ichi Kangyo Bank (DKB), 
both Japan's and the world's largest, opened a branch in Madrid. 
Of the Japanese giants, DKB is almost the last to arrive: 
Mitsubishi, Sumitomo, Bank of Tokyo and the Industrial Bank of 
Japan were already established. Once the Tokai bank arrives, all 
of Japan's leading banks will have offices in Madrid. 

While Japanese banks have followed their country's companies 
into Spain and will also focus on lending to the public sector, 
Spanish banks have gone to the Far East because of growing 
foreign trade and syndicated loan business. 

The Bank of Spain plans to open its first office abroad in 
Tokyo by the end of the year. Deputy governor Luis Angel Rojo 
said the new office would support Spanish banks in what he called 
a "difficult market." 

Japanese banks and insurers have also been buying into Spanish 
banks. In April, Toho Mutual Life 
acquired 296 of Banesto. The two 
institutions plan to carry out joint 
ventures in insurance, real estate 
and portfolio management in 
Spain. Toho is now the second- 
largest single foreign shareholder 
in Banesto after Oasis International 
Group of Britain, with almost 396. 

Nomura, the world's bigaest se- 
curities house, has a 1096 stake in 
Banco Santander de Negocios, the 
merchant banking arm of Banco 
Santander, and a 1.596 holding in 
the parent bank. Nomura also has 
a 3.596 stake in Bankinter and has 
set up a brokerage house in Madrid. 
Yamaichi Securities has a small 
stake in Central Hispanoamericano 
and Nippon Life has 396 of Banco Bilbao Vizcaya. 

It is not just the big Spanish banks which have set up in the 
Far East. One of the most successful operations is that of Banco 
Sabadell, a small, highly profitable and innovative bank based in 
Catalonia, which has a representative office in Singapore. 

Sabadell set up its office in Singapore in 1990 and also has 
a company, ASP Trade Promotion Ltd, which is playing a leading 
role in promoting Spanish exports in the Asia-Pacific area. 
Sabadell's "Singapore Project" has the backing of the Spanish 
Institute of Foreign Trade. Services provided include marketing, 
offshore trading, transfers of technology and participation in in- 
dustrial projects put out to tender. 

The Spanish banking map was substantially re-drawn in May 
when the government merged all state-owned financial institutions 
into Corporacion Bancaria de Espana under the leadership of 
Banco Exterior, and two of the biggest private banks, Banco 
Central and Banco Hispano Americano, merged to form Central 
Hispanoamericano. 

Economy Minister Carlos Solchaga has been relentlessly beat- 
ing the drum of big banks for several years, but until the recent 
events the only merger was that which created Banco Bilbao 
Vizcaya in 1988. 

Solchaga says Spain needs larger banks in order to compete 
more efficiently in the coming single European market. Another, 
unspoken reason is the fear that unless they are bigger Spanish 
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Banco de Sabadell — a presence in Singapore. 


banks are vulnerable to foreign takeovers. 

The banks are highly profitable and well capitalised (all of them 
already exceed the Bank for International Settlements capital- 
adequacy ratio of 896 which is the EC yardstick as of 1993), but 
margins have been falling under the tougher competition. 

Net profits in 1990, as a percentage of total assets, fell from 
1.5496 to 1.596 after increasing from 1.496 in 1988. The in- 
creased cost of funds, caused by the deposits war unleashed by 
Banco Santander in 1989 with its high-interest bearing current 
account, is reducing Spain's traditionally high margins. 

In 1989 average Spanish retail lending margins equalled 4.496 
of total assets, the highest in the EC after Greece and Portugal. 

Santander was the clear winner of the deposits war, raising its 
market share of total banking deposits from 3.596 to 5.296 in 
1990. The launch of high-interest bearing accounts was a sea 
change in the Spanish banking system. Until then banks paid little 
for deposits and they tended to act as a monolithic group. 

At the same time there has been a sharp relative increase in 
non-performing loans and bad debts, which has meant greater 
provisions. This has been caused by the economic slowdown. As 
a result, several banks have resorted to selling assets — holdings 
in companies or regional bank units — to bump up profits. 

The Bank of Spain's credit controls in 1990, which limited the 
net increase in new lending to the private sector to 1096, was a 
blessing in disguise for the banks 
in terms of margins. The credit 
restrictions resulted in a higher level 
of demand than the available sup- 
ply was able to satisfy. As a result 
the banks were able to pass on 
part of their increased cost of funds 
to customers via higher loan rates 
which relieved the pressure on 


margins. 

In its latest report on Spanish 
banks, Morgan Stanley says that 
this will not be the case in 1991 
because of the removal of credit 
limits and the decline in loan de- 
mand. "Further pressure on loan 
margins is therefore viewed as 
inevitable," says Morgan Stanley. 

The bonanza years of juicy 
profits may be over, but the Spanish market is still viewed as a 
very attractive one by foreign banks keen to gain a foothold 
before the single market arrives. In the past year Banco Santander 
has sold two of its regional banking networks to Credit Lyonnais 
of France, and Banesto sold one to Istituto Bancario San Paolo 
di Torino of Italy. All three banks are based in Catalonia, Spain's 
most prosperous region. 

For the Spanish banks, the sales provide funds for expansion 
into other areas and enable them to trim overlapping and bloated 
branch networks. With 8.5 bank branches for every 10,000 in- 
habitants, compared with 4.5 branches in France and 2.6 in Italy, 
Spain is one of Europe's most overcrowded bank markets. 

In March, Banco Santander bought a 1396 stake in First Fidel- 
ity Bancorp of the US for US$220 million. 

A key issue still to be resolved is Spain's high cash reserve 
requirement, which, bankers say, puts them at a disadvantage 
with their EC competitors. The requirement was reduced from 
1796 to 596 of deposits in 1990, in line with that of other European 
countries; but the funds freed had to be invested in Bank of Spain 
certificates of deposit (CDs) paying 696, less than half the market 
rate. From March 1993 the CDs will be redeemed progressively 
through to 2000. 

The banks are calling for a much shorter redemption period, 
as the higher yield to be obtained from investments at market 
rates would offset their declining margins. € 
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fter suffering a steep fall in 1990, the Madrid stockmarket 
has been one of Europe's best performers this year. The 
; index rose 2496 in the first six months to 278, after declining 
almost 25% in 1990. However, it was still below the 1990 high 
of 309. 
0 The fall in 1990 — surpassed only by Tokyo's among world 
markets — brought to an end seven years of uninterrupted boom. 
On average, P100 (87 US cents) in- 
|, vested in 1983 in shares was worth 
|... P669 at the end of 1989, excluding 
_. dividends. 

(57 The combination of the govem- 
.. ments high interest-rate policy to cool 
||. down the overheated economy, fears 
of a recession and the Gulf War 
^. knocked the Madrid market for six. 
. .Reflecting the tendency of Spanish 
_ investors to over-react, the market 
_ discounted even the most pessimistic 
*.. scenarios. “Suffice to say that the ave- 
| rage price-earnings ratio was almost 
halved in two years and returned to 
the same level as 1981 [8.7]," said 
Pedro Guerrero, chairman of the 
"Madrid exchange. 

<: This made the Madrid exchange 
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smart investors who bought. when: prices plun neted realis 
handsome profits this year. E Hu x 

Lower interest rates and an. econon 1 
3% have helped the market to p 
based computer-assisted trading syste j aly 
1989, has made the market more efficient and transparent. More E 
than 9096 of trades are now conducted on Cats. E 

The reform also led to the creation of more: than 50 brokers 
and dealers, subject to strict capital-adequacy requirements, who 
are fighting for business amid projections that there is not room 
for all of them. They replaced individual brokers. Competition. will 
intensify at the beginning of 1992 when fixed commissions —- 
currently pegged at 25 basis points 
— are formally abolished. 

Spain's new international spirit is 
symbolised by Madrid’s leading role 
in. Euroquote; the Brussels-based 
company which is working on creat- 
ing an. EC-interconnected stock ex- 
change. The Madrid exchange has 
taken 4,000 of Euroquote's 27,000 
shares, the same number as London, 
Paris and Frankfurt; though it is much 
smaller. Gonzalo Rodriguez. de 
Castro, general manager of the 
Madrid exchange, is Euroquote's 
chairman. 

Under the National Securities 
Market Commission, the market is 
strongly regulated. Having gained 
credibility through. the penalties it 
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E OLDEST TWO-YEAR MBA PROGRAMME 
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in 1964 IESE started the first two-year MBA Programme in Europe. 


EUROPEAN GRADUATE 
SCHOOL OF BUSINESS 
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Since 1980 this Programme has been bilingual in Spanish and English. The Programme is 
a truly international one, attended by students from more than thirty countries, the 
majority coming from Europe and North America. This Bilingual Programme is a major 
opportunity to ome fluent in the two main commercial languages of the western world, 


AND MANAGEMENT 
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Barcelona - Madrid 








Elizabeth McCormick Director. MBA Admissions 
IESE Avenida Pearson 21,08034 Barcetona SPAIN 
Tel (34.3) 204 40 00 


Telex: 50924 IESB E Fax: 4.3.) 280 11 77 and would li 


whilst enhancing management skills and capabilities. 


The select group of highl ly motivated, multicultural students joining IESE each year is one 
especially valued for its 
international experience. 


iversity of nationalities, previous academic background and 


If you hold a completed university degree. see yourself as a hard-working, adaptable 
individual us of competing successfully in our internationally oriented environment, 
e more information, contact 





imposed for irregularities during the US$1.1 
billion partial privatisation of Repsol, the 
commission has tightened the rules on the 
buying and selling by companies of their 
own shares (done to manipulate prices) and 
is cracking down on insider trading. 

The settlement system is also being 
improved. Currently trades are officially 
settled on just one day a week (Friday) in 
the week following the date on which they 
actually took place. A new system, under 
which settlement would take place on any 
day of the week and a maximum of five 
days after the event, is scheduled to be in 
place during the first half of 1992. 

Probably the most important future 
project is the modernisation of the trading 
system for fixed income securities. Madrid's 
target is to lift to 5096, from just 596 at 
present, the proportion of overall business 
that fixed income instruments comprise. 

The fixed income market is expected to 
grow significantly in the next few years. In 
an economy in which capital formation 
needs remain high, companies will go to 
this market to finance their modernisation 
and expansion. (Many companies are 
deterred from being quoted because of the 
severe treatment of capital gains which the 
government has promised to reform.) 

At the same time, Madrid expects rapid 
growth of the country's underdeveloped 
institutional investment sector to fuel de- 
mand for fixed-income instruments. 

“If there is a characteristic that sets our 
stockmarket apart from others in Europe, 
it is the minimal role played by mutual funds 
and institutional investment," said Luis 
Carlos Croissier, chairman of the com- 
mission. 

The Madrid exchange is drawing up a 
general trading system, which would pro- 
vide a wide and flexible framework for ne- 
gotiating different instruments. This market 
would be computerised and allow operators 
immediate access to information on trans- 
actions. The market would first be used for 
public debt and then private. 

As regards public debt, the stockmarket 
would be connected to the Bank of Spain's 


computerised book-entry system, which | J = - WE STAY CLOSE TO OUR 
SEAT e A CUSTOMERS NO MATTER HOW FAR 


under its supervision to be complemented = 


by another, so giving access to a wide range | IE AWAY THEY MIGHT BE. z= 
of operators. Operations would be settled Va | - 
via the Bank of Spain's system, which is 

widely recognised as being very efficient. | & §) 
This segment of the market is scheduled to | 


be launched in the second half of this year. | BANCO DE SABADELL — Re 





In the second phase the new trading "e ih 
system would be extended to private debt, Singapore 133, Cecil St. 09-01A Rh" 
and in the final stage the Madrid stock- Keck Seng Tower - SINGAPORE 0166- 
market system would enable an operator Tel. 224 2707 - Fax 221 9423 
to gain access to different markets through : 

a single computer. 
Dealers FG believe that by 2000 for- . Head PI. Catalunya, 1 


eigners will own one fifth of the total | Office 08201 SABADELL : - Spain a - 


stockmarket, double their present share. 9 
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- | Spanish Banking At Its Best 
| The “Viva España” Peseta Time 
_ Deposit Account—The Best 
- . Way To Get To Next Year's 
. World Expo '92 And 
The Barcelona Olympics! 


Deposit— Period: 1 million yen to less than 
3 million yen (1 x) Over 
3 million yen (1, 2, 3, 

6, & 12 months) 

Interest: around 11% (please note that 
interest will vary slightly 
based on amount and 
length of deposit) 
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|. Support for the arts is a Spanish tradition. 
It's also a BBV tradition and that's why at next year's 
World Expo in Seville we'll be sponsoring events 
|. like the following: - 
| May 8th—13th The world premiere of “A Zarzuela 
E Musical Spectacular" featuring 
vo Placido Domingo and other major artists. 
|- July 3rd, 5th & 7th “The Marriage Of Figaro" 
ee conducted by Zubin Mehta. 
— i- Sept. 2nd A recital featuring Luciano Pavarotti. 


BANCO BILBAO VIZCAYA 


. | BANCO BILBAO VIZCAYA 


| For further infor ormation pene cota! our doin. branch at M 4600.RhR0* 








he lion's share 


a Co the most industrially diversified Spanish region and 
one of the powerhouses of the economy, is absorbing the 
lion's share of Far East investment in Spain. 

In 1990 another 23 Japanese companies invested in Catalo- 
nia, bringing the total to 109. Last year Japanese direct invest- 
ment in Spain totalled P36.1 billion (US$376.7 million), of which 
P10.6 billion went to Catalonia, according to the Spanish Economy 
Ministry. 

While representing only 1.996 of all foreign direct investment 
in Spain, the figure was four times higher in peseta terms than 
in 1986. According to Monica Nogues, chief manager for the 
Catalan government of industrial relations with Japan, Catalonia 
received more than P20 billion in 1990 in Japanese direct invest- 
ment, as a lot was channelled through countries such as Britain. 

Why Catalonia? "It is close to France and has an industrial 
tradition," was the answer that Akio 
Morita, chairman of Sony, gave 
when asked why his firm had in- 
vested heavily in Catalonia. Sony's 
. television plant in Barcelona will be 
able to produce a million sets a year 
from this month, following a 
US$100 million expansion. 

"Catalan workers are skilled and 
they have adapted to Japanese 
needs," said Nogues. "We both be- 
lieve in the work ethic." 

The latest large Japanese invest- 
ment is the project by Hoyu Kenetsu 
to spend US$1 billion on building a 
residential, technological and re- 
creational centre in Catalonia. The 
plan is to divide the centre into three 
distinct areas; one for a training 
centre specialising in high technology 


E ) ir g securities market 
| given: a handsome t ay X boost - 
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CATALONIA'S POSITION IN 
THE SPANISH ECONOMY 





T he abolition this year ofi ihe 2 25% ithhoing ta tax on inter- u 


in FAR EASTERN ECONOMIC REVIEW 


sectors such as robotics and computers; one for apartments, 
hotel and a golf course; another for a miniature amusement pa 
The Japanese were quicker to discover Catalonia than: th 
Americans, who began to invest in the region only recently. Th 
first Japanese company to set up in Catalonia was Kao, a chem 
cals producer, in 1970. It was quickly followed by Sanyo, Yoshida 
Sumitomo, Panasonic, Sony, Fujitsu and Nissan. It is estimated 
that Japanese firms have created more than 17,000 jobs i 
Catalonia. | 
In 1987 the Generalitat, the government of Catalonia, with 
fairly wide degree of autonomy, opened an office in Tokyo t 


facilitate contacts. This office is being expanded in order to cope 


with the demand for information on investment opportunities. 


The Generalitat is the most pro-business administration in Spain. 
Its president, Jordi Pujol, has travelled to Tokyo, Washington ang 


Latin America to encourage investment. 





The Generalitat funds research and development facilities, in- oe 
cluding a technological park at Valles, and Barcelona has one of 


Europe's best business schools, IESE. 
Having established itself as an industrial centre, Catalonia is 
now bidding to strengthen its financial muscle. An organisation 


lona as a financial centre and per- 
suade the European Commission to 


in Barcelona. 


Nissan are encouraging their sup- 


when business is going well," 
Nogues. € 


has been formed to promote Barce- 


locate the European Central Bank | i 


While Japanese investment in... 
Europe is beginning to-tail off, — 
Nogues believes that Spain remains 
one of the most attractive EC coun- 
tries. Japanese companies in Catas 
lonia are increasingly re-investing — 
their profits to expand and diversify 
their operations, and firms such as. 


pliers to form joint ventures in Cata- 
lonia. In part, this move is to meet) 
tougher EC local content rules asof 
1993. “Companies only do this . 
said —— 
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PERCEPTIONS 


Japan awakens — slowly — to the rest of the region 


Glossing over Asia 


By Louise do Rosario in Tokyo 


he 250,000 yuppie readers of Bac- 
chus magazine here know what is 
where in Asia: Hongkong is the 
movie-making mecca; Singapore a 
reservoir of single, career women; Thailand 
the gem capital; Taiwan a warren of 
karaoke bars and shopping streets. 

The magazine’s recent series Asia: Alive! 
spells out clearly what Asia is — and is not 
— for young Japanese: a dynamic, prosper- 
ous playground peopled by cheerful, well- 
groomed natives whose natural habitat is in 
nightclubs, restaurants and cinemas. 

Asia is also a source of exotic cuisines to 
sample in Tokyo bistros and sultry female 
pop singers who occasionally crop up on 
the Japanese charts. phically, Asia 
seems to extend from Hongkong, China 
and Taiwan to include the richer members 
of Asean. Nothing to the south or west. 

Just as revealing as the copy are the ad- 
vertisements in Bacchus — page after glossy 
page of Caucasian models touting Japanese 
or Western luxury goods like whisky, col- 
ogne and Ralph Lauren clothes. 

The affluent Asians depicted in the fea- 
ture copy and illustrations may be doing 
their best to Nipponise their lifestyle. But, 
as the advertisements attest, the young 
Japanese readers still do not identify with 
Asia. For them, blue-eyed, fair-skinned 
Westerners are still the glamourous ideal 
and Western products the best that money 
can buy. 

Limited as the Bacchus view of Asia may 
be, the yuppies' perspective on the conti- 
nent is already far better-informed than that 
of their elders. Until the recent upsurge of 
interest in the region — a result of Japan's 
higher economic profile — Asia meant little 
more than China and Korea to the average 
Japanese. Southeast Asia barely intruded 
upon the Japanese consciousness until the 
1920s-30s when the notorious slogan of the 
Greater East Asia Co-Prosperity Sphere 
was coined to justify imperialistic expan- 
sion. 

Today, Japanese have numerous oppor- 
tunities to get to know Asia better. Last 
year, 5-6 million Japanese travelled to Asia, 
double the level of a decade ago. Tens of 
thousands more work in Asia. And even 
without leaving home, Japanese now have 
a chance to come accross other Asians: an 
estimated 100-200,000 of them who now 
work in Japan, most of them illegally. 
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Books, magazines and television docu- 
mentaries about Asia have also increased. 
In June this year, the Nihon Keizai Shimbun, 
Japan's most influential business daily, 
started a special Asia page with Asian fea- 
tures one day each week. 

Asian languages are enjoying an unpre- 
cedented vogue on private and public cam- 
puses, judging from the number of courses 
offered. "When I chose to study Chinese 
ten years ago, my mother was shocked and 
could not understand my decision," a 
Tokyo University graduate relates. "Today, 
it no longer raises an eyebrow." 

Still, opinion polls reveal most Japanese 
regard their country as "belonging to the 
Western camp." For them, "Asia" does not 





Asia à la Bacchus. 


A fistful 
of yen 


In this age of greater 


hàve arriving here in 


Asian immigration gathered momen- 
tum in the early 1980s, thanks to growing 
regional ties, cheaper airfares and the at- 
traction of a mightier yen. Between 1980- 
89, the number of foreign visitors rose 
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regional coopera- 
tion, "reaching out to Asia" has become a 


catch phrase in Japan for export of every- 
thing from travelling rock groups to 
capital investment. But now that Asians 

large num- 
bers for higher education, jobs and sight- 


indude Japan: it is merely a convenient 
designation for a cluster of neighbouring 
countries. And, in its rush to “inter- 
nationalise," far more Japanese money and 
goods head to the West than to Asia. 
People, too: some 3.2 million Japanese vi- 
sited the US last year, up three-fold from a 
decade ago. 

This Westernising trend dates back to 
the Meiji Restoration of the 19th century. It 
was explicitly voiced in 1885, nine years be- 
fore the outbreak of the Sino-Japanese War, 
by the Meiji intellectual Fukusawa Yukichi 
in his Datsu-A-Ron (Break free from Asia 
Theory): "Although Japan lies close to the 
eastern edge of Asia," he wrote, "the spirit 
of its people has transcended Asian conser- 
vatism and moved towards Western civili- 
sation . . . Japan cannot afford to wait for 
the enlightenment of its neighbours, in 
hopes of working with them for the better- 
ment of all Asia. It should break formation 
and move forward along with the civilised 
countries of the West." 

Now that Japan has caught up with and 
surpassed the West economically, its politi- 
cians increasingly recognise — intellectually 
at least — the need to rejoin Asia if Tokyo 
is to play a meaningful global role in future. 
Emotionally, however, the gap between 
Japan and Asia remains substantial, as re- 
flected in widely held stereotypes here. 

Asia is still regarded as backward, dirty 
and uneducated — an image that is rein- 


from 1.29 million to 2.98 million, mostly 
from Asia. An estimated 100-200,000 
stay on without a visa and work here. 
Another 35,000 Asians, mostly Chinese, 
Koreans and Southeast Asians work in 
Japan legally. 

This huge, sudden influx has caught 
Japan off guard. For decades, the only 
Asians living in Japan were the estimated 
140,000 Taiwanese and 700,000 Koreans, 
many of whom were brought here from 
erstwhile Jap ose saa Vona 


crimination the Japart bom younger gen: 
erations enjoy a fairer 

The nen wave of Atana ar a difer 
ent matter. come every part 
Asia, even as far as Iran. They include 


Filipino singers, Taiwanese nightclub 
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forced by the swarm of illegal Asian work- 
ers here who take on low-wage menial jobs 


and cram in noisy groups into tiny shared 
apartments (where they even "step on 


tatamis with their shoes on," as one scan- 


dalised Japanese relates). 

Waseda University professor Jun 
Nishikawa believes that most Japanese see 
Asia as no more than a supplier of | 
raw materials. They have little 
recognition of how econom-  .. 
ically dependent they are 
on the region. "I have 
heard Japanese visiting 
Southeast Asia describ- 
ing the local people as 
‘monkeys’,” he says. 
And such cultural arro- 
gance may  intensify, 
Nishikawa fears, as Japan- 
ese pop culture sweeps 
across the continent. “Cul- 
tural exchanges so far have 
been one way only," complains 
a Tokyo-based Asian. "As in 
trade balances, it's all in Japan's 
favour." 

In the heyday of 19th century 
imperialism, the Western sense of superior- 
ity — the so-called "White Man's Burden" 
— was based, however speciously, on such 
values as human rights, democracy and 
Christianity. In contrast, Nishikawa notes, 
Japan's cultural chauvinism is based solely 
on material prosperity. 

That is why, according to a Hongkong- 
Chinese working in a leading Japanese sec- 
urities firm in Tokyo, "the higher the 
per capita GNP [Gross National Product 
of one’s native country], the more respect a 
foreigner gets.” By this logic, Singapore 
rates higher than Hongkong. South Korea 
is also rising in Japanese esteem, to the 
benefit of Korean residents here. Even Thai- 
land has come up in the leagues, thanks to 


hostesses, Pakistani factory workers and 
Chinese cooks. Their illegal status plus 
the menial jobs they do are a recipe for 
abuses of all kinds. 

. Itis normal for them to be paid at half 
the prevailing wage levels, without any 
compensation for occupational injuries. 
the police, who are among the most 
xenophobic of Japan's institutions. 

. According to a Tokyo-based human- 
rights organisation, when a fight or row 
occurs in public, Asians are the first to be 
arrested. In one robbery case, a Filipino 
who lived in the neighbourhood was de- 
tained for one month without a formal 

, more than a ight longer than 
ib ie. PRE 

Nor is harassment limited to the po- 
lice. An Asian student trying to get a visa 
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and 
Co -Prospero 
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its recent economic boom. So has Indonesia. 
West of Sabang, though, the mental 
map most Japanese have of Asia goes 
. India is regarded as vaguely 
spiritual, while Bangladesh has cyclones. 
“When a Japanese is introduced to a dark 
Asian,” notes a young Japanese banker, 
“he will not know how to respond and 
would probably try to avoid any contact.” 
China is the Asian country that Japanese 
are most familiar with, but their hackneyed, 
media-inspired images of their giant north- 
ern neighbour — Chinese food, green tea, 
martial arts and Mao jackets — resemble 
those of less cosmopolitan Westerners. 
Gone are the days when calligraphy and 


to study in Japan will need more spon- 
sors, academic records and i 

documents than an American counter- 
part to show to the Japanese immigration 


officer. An Asian journalist has to wait for 


days to have a work visa application pro- 
cessed, while a British counterpart takes 
only two hours. 

Asian women also face sexual harass- 
ments such as obscene jokes by taxi driv- 
ers and other Japanese whose image of 
an Asian female is the prostitute or night- 
dub hostess they met on their latest ad- 
venturous tour to Southeast Asia. 

Yet, with even cut-rate wetback pay 
here running as high as 20-30 times the 
wages back home, more Asians will con- 
tinue to pile in. And, as they do, the cul- 
tural clashes will certainly multiply. 

m Louise do Rosario 
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fluency in Chinese were the hall- 
marks of scholarship in Japan. Today, 
Western words transliterated in 
the phonetic katakana alphabet 
are more fashionable. 

Older Japanese still have 

have a strong sense of guilt 

about Japan's war at- 
rocities towards China. 

Few, therefore, carp 

nearly as much as over- 

seas Chinese do about the 

discomfort of travel in 
China. This tacitly apologe- 
tic attitude towards China 
motivates much of Japan's 
charity to its giant neigh- 
bour, whether on the state- 
to-state level or among in- 
dividuals. Sympathetic elderly 
Japanese, for instance, still 

sponsor individual Chinese 
students in Japan. 

Younger Japanese, however, 
are unburdened by any such guilt, 
thanks to an education system which 
has played down Japan's wartime at- 
rocities. They find China an interesting 
playground, rather than a repository of 
Japan's modern history. 

Koreans, who suffered the most from 
Japan's aggression, believe that the Japan- 
ese are not genuinely sorry about the im- 
perialistic past. "I have never met one Ja- 
panese who mentioned what they had 
done to Korea during the war," recounts a 
Korean brought up in Japan. "When asked, 
they say it was the responsibility of the gov- 
ernment, not their own." 

Despite their long colonial innings in 
Korea, Japanese are not well-informed 
about their closest neighbour. Most are 
aware that the nation is a divided one and 
that North Korea is a mysterious, inscruta- 
ble and fearful regime — an image per- 
petuated by Pyongyang’s clandestine ac- 
tivities in Japan. As for locally resident Ko- 
reans, Japanese tend to suppose them all to 
be pachinko parlour operators, baseball 
players and nightclub singers — fringe oc- 
cupations that attest how hard it is for Ko- 
reans to make careers. 

It may well be, as one Japanese argues, 
that the average Korean is no better in- 
formed about Japan than the Japanese are 
about Korea. But, as an emergent economic 
superpower with a legacy of aggression to 
overcome, it is more incumbent upon 
Japan to get to know its Asian neighbours 
than vice versa. 

Unless Japanese can come to under- 
stand Asians as people, rather than just as 
markets, they will continue to be judged 
more severely than others in the region, 
diplomatically, commercially and person- 
ally. Otherwise, images of environmental 
pollution, ubiquitous golf courses and leer- 
ing sex tourists will continue to define the 
image of the Ugly Japanese in Asia. * 
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BOOKS 


Poached 
pachyderms 


To To Save an an Elephant: the Undercover 
Investigation into the Illegal Ivory Trade 
by Allan Thornton and Dave Currey of the 
Environmental Investigation 3 A 
Doubleday, London. £14.99 (US$25 


As any fan of detective fiction will agree, 
it’s the thrill of the chase that keeps you 
turning the pages. The same is true of this 
real-life investigation. There are so many in- 
triguing twists and turns, that having al- 
ready read the end of the story (in the form 
of banner headlines in our daily newspap- 
ers) hardly spoils the excitement. 

In 1989, the Convention on Interna- 
tional Trade in Endangered Species (CITES) 
passed a resolution putting the African 











The beginning of the ivory trail. 


elephant on Appendix One, thus officially 
declaring the species in danger of extinc- 
tion. The resolution might never have been 
proposed, let alone passed, but for a report 
produced by the Environmental Investiga- 
tion Agency (EIA). 

This book relates the painstaking, often 
dangerous, research for the report. A lot 
was at stake: by protecting the elephants, 
the resolution effectively outlawed the 
ivory trade. The authors know the story in- 
timately, as co-founders (along with Jen- 
nifer Lonsdale) of the EIA back in 1984. 
Within a few years, the small independent 
organisation had become known for its 
thorough investigations and well orches- 
trated campaigns to help save threatened 

The elephant story began in true 
doak and dagger fashion, with a meeting 
in a London pub between the authors and 
an anonymous Scottish seaman. Nervous- 
ly he told them that a friend of his work- 
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ed aboard a coastal vessel, based in Mom- 
basa, on which tonnes of poached ele- 
phant tusks were smuggled out of Tan- 
zania each month bound for Dubai. The 
ivory was then airfreighted onward to the 
skilled carvers and major markets of the Far 
East. 

With its limited funds and manpower, it 
was no easy decision for the EIA to embark 
on what promised to become a major case. 
But research showed a vast difference 
between the amount of ivory obtainable 
under legal quotas, and what actually 
reached the market: about 80% of the 800 
tonnes of ivory traded annually turned out 
to be illegally hunted. 

The E1A’s field work started in Dubai. 
Posing as a film crew making a docu- 
mentary on trade, they obtained lists of 
the countries from which smuggled ivory 
came, and of where the laundered pro- 
duct went. Sinister looking Chinese soon 
began to show an interest in the team, 
however. So their final coup, filming ivory 
cutters at work in a factory in the Jebel Ali 
Free Zone, required both daring and in- 
genuity, followed by a quick exit. 

At the airport, they 
got hold of waybills 
that provided the ac- 
tual addresses of reci- 
pients in Hongkong. 
There was now no 
shortage of leads to be 
followed. Gradually, 
through repeated vis- 
its to the Far East and 
Africa, pieces of the 
enormous jigsaw be- 
gan to fall into place. 

Villains appeared 
in many guises — am- 
bassadors, missionar- 
ies, even a CITES con- 
sultant who actually 
boasted of accepting 
kickbacks from ivory traders. Dealers in the 
Far East talked glibly about the “tricks” they 
used for moving ivory without documents, 
highlighting more and more loopholes in 
the legislation. The apparently naive and 
rather stupid film crew was adept at en- 
couraging casual confessions of this sort. 

At the African end of the pipeline, infor- 
mation and support come from committed 
conservationists, often working undercover 
themselves. The two authors — narrating 
by turns in the first person according to 
who was where when — pull no punches 
in meting out praise or blame to the charac- 
ters they meet in their quest. 

The bad guys in the story are usually 
condemned through their own words or 
actions. These include not just the poachers 
and smugglers, but also purported guar- 
dians of conservation (in or out of govern- 
ment) who suffer from such weaknesses as 
tunnel vision, complacency, indecision and 

m Sue Earle 
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Gone bananas 


Turning Japanese: Memoirs of a Sansei 
by David Mura. Atlantic Monthly Press, 1991. 


373pp. US$22.95. 


There is a certain cloying vulgarity in ex- 
posing to public view one’s own inner tor- 
ment — at least without the truthful lie of 
art to transmute mundane experience into 
higher understanding. Perhaps nowhere is 
this more condoned, even lauded, than in 
America, and nowhere less so than in 
Japan. 

So in doing precisely this, David Mura, 
a third-generation Japanese American, 
seems to belie the very title of his book, 
which recounts his year-long stint in the 
land of his forefathers. Readers are unlikely 
to take long to conclude that Mura is in- 
deed American, right down to the tips of 
his synapses. Yet this conclusion took Mura 
a year, or some 300 pages, to reach. 

From his very first moment in Japan, as- 
tonished at suddenly finding himself sur- 
rounded by faces that look like his own, 
Mura feels excitedly at home. It may seem 
curious that mere surface similarity can lead 
to such profound identification. But, then, 
one of Mura’s key tenets is that super- 
ficialities largely comprise the reality in Ja- 
panese culture, as opposed to the psy- 
chological “depth” of America. Friend- 
ships, for instance, are not deep in Japan, 
Mura would have us believe, because 
people are not open about their feelings. 

Such preoccupations sometimes lead 
him to see depth where there is none and 
vice-versa. When his butoh (martial arts) 
teacher invites him to tea, Mura takes it as 
a rare, mystical privilege. His German lady 
friend punctures his nearly religious awe 
by pointing out that the invitation is no 
more than a standard politeness granted to 
every student. 

Yet Mura manages to rise above this sort 
of banality — quite far above — when deal- 
ing with more abstract themes, such as 
butoh and poetry. Here his touch is assured, 
for such subjects suit Mura’s total self-ab- 
sorbtion. He is not, as his wife charges, a 
mere “fashion bimbo.” Rather, “a thinker,” 
as his butoh master says. It shows in original 
poetry of considerable depth. 

The corollary, though, is that his 
narrative writing is overly controlled and 
lacks vitality (except for a few snippets of 
unretouched diary entries which are in- 
terspersed in the text). Mura interprets the 
entire world through the prism of his own 
soul — an obtrusive process that gets in the 
way of his storytelling. 

All the more so since it is a soul that is 
much troubled by his ambiguous feelings 
of being a cultural hybrid. He had no real 
interest in going to Japan, but once there, 
falls instantly in love with it in an unrealis- 
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tically romantic way — only to be predicta- 
bly disillusioned in the end. 

His poor Japanese is obviously some 
handicap. A greater one, though, is his 
American cultural baggage. For instance, 
his neo-Puritan morality leaves him simply 
unable to fathom Japanese sexuality. Such 
incomprehension has little to teach us 
about either Japan or the US. 

It says a lot about the author, though — 
and, perhaps, about the Asian-American 
experience, to the extent that Mura is 
emblematic of sansei (third-generation Ja- 
panese immigrants). Mura’s parents, de- 
spite their wartime internment in relocation 
camps, apparently saw themselves as 
American first, Japanese second. Not so, 
Mura: classically drawn to what was denied 
him in his upbringing, he is at once enthral- 
led and appalled by the prospect of Japan 
as Number One. m Nicholas Bradbury 





Agent Green 


Month of Pure Light: The Regreening of 
Vietnam by Elizabeth Kemf. The Women's 
Press, London. £17.95 (US$29.30). 


American officials were quick to ex- 
press outrage at the acute environmental 
pollution caused by Iraq's scorched earth 
policy during the recent Gulf War. Yet 
Iraq's destruction was modest compared 
to America’s own in Vietnam. In order 
to restrict the freedom of movement 
of a predominantly guerilla army of opposi- 
tion and to deny them places of conceal- 
ment and local sources of food, some 13 
megatons of bombs, plus 72 million litres 
of herbicides were unleashed on South 
Vietnam. 

American author Elizabeth Kemf aims 
to show how the Vietnamese landscape 
and the people have been changed by this 
American induced “ecocide.” She depicts 
the country’s efforts to heal itself as a sign 
of encouragement for all those attempting 
to heal the planet. 

The author tells us she “hoped to write 
a book unlike any yet 
written about Vietnam.” 
But she has drawn too 
heavily on already pub- 
lished accounts of war 
damage and this largely 
precludes any sense of 
immediacy in her writ- 
ing. Where she does 
draw on personal experi- 
ence she is already cover- 
ing well-trodden ground; 
like the obligatory visit to 
Ho Chi Minh City’s Tu 
Du Hospital to see its 
display of abnormal 
foetuses caused by toxic 
sprays. Much of the writ- 
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After the Party's over. 


ing thus lacks passion, except where the 
author recounts her own tribulations (a 


miscarriage during her first visit, which ar- | 
guably should not have found a place in | 


the book). 
Clearly a major problem was that many 
of the ordinary people who directly experi- 


enced and are still experiencing the effects | 


of the Vietnam War were reluctant to talk to | 


Kemf. Even her government-supplied in- 
terpreters sometimes baulked at some of 
her "sensitive" questions. Whether these 
reactions were purely spontaneous or sim- 
ply the acting out of official policy is never 
really questioned. 

Month of Pure Light is as much dull 
travelogue as serious environmental jour- 
nalism. The author fills her pages with trips 
to restaurants and temples, meetings with 
other journalists and tourists, descriptions 


of her hotel and her interminable wrangles | 
with the Vietnamese bureaucracy. In fact, | 


these wrangles dominate the book and de- 


flect attention from any serious message it 


might have had. 

While there is little detailed description 
to make Vietnam come alive, occasionally 
Kemf manages to convey the sense of post- 
War desolation: 

" Acres of sodden grass were marred by 
the charred remnants of trees that had 
withered after several doses of Agent 
Orange. They jutted up on the horizon like 
the decaying masts of rotten ships. It began 
to drizzle as we waded cautiously through 
the muddy field, aware that the land might 


not be entirely cleared of unexploded | 


mines," and so forth. 

Kemf unwittingly steals her own 
thunder by telling us very early on that 
more forests have been lost since the 
end of the war than during it. The current 
annual rate is 200,000 ha due to fuel- 
wood collecting, forest fires and unplan- 
ned agricultural clearance. If present trends 
continue — and it is highly likely that they 
will, given Vietnam's population of 64 mil- 
lion people on just 6 million ha of cultivat- 
able land — all primary forest cover could 
disappear by the year 2000. The task of re- 
forestation is thus an enormous challenge 
that is only being par- 
tially met by the planting 
of 140,000 ha per year, 
the rate at the time of 
Kemf's visit. 

Month of Pure Light of- 
fers little hope for Viet- 
nam or the degraded 
natural world, but it does 
unintentionally illustrate 
the inescapable deter- 
minants of any real re- 
covery: population con- 
trol, poverty relief and a 
massive transfer of funds 
from the rich indus- 
trialised countries. 
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By N. Balakrishnan 


į ingapores plans to develop its 

economy, through privatisation 

at home and major investment 

abroad, are likely to make the 

1990s a decade of opportunity for the re- 
publics premier banking institution, DBS 
Bank. 

As the flagship of the DBS Group, Sin- 
gapore's second-largest listed concern, the 
bank can expect lucrative rewards from its 
role as investment banker to its major 
shareholder — the government. Besides fee 
income from arranging public flotations of 

_.... the state firms to be privatised, it can expect 
to. profit from lending to share applicants 

- vand, through its brokerage arm, serving in- 

-<> Vestors in an expanding stockmarket. 
: And as the merchant bank to "Singa- 
_ pore International" — the tag applied to 
-"Singapore's plan to start large-scale foreign 
investment — DBS will derive increasing 
. revenue from brokering overseas acquisi- 
fons. 
| ^ Wil it be up to the challenge? Ds’ 
_ growth to date has been impressive. 
Founded only in 1968, it is the youngest of 
Singapore's four big banks (the others are 
Oversea-Chinese Banking Corp., United 
Overseas Banking Corp. and Overseas 
Union Bank). Yet DBs is the biggest in as- 
¿= Sets, profits or shareholders’ funds, and is 
_ commonly regarded as the best-run. 

->> Tt has achieved its pre-eminence despite 
being denied the presence in Malaysia en- 
joyed by its rivals (the two countries split 
three years before DBS' birth). Even more 

<o impressively, it has achieved rapid growth 

_, Without sacrificing banking prudence. It 

boasts a capital-adequacy ratio of 16% of 
risk-weighted assets, comfortably above the 
8% target that major international banks 
; must meet by early 1993. 

oo With such impeccable credentials and 
ong potential, DBS could well take on the 
antle of “glamour stock" that Singapore 
ternational Airlines (sia) carried in the 
1980s. Besides its already strong, diversified 
business base, the group is well placed to 
benefit from the two main themes of Singa- 
pore's economic evolution: 

- The government has committed itself to 
a privatisation programme that is likely to 
See the listing, over the next three to four 
years, of highly profitable utilities such as 
Singapore Telecom, the Public Utilities 
Board (the PUB, which runs power and 
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water services), Changi airport and the 
Mass Rapid Transit rail system. 

Once privatised, Singapore Telecom i in 
all probability will become the largest com- 
pany on the Stock Exchange of Singapore 
in terms of capitalisation, with the PUB not 
far behind. 

DBS Bank, having been the first of the 
Big Four to enter investment banking, is 
well established in underwriting flotations. 
Last year, its investment banking arm lead- 
managed seven out of Singapore's 15 initial 
public offerings (IPOs), accounting for two 
thirds of the 5$898.5 million (US$513.3 mil- 
lion) of new capital raised. 

P Sitting on foreign reserves of S$49 bil- 
lion, the government has published pro- 
posals to turn the highly successful "Singa- 


Solid foundatio 


pore Inc" into “Singapore International.” 
Through direct investment in overseas 
companies, the republic will attempt to 
overcome its lack of size, which will ulti- 
mately crimp its economic growth and 
technological progress. 

In May, Finance Minister Richard Hu 
announced that DBS Bank would be the 
government's agent — in effect, its mer- 
chant banker — for its future investment 
activities in Hongkong. Although the gov- 
ernment has yet to make any acquisitions 
in Hongkong, it is believed to have ear- 
marked as much as 5$1 billion for direct in- 
vestment in the British territory in the next 
few years. 

DBS' presence in Hongkong is current- 
ly limited to a single branch providing 
retail- and investment-banking services, 
but the bank is known to be expanding 
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Singapore's economic c strategy offers wider role for DBS 


for all reasons 


Wik AMOR 





its staff in preparation for its future role. 


It is also likely that in time the bank will be 
given the same responsibilities in other 
centres. 

Having the government as chief share- 
holder has worked well for DBS in a number 
of ways. The perception that it is backed bv 
the government's own financial resources 
confers an appearance of solidity beyond 
that apparent from the bank's own ac- 
counts. 

The government holds about 43% of the 
DBS Group through two corporate vehi- 
cles, MND Holdings and Temasek Hold- 
ings. In the way typical of Singapore's care- 
ful guidance of its economy, these are pri- 
vate companies technically owned by the 
minister of finance. They answer to the 
minister, rather than to parliament. 

Surprisingly, perhaps, given its close 
ties to the government, 46% of DBs is held 
by foreign shareholders — most of them 
believed to be institutions who see DBS as a 
safe Singapore play. This is the largest for- 
eign-ownership share of any local bank, but 
is also the maximum the government is 
prepared to allow; there is no sign that this 
is likely to change in the near future. 


he group had net profits of S$286 
million in 1990, and shareholders' 
funds of nearly S$3 billion — mak- 
ing it a distant second in both re- 
spects to the republic's largest listed com- 
pany, SIA. However, unlike SiA, whose for- 
tunes are tied to a large extent to those of 
the economies it flies between, DBS has di- 
versified so that it is positioned to reap 
the benefits of Singapore's continued 
dynamism. 

Set up by act of parliament, Develop- 
ment Bank of Singapore began life as a pro- 
vider of long-term lending — a form of fi- 
nance that Singapore's private banks, with 
their traditional focus on trade and prop- 
erty, were reluctant to offer. 

In the past decade, however, DBS has 
broadened its scope, becoming a finan- 
cial. conglomerate with tentacles stretching 
from property to petroleum. Its 48%- 
owned DBS Land unit, set up in the mid- 
1980s, is Singapore's biggest property com- 
pany, and the seventh-largest listed com- 
pany overall. 

DBS also owns 28% of Singapore Pet- 
roleum and 19% of National Iron & Steel, 
both. state-controlled listed companies. It 
has a 12% stake in one of the republic’s 
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smaller banks, Tat Lee Bank, and holds a 
49.8% stake in one of its largest insurers, In- 
surance Corp. of Singapore. Its stockbrok- 
ing arm, DBS Securities, is also one of the 
largest in the republic. 

While government control of corpora- 
tions is often associated with poor manage- 
ment and a lack of dynamism, in Singapore 
the opposite seems to have been true. DBS 
Bank's top-tier managers are mostly civil 
servants on secondment from the govern- 
ment, or former officials. Analysts are al- 
most unanimous in the view that DBS is the 
best managed of all the local banks. 

Because of its government connec- 
tions, DBS has been free of the subtle 
pressures felt by family-run 
banks to look more favour- 
ably at the credit needs of 
family-related companies, or 
to employ family members. 
To be sure, DBS is part of a 
“family” of government-run 
corporations; the essential dif- 
ference, however, is that all 
the family’s members make 
money and are good credit 
risks. 

In addition, because the 
government has large stakes in 
many other local corporations, 
such as ship repairers, the na- 
tional shipping line, trading 
organisations, and property 
firms, DBS receives considerable 
amounts of business from these 
companies. 

As one analyst points out, it is not that 
the Singapore Government puts pressure 
on these companies to divert business to 
DBS — on the contrary, it strives to maintain 
strictly commercial relations. Rather, the 
companies' managers, also coming from a 
civil-service background, have closer per- 
sonal relations with DBS executives than the 
managers of the republics family-owned 
banks. 


DBS has also undoubtedly benefited 
from being the largest bank in a city with a 
reputation for tough financial regulation. 
With issues of political risk and fraud be- 
coming a rising concern, Singapore — and 
therefore DBs — is well positioned in re- 
spect of both geography and perception to 
provide private-banking services to South- 
east Asia's growing ranks of self-made en- 

neurs. 

In 1990, DBs received 40% of its group 
income from sources other than interest on 
loans. Removing income from non-banking 
activities such as dividends and rentals, the 
percentage of fee-based income from bank- 
ing activities was about 30%. The share of 
total income derived from underwriting 
was 7%. 

Sunil Gupta, a banking analyst with 
Crosby Securities, forecasts that DBS' invest- 
ment-banking income will be about S$68 
million in 1991, but will jump sharply to 
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S$92 million in 1992 and to S$110 million in 
1993. He estimates that by 1992, about 40% 
of the bank's income may come from 
sources other than interest income, di- 
vidends or rentals. 

Besides greater underwriting income, 
Singapore's planned privatisations will 
raise DBS' revenue from stockbroking ac- 
tivities as turnover on the local exchange in- 
creases. Its DBS Securities unit is one of the 
largest broking operations in Singapore. 

In addition, though the near-hysteria 
and massive over-subscriptions associated 
with Singapore IPOs have cooled somewhat 
recently, there is still plenty of money to be 
made by the bank on financing share appli- 


Springboard for growth 





cants. Would-be purchasers typically bid 
for many more shares than they actually 
want, in the hope that they will be allotted 
at least some. Such applications are usually 
financed at interest rates of one to two per- 
centage points above prime. The income 
generated is considerable and comes with 
low risks. 

Local banks, meanwhile, have been 
gaining market share in Singapore at the 
expense of foreign banks that have been 
forced to pull in their horns. DBS Bank ex- 
panded its loan portfolio by 34% in 1990, 
compared with an industry average of 14%, 
according to analyst Alan Wang, of Kim 
Eng Securities. 

Wang says that some of this new busi- 
ness was won by accepting lower margins 
— one reason why DBS' growth in net in- 
terest income, at 21%, was slower than the 
growth in its overall lending. Given that the 
foreign banks are unlikely to re-expand 
their lending soon, the new market share is 
probably for DBS to keep. Furthermore, DBS 
is now earning bigger margins on loans as 
the gap between its cost of funds and lend- 
ing rates widens. 

Foreign corporations setting up in Sin- 
gapore often turn to DBS — not just to get 
the kind of long-term finance that it 
specialises in, but also for other services. 
Part of their thinking, undoubtedly, is that 
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it cannot hurt to have a “government” bank 
as one of your bankers. 

Some of Singapore’s private-sector 
banks have missed out on growth oppor- 
tunities because their controlling families 
have insufficient capital to fund expansion; 
to raise more would risk diluting control. 
DBS, on the other hand, has just raised 
S$475 million through a rights issue and is 
able to chase business. The government a 
pears willing to fund any reasonable expan- 
sion and can secure its control by additional 
capital, or, ultimately, legislation. 

The negatives in the DBS equation are 
mostly minor, though they may become - 
more important when the bank moves into 

a higher gear abroad. Crosby's 
: Gupta points out that DBS oper- 
: ates a fairly rigid pay and bene- 
fits structure for its employees, 
which can make it difficult to 
attract and keep "star" execu- 
tives in sectors such as fund 
t. 

And while DBS' size is un- 
doubtedly an asset, Gupta notes, 
it may be increasingly difficult 
to maintain its past high growth 
rates, or to compete effectively 
against the small, niche players 
who are emerging in the market. 
In theory, privatisation may 
loosen the inter-company ties 
that have been so useful to DBS, 
though in practice the govern- 


The branching-out overseas, however, 
is one way in which DBS may offset the limi- 
tations it will face at home. In addition to its 
expansion in Hongkong, the bank is step- 
ping up its activities in Indonesia. DBS 
Bank and its associate, Tat Lee Bank, have 
a joint venture in Indonesia, DBS Buana Tat 
Lee Bank, which was set up in 1990. DBs 
also has a stake in an Indonesian stock 
brokerage. More importantly, there are un- 
comfirmed reports that the bank may be fi- 
nally allowed into Malaysia, eliminating its 
one disadvantage in respect of its local com- 
petitors. 

The biggest question-mark hanging 
over DBS is whether its civil-service man- 
agement, competent though it is, will 
be able to match abroad the performance 
it has achieved in a small economy guided 
by government oversight. The unhappy 
experiences of Hongkong & Shanghai 
Banking Corp. in the US, Australia 
and elsewhere show how a bank that 
dominates its home market can come un- 
stuck abroad. 

Singapore flag carrier SIA, also govern- 
ment controlled, has shown it can compete 
with the world's best airlines. Whether DBS 
can expand overseas while keeping its envi- 
able reputation will determine whether it 
becomes the standard bearer of "Singapore 
International." a 
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By Ri Rigoberto Tiglao in Manila 


buying spree by the First Philippine 
Fund (FPF), a closed-end country 
: fund listed on the New York Stock 
Exchange, appears to have been the 
catalyst for the stellar performance by the 
= Manila stockmarkets in the first six months 
+ of this year. 

s. With USS40 million still to invest in 
Philippine equities, the fund could once 
-again play a pivotal role in supporting the 
=. markets if investor confidence should falter 

in the beleaguered economy. 
During the first six months of the year, 
the FPF invested an estimated US$33 mil- 
|. on, equivalent to P918 million, in the 

Manila and Makati bourses. While this rep- 
“resented only about 7.5% of an estimated 
turnover of US$440 million in the ee 
analysts say that prices generally 
were ratcheted up as overall de- 
. mand increased. Initially, the mar- 

-ket's sustained rally had been attri- 
-buted to a remarkable level of confi- 
4 dence among “institutional invest- 
- ors.” 

-» The fund, which is targeted at 
= v. foreign and expatriate Filipino in- 

v" vestors, is the brainchild of New 

York-based investment adviser Cle- 
mente Capital Inc. and has the 
government-owned Philippine Na- 
. tional Bank as its trustee. Although 

-» the fund was launched in New York 
5. in November 1989, its apparently 
s symbiotic relationship with the 

. Manila bourses developed only at 
__. the beginning of 1991. Now it is ide 

-> biggest single market investor. 

c. The Manila composite index started the 

“year at 628.89 points, while the FPF's per- 
“share price at the time had sunk to a low of 
US$6.50 on the New York exchange. 

About six months after the fund's 
US$32.7 million purchases of Philippine 
stocks, the Manila composite index had 
shot up to 1,200 points, a 62% gain in the 
period that made it the best performing 
market in the region. 

The FPFs price on 6 June reached its 
peak for the year of US$8.88, a 36.6% in- 
crease since January. After the mid-June 
volcanic eruption of Mt Pinatubo, it slipped 
to US$7.5, a 28% discount to its net-asset 
- value of US$10.35. It ranked 11th among 35 

country funds listed in New York in the 
first half of the year, in terms of perform- 
ance against net-asset value. 

Stockmarket purchases in the Philip- 


























utual fund is biggest investor on Manila bourse 


tealthy bull 


pines have transformed the composition of 
the fund's portfolio, making it closer to 
being a country equity fund as defined by 
the US Securities and Exchange Commis- 
sion (SEC). 

Philippine stocks on 30 June made up 
57% of the fund's US$92.9 million net as- 
sets, with the remaining 43% in time de- 
posits, according to an FPF report. At end- 
1990, Philippine stocks accounted for only 
25% of its assets. 

Lilia Clemente, chairman of the FPF's in- 
vestment adviser Clemente Capital Inc., 
maintains that the FPF is "fully invested" as 
defined by the sEC in Washington, which 
requires that at least 65% of assets be in- 
vested in the equities of the stipulated 
country. 

During the first three months of 1991, 
the FPF stealthily built up its peru and 


— Tonic for the bourse Ce 







created a demand for equities that provided 
a wilting market with a badly needed tonic 

Nearly half the rFPFs total holdings of 
Philippine stocks, now worth US$52.9 mil- 
lion, were purchased in this period, when 
prospects for the Philippine economy were 
at their bleakest. 

With the Gulf War under way, there 
was widespread apprehension in the busi- 
ness community that the economy could go 
into a tail-spin as a result of the December 
1990 petroleum price increases, the imposi- 
tion of a 9% import levy and the govern- 
ment's tight monetary policies. 

The FPF's market forays had hardly been 
noticed in Manila, reflecting the desire of its 
investment advisers to prevent the prices 
of individual counters being driven up. 
"We're very careful and what we normally 
do is to channel [the purchases] through fi- 
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says Clemente Capital president Leopoldo 
Clemente. 

The FPF has stopped using one Manila 
brokerage after an analyst was quoted in 
the local media as saying that the FPF was 
moving into the market. 

The telephone monopoly Philippine 


. Long Distance Telephone Co. (PLDT) now. 
accounts for 30% of the equities in the 
 fund's portfolio, according 
sources. One source claimed that FPF holds 


to REVIEW 


one of the largest blocks of shares in PLDT, 
worth US$18 million. 

The fund is reportedly showing a paper 
gain in its PLDT shares of about US$6 million 
— the difference in the market value of its 
holdings and its average cost. The utility's 
per-share price rose 92% from end-1990 to 
its end-June closing of P527. 

This investment has echoes of a notable 

previous coup for Clemente Capital Inc. 
Just before the 1986 uprising, the firm ad- 
vised its clients to buy shares in PLDT. 
Those with the faith and the courage to fol- 
low this contrarian advice saw the price 
move from P37 a share in December 1985, 
to an average of P174.75 in 1986 and to a 
dizzy P457.5 in 1987. 
" The FPF has also supported sev- 
eral other counters in the past three 
= months: US$4.5 million, or 56% of 
its US$8 million investments in the 
second quarter, was spent on buy- 
ing stock in RFM Corp., Ayala Land 
Corp. and Saztec Inc. But 70% of the 
market value of its equities portfolio 
is concentrated in only six com- 
panies. Although it is invested in 29 
other companies, none of these 
holdings accounts for more than 
2.4% of the fund's portfolio. 

The FPFs moves in the coming 
months are hard to predict. Invest- 
ment adviser Clemente Capital 
believes the devastation of Mt 
Pinatubo will have a far-reaching im- 
pact on the national economy. But 
the REVIEW understands that the 
fund is invested in only three compan- 
ies adversely affected by the disaster: 
Benguet Corp. (whose Dizon mine opera- 
tions and citrus plantation are located in 
Zambales), Dizon Copper Silver Mines and 
San Miguel Corp. (which e a reduc- 
tion in sales in the hard-hit Olongapo and 
Angeles cities). 

Yet the fund still has US$40 million to 
invest, which could be equivalent to about 
P1 billion in the next few months if the 

so weakens. A war-chest of this size 
would be enough to invigorate the thinly 
traded market. : 

That might even tempt politicians to try 
to bring pressure to bear on the FPF to re- 
peat its feat of the first half of the year, as a 
way | of providing the Aquino administra- 
tion. wi nn rene of economic ex- 
n 
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Consumers have become increasingly selective, preferring to save for quality. 


Cluna's consumers shun shoddy home-made goods 


Left on the shelf 





By Tai Ming Cheung in Peking 


hina's depressed consumer market, 
though showing some signs of re- 


covery after a two-year recession, is 
still on shaky ground. Factories continue to 
manufacture shoddy, outdated goods that 
only add to already huge stockpiles of un- 
wanted products. Also, most Chinese still 
prefer to hold on to their savings rather 
than spend them. 

Enterprises are finding it difficult to 
adapt to increasingly selective consumers 
and other changing market conditions. Of 
almost 650 products distributed by the 
Ministry of Commerce, at least 25% are vir- 
tually unsaleable because of their poor qual- 
ity or obsolescence. 

Chief among the unwanted items are 
textile goods and clothes, black-and-white 
TVs, refrigerators and bicycles. Instead, con- 
sumers are switching their priorities to col- 
our TVs, videotape recorders, air-condition- 
ers, vacuum cleaners and home furnish- 
ings. 

The growth in stockpiles is a major ob- 
stade to any economic recovery, soaking 
up a large part of the billions of renminbi 
that Peking has poured into keeping many 
state enterprises afloat. With little pros- 
pect of this problem being tackled, the 
government will need to keep its credit 
lines open to help enterprises continue 
operating. 

In the first half of this year, retail sales 
increased 12.8% from a year earlier to 
Rmb 458.1 billion (US$87.7 billion). Much 
of this increase, which began in the third 
quarter of 1990, was concentrated in cities 
and coastal provinces. Urban retail sales 
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increased 17%, 
9.4%, 

Ministry of Commerce officials expect 
sales to slow in the second half, but they 
still forecast a healthy 10% gain for the full 
year. Wang Desheng of the Ministry of 
Commerce, however, says inflation-ad- 
justed retail spending will increase only 
5%, compared with 1.9% in 1990. 

Wang says the end of a three-year re- 
trenchment programme by the government 
has encouraged people and institutions to 
begin spending, especially since inflation is 
rising again after bottoming out to around 
2% last year. 

In May, inflation was 4.5%, but it was as 
high as 8.9% in certain cities following hefty 
rises in grain and oil prices at the beginning 
of that month. 

In an effort to stimulate consumer 
spending, the government has discounted 
prices and made a greater effort to tap the 
rural market. 


while rural sales rose 
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In April, the government approved a 
three-month nationwide sale by state-run 
department stores and collectives of indus- 
trial and consumer goods worth Rmb 20 
billion, with discounts ranging up to 30%. 

The discounts have failed in their aim of 
clearing out inventories. By the end of May, 
the value of stockpiled goods totalled Rmb 
348 billion. 

A steady rise in institutional purchasing 
power has helped to fuel the sector's up- 
ward momentum. In the first five months 
of the year, these purchases grew 20%. 
Analysts say this buying was supported by 
the government's commitment to cover 
corporate losses with subsidies. 

Increased wages have also influenced 
retail sales. In the first half, urban wages in- 
creased about 11.6% from a year earlier. 
Rural incomes grew 10.7%. Much of this in- 
creased wealth, however, is being saved 
rather than spent by workers who are still 
hesitant to return to the free-wheeling days 
of the 1980s. 

While individual consumer spending in 
the first five months of the year grew 13.3% 
from a year earlier to Rmb 300 billion, indi- 
vidual bank deposits jumped 25% to Rmb 
122.3 billion, bringing total bank deposits 
by individuals to more than Rmb 825 billion 
by the end of June. The size of bank de- 
posits has increased despite continuing cuts 
in interest rates by the government. 

Economists are divided as to why 
Chinese are reining in their spending. 
Some believe consumers are waiting for 
further price discounts before deciding to 
buy, despite the possibility of increased in- 
flation. With steadily mounting stockpiles, 
the government is expected to introduce 
more price cuts. 

Other economists, however, suggest 
that reform of the social-welfare system is 
keeping people from turning loose of large 
amounts of cash. The reforms are aimed at 
significantly increasing the cost of rents and 
health care. 

After suffering lower earnings from the 
consumer slump that began in early 1989, 
retail outlets have benefited from the re- 
surgence in spending. In the first five 
months of 1990, state-owned shops posted 
a 16% rise in sales from the year-earlier 
period. 

Thirty-five of the country's largest state 
department stories, such as the Wangfujing 
Baihou Dalou Department Store in Peking, 
recorded 20-25% growth in sales in the 
period. 

Sales at privately owned shops rose 
26%, while sales at collective shops, which 
primarily serve village townships, climbed 
7.876. 

The dominance of state shops in the 
retail sector has steadily dwindled in the 
past two decades, particularly in the coun- 
tryside. State enterprises had 39% of total 
retail sales in 1990, down from 90% in 
1978. LÀ 
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By Mark Clifford 


In Taiwan, a -mayor leads a 
wrecking crew intent on tearing 
down a nuclear power plant 
under construction in his dis- 
trict. In the Philippines and 





S5 India, back-up generators rum- 


.. ble into life as overloaded central power 
grids flicker off. In South Korea, Energy 
. . Ministry officials nervously watch the gap 
narrow between electrical supply and de- 
.. mand as air-conditioners around the coun- 
try are switched on. 

|. Asia is in the midst of an electricity crisis 
brought on by booming growth and the 
|». profligate use of energy. Virtually every 
country in the region is facing a potential 
v capacity crunch. Cheap, dependable elec- 
_ tricity is vital for continued economic ex- 
pansion, yet the cost of new power stations 
is staggering. 

If the region’s utilities keep building 
power stations without the promotion of 
more efficient use of electricity, the amount 
_ of capital invested will result in the eco- 
., nomic growth they are seeking to sustain 
. s being aborted. Providing the electrical 




















.. likely to require a revolution in its conserva- 
tive utility world. 
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Ex power for an increasingly rich region is 


L ear lamps save money 


The light bulbs look like a gag. They are made up of 
.a fluorescent tube about as thick as a pencil that is 
doubled and re-doubled back on itself like a pretzel. 

from being the sort of trick a conceptual artist | 
m$ might dream. fae do dn fluorescent light bulbs a are 


ist 0-20 Danes as mers fom buy oit can't afford 
iyung. Won, president. of Dong Myoung 
f People ho have a lot of money 
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The amount of investment needed for 
new electricity production is huge. The 
World Bank expects 14 Asian countries — 
excluding Japan — will spend US$456 bil- 
lion on generation, transmission and distri- 
bution in this decade. China and India will 
account for 8095 of the Asian total, the bank 
says. 

Almost two thirds of the new capacity in 
the developing world, or 244,000 MW, will 
be built in Asia. This capacity is equal to 
about 250 nuclear reactors. 

The World Bank expects the developing 
world to spend about US$1 trillion on elec- 
tricity-generating and transmission facilities 
in the 1990s. This is a huge pool of capital, 
and investment demands for new power 
systems will increasingly crowd out spend- 
ing in areas such as education, health care, 
clean-water systems, research and deve- 
lopment, and investment by other busi- 
nesses. 

About 38% of the projected level of in- 
vestment is expected to be financed by for- 
eign borrowing. The World Bank expects 
this credit to average US$38 billion a year 
throughout the 1990s, or roughly 15 times 
the bank's present lending for power pro- 
jects. In the current economic climate, 
the raising of this capital is not likely to be 
easy. | 
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The environmental and social problems 
associated with this expansion are also for- 
midable. Conventional coal-burning plants 
contribute to global warming and acid rain. 
Nuclear power involves huge capital costs, 
unresolved waste-disposal problems and 
growing public opposition. Hydroelectric 
power projects have stoked controversy in 
Thailand, India and China because they 
have forced residents to move and have 
caused enormous ecological damage in 
some areas. 

The simplest way out of this develop- 
mental dead-end is to use electricity more 
efficiently, to snap the link between eco- 
nomic growth and increased use of electric- 
ity. Traditionally, increased electricity sup- 
ply has been a sign of progress, something 
that governments could point to as a sign of 
development. 

Energy planners have encouraged elec- 
tricity consumption through cheap supplies 
and have tried to build enough power 
plants to match the growth in demand. 
Now, however, the old calculations are 
changing thanks to a technological revolu- 
tion in energy efficiency that makes it 
cheaper to save electricity than to build new 
power plants. Using more efficient lights, 
motors and windows can sharply reduce 
the growth rate of demand and improve 


ing electricity demand that utilities are looking at ways to per- 
suade consumers to use them. Bombay's electric utility is con- 
sidering a plan to lease them to low-income residential custom- 
ers on a big enough scale to cut down the need to build new 
power plants. In 10 years, assuming that only 20% of incandes- 
cent lights are replaced with compact fluorescents, paving» foro 
the utility are estimated at ndi million a ay | 
| Berkeley Laboratory and one of the authors of the 








energy-intensity levels. 

Increasingly, energy planners 
will be forced to use these 
technologies. Asia is likely to have 
little alternative but to embrace the 
concept of “negawatts,” the idea 
that cutting a unit of demand has 
the same effect as increasing a unit 
of supply. 

Despite the force of logic behind 
this simple idea, however, most 
utilities in the region, as well as the 
governments that regulate them, are 
indifferent. In Taiwan, government 
officials and executives at state- 
owned Taiwan Power Co. bemoan 
the difficulty of overriding environ- 
mental opposition to new plants and 
warn of the power system's narrow- 
ing reserve margin. 

But the officials also cast doubt 
on the potential for demand-side policies to 
moderate usage. The idea of using cash re- 
bates in one form or another — a main 
component of these policies used with 
considerable success by North American 
utilities — arouses particular suspicion. 

"We think it would be impossible to 
implement these sorts of measures in 
Taiwan," says Yih Hong-ting, executive di- 
rector of the Energy Committee, the agency 
responsible for determining the island's 
long-range energy policy. "People here are 
not very lawful," he says, "so it would be 
difficult to ensure that they had actually in- 
stalled the proper sort of equipment." 

Energy planners also say conservation is 
a luxury that only rich countries can afford. 
But efficient electricity use no longer means 
sitting in darkened rooms that are hot in 
the summer and cold in the winter. Be- 
cause of new technology, conservation has 


India and China 





together are expected to 


The lion’s share 





become synonymous with comfort, not in- 
convenience. 

Using more efficient windows could re- 
sult in huge savings throughout the region. 
Researchers at the Lawrence Berkeley 
Laboratory in California studied the effect 
of using low-emission windows filled with 
an inert gas such as argon. The windows 
cost twice as much as conventional single- 

windows, but they offer a huge pay 
back not only for utilities but for building 
owners because of the energy savings they 
result in and because they allow for small- 
er, less expensive cooling systems. The re- 
searchers believe that a US$10 million plant 
to manufacture low-emission windows 
used in a climate such as Bangkok's would 
save a total capital investment of US$12.25 
billion in new central power stations in 30 


years. 
Advanced lighting fixtures; electronic 


fluorescent technology 


ballasts, the metal part of light- 
bulbs; high-efficiency compact 
fluorescent lights; and more efficient 
lighting controls can produce more 
light at a cheaper cost than build- 
ing power plants. Using compact 
fluorescents can save 75% of the 
energy of an incandescent bulb. In 
the US and Australia, some utili- 
ties subsidise consumer purchases 
of compact fluorescents as an al- 
ternative to building more power 
plants. 

More efficient industrial motors 
can also save huge quantities of elec- 
tricity, with quick pay-back peri 
in the form of reduced electricity 
costs. Better management plans can 
cut down on peak loads, slicing the 
need for central power stations that 
are used only during periods of 
heavy electricity use. 

Still, economic planners are not rushing 
to embrace the negawatts concept. Initial 
costs of efficient technology tend to be 
high. These costs discourage consumers, 
who want a return from energy-saving in- 
vestments within a year or two. Moreover, 
electricity rates are subsidised in much of 
the developing world, so that consumers 
are not paying the full costs of energy-inef- 
ficient lights and appliances. 

This problem is not so bad with utilities, 
which usually plan for a 20-year pay back 
from such investments. In the US, some 
utilities subsidise the cost of compact 
fluorescents for consumers, bridging the 
gap between the quick return on costs that 
individuals want and the utility's long-time 
horizon. 

The newness of the technology also 
makes it more difficult to win accept- 


Is AMO 


to China. The tech- 
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spend US$360 billion on new power plants, 


nology will be used by a light manufacturer 


transmission lines and distribution systems in Tianjin. 

during the 1990s. Both countries will be Several hurdles must be overcome for 

forced to reconsider their reliance on central compact fluorescents to make a significant 

power stations. dent in any country. The lamps must be af- 
China committed an energy-policy blun- pit te tego compared with incan- 

der in the 1980s by ing consumers descent . Consumers typically com- 


encouraging 
to buy refrigerators. No attention was paid 
to energy-efficiency standards, and the re- 
sulting grid load has forced the country to 
invest in power ts it would not have 
otherwise 

Today, China has embraced the com- 
pact fluorescent. “China has gone further 
philosophically [to encourage compact fluo- 
rescent use] than any other country in the 
world,” says Steve Johnson, president of 


Paradigm, a US company trying to sell light-manufacturing 


= t to the country. 

are believed to be five plants in China producing 
compact flourescents. Management Technologies Inc. of the 
US recently signed a US$5 million contract to sell compact 





Korea needs better bulbs. 


S 
fluorescents to 


ucts. 

Utilities also evaluate their needs in 20- 
year terms, whereas consumers usually 
look to immediate or short-term needs. In 
China, "they still have not worked through 
a good plan to get the masses to buy this 
stuff," says an executive of a US company 


involved in the manufacturing of compact — 


flourescents. 


Gadgil is working on a plan to lease compact 
households in Bombay. Lighting is responsible 
for more than one third of the city's peak evening load, and 


compact fluorescents should be a cheaper method of meeting 
this demand than building power plants. 


um Mark Clifford 
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. ance. Buying an expensive technology that 
. is not locally proven is daunting, especially 
. for bureaucrats who plan power stations. In 
the US, where the negawatt concept is 
strongest, utilities embraced the idea only 
. in the face of public pressure and after they 
-. had essentially run out of money to build 
additional power stations. 
- Further, the lack of local production of 
. items such as compact fluorescents and 
energy-saving windows discourages the 
development of a domestic market by 
keeping prices high. Compact fluorescents 
shipped to India are charged a 250% duty, 
^; compared with 30% for components used 
_ in building central power stations. 
|... But entrepreneurs do not want to invest 
the US$5-10 million it costs to build a fac- 
|... tory unless they have some assurance that 
a local market will exist for their product. 
_ That market is unlikely to develop without 
|. anudge from governments or local utilities. 
> Dong Myoung Electric of South Korea 
_ has set up a production line to produce 
.. compact fluorescents. But the factory is to 
.; be relocated to Tianjin, China; the com- 
2 pany's president, Kang Hyung Won, says 
.. . he cannot wait for the market to develop in 
| South Korea. 
"n Lack of knowledge plays a part in the re- 
| gion's power dilemma, but stubborn con- 
- . Servatism is probably even more important. 
. . Energy planners typically say that they can- 
. hot afford to save electricity. But if they 
== make economically irrational choices now, 
< how will they ever be able to afford to do it 
right? a 
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», When the air-conditioning sys- 
5; tem at Singapore's Region- 
' al English Language Centre 
broke down in 1988, man- 
agement became desperate. 
Guests had already been com- 
plaining about hot rooms. 

Lee Eng Lock was part of a team from 
engineering company Supersymmetry 
services that carried out an emergency 
overhaul of the hotel’s air-conditioning 
system. Lee has won plaudits as one of 
the region’s best designers of heating and 

cooling systems. 

.. Supersymmetry installed a new chiller 
with high-efficiency motors and pumps 
along with other energy-saving equip- 
ment. The company agreed to take its fee 
*« | from part of the hotel's energy savings. 
. ^. The pay-off was quick: the hotel's utility 
. bills were sliced by 56%, saving it 5$17,000 

(US$9,700) a month. 
About the only way to beat the heat in 







erae 















ENERGY 2 





As the temperature in Tokyo 
one day last August hit 35.9°C, 
millions of sweltering residents 
turned up their air-conditioners. 
Demand for electricity in the 

€ metropolitan area surged to a re- 
cord 50,190 MW, nearly 98% of available 
supplies. Another bout of unusually hot 
weather this year could mean brownouts 
or even a blackout in Asia's richest met- 
ropolis. 

In the past, Japan's nine power utilities 
were able to borrow enough electricity from 
each other to meet exceptionally high de- 
mand. Last summer, the country was re- 
minded that it no longer enjoys comfortable 
reserves of electricity. 

Tokyo Electric Power Co. (Tepco), the 
world's largest private power firm, last year 
borrowed 400 MW of spare capacity from 
Kansai Electric Power Co. But technical 
problems have forced the closure of two of 
Kansai's nuclear reactors, which had a com- 
bined capacity of 1,326 MW. Tepco has 
three nuclear plants off-line for inspection. 

As a short-term solution, power com- 








most of Asia is with air-conditioners, and 
sales are booming in the region. Air- 
conditioners, however, gobble up huge 
amounts of electricity. Each year, coun- 
tries in the region spend US$5 billion 
building power plants to supply electricity 
for the new air-conditioners. 

Yet better building designs could make 
it unnecessary to construct most of that 
new capacity. Thanks to new technolo- 
gies, it is cheaper to save energy by de- 
signing buildings correctly than by build- 
ing power plants. 

For example, hi-tech double-glazed 
windows filled with argon gas and coated 
with a special film can dramatically cut the 
load on cooling systems. Also, improved 
lighting systems increase light efficiency 
without producing heat. 

Commercial buildings in Asean al- 
ready consume about one third of the 
total energy produced in the region. The 
electricity costs of running these buildings 


Designing better buildings 
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panies are reopening previously retired oil- 
fired thermal plants, and they are pressur- 
ing large corporate customers to accept vol- 
untary cutbacks during the summer. The 
Ministry of International Trade and Indus- 
try (Miti) is planning to impose a 10% sur- 
charge on electricity rates in the July-Sep- : 
tember period next year. For a family of 
four, the additional cost would be slightly 
more than ¥500 (US$3.50) a month. 

In 1985, Japanese planners anticipated 
that demand for electricity would increase 
by a compound annual rate of 3.5%. 
For the past six years, however, demand 
has increased by nearly 8% annually, ac- 
cording to Paul Summerville, a senior 
economist with Jardine Fleming Securities 
in Tokyo. 

A report released last year by the Electric 
Utility Industry Council, an advisory com- 
mittee to Miti, projected a need for a 
102,200 MW increase in generating capacity 
between 1988 and 2010, of which 43,000 
MW would be supplied by new nuclear 
installations. This would. mean roughly 
doubling the present number of nuclear 
plants to 80, a politically delicate issue. 

After the emergency closure in February 





totalled more than US$2 billion in 1988, 
and some energy researchers figure that 
commercial buildings could soon account 
for as much as 40% of electrical demand. 

Nonetheless, little attention is paid to 
building designs and even less to per- 
formance monitoring, Supersymmetry’s 
Lee complains: “If you make a mistake 
with an airplane, it crashes,” he says, “but 
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of Kansai Electrics Mihama reactor, a 
group of 125 shareholders submitted pro- 
posals at the annual meeting in June for the 
company to scrap all plans for new nuclear 
plants and for it to phase out all nuclear 
facilities by 1996. 
.—: Heavily dependent on oil from the Mid- 
dle East, Japan's response to the Opec oil 
- shocks of 1973 and 1979 was perhaps the 
most effective of any industrialised.country. 
© Miti was given extraordinary powers to al- 
locate fuel and electricity power, and the in- 
dustrial sector was compelled to introduce 
conservation measures. 

Higher energy costs were immediately 
passed to consumers in the form of in- 
creased prices. Residential electricity 
charges in Japan are among the world's 
highest, and have helped to moderate de- 
mand. 


if you make a mistake with a building and 
someone has to open a window or install 
an electric heater in an air-conditioned 
room because it's badly designed, it 
doesn't seem like a big deal. But it is." 

Lee says the divide between the 

people who design buildings and those 
who operate them contributes to huge in- 
efficiencies. "Most engineers have never 
seen a chart of how buildings work," he 
explains. "People construct buildings and 
then walk away. If you were a doctor, you 
would look for patient records. If you go 
into a building and look for records, you 
find nothing." 

Among Lee's clients are Compaq 
Computer, AT&T, Western Digital, 
Motorola, Miniscribe and Seagate. A 
Compaq engineer says that after Super- 
symmetry renovated part of his com- 
pany’s Houston headquarters with a cap- 
ital outlay of US$50,000, the concern 
reaped annual savings of more than 
US$250,000. An AT&T executive describes 
his company’s manufacturing facility in 
Singapore, which was designed by Lee, as 

."the most energy-efficient building in 
AT&T telephone manufacturing." 
@ Mark Clifford 
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panied by an average 1.5% increase in 
energy consumption, a highly inefficient 
ratio. But usage fell sharply between 1973- 
77, rising by an average of only 0.27% for 
each 1% of economic growth. Between 
1978-84, the net reductions in consumption 
exceeded the net gain in real GDP. For 1985- 
89, each 1% gain in GDP entailed a 0.68% 
increase in electricity usage. 

This has made Japan the most energy- 
efficient economy among advanced na- 
tions. Its energy consumption was US$97 
per unit of GNP in 1988, against US$282 in 
the US and US$164 in West Germany. On 
a per capita basis, the Japanese used 40% 
less electricity than the US. 

Almost all Japan's gains can be attri- 
buted to greater efficiency in the way the 
industrial sector uses electricity. The net re- 
duction in energy consumption by major 
industries in Japan between 1973 and 1985, 
for example, ranged from 2576 (steel and 
dyeing) to 3576 (textiles, paper/pulp, pet- 
rochemicals and synthetic-fibre industries). 

In terms of total energy consumption 
(including gas and oil, as well as electrical 
power), residential and transport usage 
more than doubled between 1970 and 1989, 
rising to 47% from 35% of the total, while 
industrial consumption rose by only 10%. 

This dramatic improvement by the in- 
dustrial sector is a product of numerous po- 
licy, pricing and technological factors, as 
well as a structural shift away from energy- 
intensive industries that was accelerated by 
increasing costs after the oil shocks of the 
1970s and early 1980s. 

Significant improvements in residential 
efficiency have also been recorded. The 
average per-unit monthly consumption of 
household refrigerators in Japan fell from 
80 kWh in 1973 to 27 kWh in 1985. Re- 
frigerators are still the largest single compo- 
nent in residential demand for electricity, 
but the share of demand has declined from 
31% in 1980 to 23% last year. 

Residential and office air-conditioners 
have shown similar gains in efficiency. A 
standard rotary compressor model now 
operates at only 485 watts against 850 
watts for a similar capacity model of 
the 1970s. But while ownership of re- 
frigerators has remained nearly constant 
at 1.09 per household over the past 15 
years, booming sales of air coolers have 
more than wiped out any per-unit effi- 
ciency gains. In 1980, only one family in 
two owned an air-conditioner. By 1990, 
there was an average of 1.25 air-condition- 
ers per household. 

As a result, air-conditioners’ share of 
total residential demand rose from 7.876 in 
1980 to 15.975. During summer peaks, air- 
conditioners may account for as much as a 
third of total electricity demand. da 
represents 17.876. 
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|— ]nthe lite 19605, pen energy con- 
|. sumption galloped ahead. Each 1% gain in 
' GDP between 1966 and 1970 was accom- 





are taken o sone and: even. 
" regarded as emblems of pro- 
gress. It is perhaps surprising, then, that it 
is the Thai Government that is laying the 
groundwork for what could become South- 
east Asia's most comprehensive energy 3 
conservation programme. — E 
The state-owned Elec ical Generating | 
Authority of Thailand (Egat) i is awaiting of- 
ficial approval for a three-year Baht 500 mil- 
lion (US$20 million) plan to slow galloping | 
demand for electricity. A decision is ex 
pected in August. =" us 
The initial funding level i is modest. But 5 
its importance goes beyond any immediate - 
gains that may be reaped: it will demon- - 
strate whether financial incentives can en- 
courage Thais to use more energy-efficient _ 
refrigerators, air condis. dighis vehi 
des and buildings. | 
If the programme is ; elective: according i 
to consultants involved in drawing up the 
plans, Egat is prepared to spend a further _ 
Baht 1 billion a year on an aggressive pro: s 
gramme of demand: management. | cu 
Already in widespread use in Thailand | 
(and elsewhere in the region) are variable _ 
tariffs that encourage off-peak use and - 
penalise peak-time consumption. Until | 
now, these have had little impact because 
the differential was not attractive enough. — 
The innovative aspect of the new Thai | 
energy programme will be to grant cash re- — 
bates or loans to individuals or companies | 
using more energy-efficient units. o 
Efficient appliances typically use ont 
20-40% of the electricity required by olde 
models. But the higher up-front cos 
arouses consumer resistance. Rebates are 
one way to overcome this opposition. — - 
The need for action is clear enough. De- 
mand for electricity grew by an averag 
15% a year between 1987 and 1991, an 
1196 a year throughout the 1980s. If cor 
sumption continues at the same pace, 
generating capacity will have to be in- 
creased from the current 8,600 MW t 
17,000 MW by 2001. Thailand, despite er 
joying the fifth consecutive year of a n 
markable economic boom, might have diffi- 
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Electrical engineer : demand management programme. 


culty financing an expansion programme 
that, according to Egat estimates, would 
carry a US$18 billion price tag. 

Mark Cherniak, Asia office director for 
the Washington-based International Insti- 
tute for Energy Conservation (NEC), which 
has helped the state utility draw up its con- 
servation plans, believes an ambitious de- 
mand-side programme could make 3-5,000 
MW of the planned new capacity unneces- 
sary and save US$6 billion of the estimated 
expenditure. 

For these goals to be realised, however, 
Egat — or another authority — will have to 
spend more than Baht 1 billion a year. 
Based on the experience of US and Cana- 
dian utilities, specialists estimate that it 
takes 50 US cents in up-front costs to save 
US$1 in costs eventually avoided by the use 
of energy-efficient appliances. 

It was the prospect of this eventual sav- 
ing that converted many of the biggest 
utilities in North America to the new think- 
ing. In the US, 30 of the 50 largest power 
companies are using some form of de- 





A shot in the dark 


South Korea is trying to save energy by making its 
citizens uncomfortable. People are working in hot- 


mand-management programme. Egat is 
the first Asian utility outside Japan to em- 
brace the concept. 

The impetus for change within the Thai 
policymaking establishment has resulted 
from an alliance between a handful of true 
believers in the Thai Government and 
some international energy specialists. 

On the Thai side, the leading figure is 
Piyasvati Amranand, executive director of 
the National Energy Policy Office (NEPO), 
which was established in 1986 because 
other arms of government with energy in- 
terests lacked sufficient authority over Egat. 
The utility, by virtue of its size and financial 
muscle, has become a formidable centre of 
political power. 

On the foreign side, the role of the IEC 
grew out of a seminar it hosted in early 
1988 and a study tour the following year by 
key Thai officials. In addition, the Canadian 
International Development Agency paid for 
a Canadian consulting and engineering 
firm, Monenco, to carry out studies on tariff 
policy and demand management for Egat. 


S3AVH OIYO 


words of a senior Energy 


Egat was initially disinclined to do more 
than pay lip service to the need for conser- 
vation. “This is all very new for us,” says 
Charmon Suthiphongchai, deputy general 
manager of its corporate management divi- 
sion. “In the past, we thought if you are in 
the business of selling electricity, why 
would you want people to use less?” 

A six-month study of the potential 
for demand-management programmes in 
Thailand, carried out in conjunction with 
the NEC and completed in July, convinced 
Egat that the concept had merit. In particu- 
lar, it would enable the utility to roll over a 
building programme, thus cutting costs. 

Some conservation proponents remain 
unconvinced of Egat’s commitment. “I'm 
still not 100% confident that Egat has truly 
changed its mind,” says Piyasvati. Another 
Thai official, Pinij Gritivaransan, executive 
director of the Energy Conservation Centre 
of Thailand, believes that demand manage- 
ment is too important to be left entirely to 
Egat, because in that case “we have no way 
of knowing what the problems really are." 

A long-running debate over who will 
pay for the conservation measures was re- 
solved to Egat's satisfation in July. Under a 
newly agreed tariff structure, Egat was 
granted the authority to raise electricity 
rates to cover so-called “uncontrollable” 
costs. 

In the past, rates were set at unrealisti- 
cally low levels, and Egat was prohibited 
from adjusting tariffs to reflect increased 
costs. Now a variety of expenses, including 
fuel, taxes and the conservation program- 
me, can be recovered through higher rates. 

Thailand’s conservation drive will be 
given a further fillip with the passage of the 
Energy Conservation Promotion Law. The 
first of its kind in Thailand, the bill is ex- 
pected to be approved by the legislature be- 
fore the end of the year. It lays down 
energy efficiency standards for new air- 
conditioners, refrigerators and vehicles, 


official. This consumption 


the planners readily link to free spending by the country’s 


newly affluent consumers. 
South Korea's electricity 


position is no trifling matter. The 


country is this year bracing for the first real possibility of periods 


of reduced voltage or even blackouts in more than two decades. 
Peak demand grew an average of 9.5% a year between 1980 


ter, darker offices and walking up more stairs as 
air-conditioners are throttled back, escalators and 
elevators are turned off, and light bulbs are un- 
screwed for the sake of saving energy. Government 
planners, meanwhile, talk proudly of their jawboning cam- 
paigns. These efforts involve the time-worn ritual of calling to- 
gether businessmen, scholars and citizens’ representatives to 
impress upon them the need to save electricity for the good of 





the country. 
There is a dose of Confucian austerity in this cam- 
paigning. solemnly ascribe the surge in elec- 


Energy 
tricity growth to “the extravagant trend of consumption,” in the 
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and 1987. From 1988 to 1990, the peak load grew an average of 
16% a year, gobbling up almost all surplus capacity. To hel 
out, i oil-fired plants have been brought back 
on line, but even with all plants in operation, energy planners 
have taken emergency measures to cut demand. The power 
monopoly Korea Electric Power Co. (Kepco), which is already 
encouraging industries to schedule maintenance shutdowns, 
may be forced to ask large industrial users to shut down during 
peak periods. 

The reserve margin, the percentage of available capacity not 
being used, has fallen as low as 4.5% in warm weather, and au- 
thorities have set up an emergency monitoring room to manage 
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, and requires large new commercial build- 
ings to meet certain standards of energy 
consumption. The question will be whether 
the authorities enforce the law with the 
vigour necessary to make it effective. 
. As part of Egat's initial three-year de- 
mand-management programme, a pro- 
ject to assess residential energy efficiency 
will be initiated in Bangkok. Two nearly 
identical houses will be built, one them act- 
ing as a "control" with the appliances and 
construction features common to most 
houses. 

The "effident" house will incorporate 
features, such as an insulated ceiling, 
which are expected to more than halve the 
heat transfer into the rooms under the ceil- 
ing. Further improvements will include the 
installation of more efficient air-condition- 
ers and refrigerators, and compact fluores- 
cent bulbs. 

An HEC study predicts that electricity 
usage will be cut by 55%, while indoor 
temperatures will be reduced by 3°C even 
without air-conditioning. The centre esti- 
mates that the Baht 40,000 additional cost 
of the efficient house will be recouped in 
less than 10 years through electricity sav- 
ings. a 


L nin process heat 
; Space heating 
. Water heating (solar) | 


demand and prevent blackouts. South Korean planners would 
like to have a 15% reserve margin in case there is trouble at one 
generating plant or a sudden surge in demand. One nuclear 
plant accounts for 4-5% of reserve power, and a shutdown at 


one unit could result in power cuts. 


 .« . Low electricity prices have stoked surging demand. From 
— .:1985 to 1990, electricity prices fell almost 26% even though con- 
-sümer prices rose 30%. Politicians accused Kepco of making too 
ich money, so the government obligingly pushed utility 









rices down. 
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To cope with this energy crisis, South Korean planners are 
epping up their already hefty investment plans. In the second 
— ^; revision of their electricity-investment forecast in as many years, 
~~ officials now call for spending Won 46 trillion (about US$60 bil- 
lion) through to 2006 to build dozens of power stations. When 
inflation and other costs, such as new power lines, are included, 
^we will need lots more money than that," says Kim Jong Gon, 
director of the Energy Ministry's power supply and demand di- 
vision. The huge capital diversion to power plants will almost 
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Asia can learn from US tricks 


A power of good . 


PIR REA RA —————————————————  ———— € —— rr 


While power-short Asian uti- 
lities struggle to complete plants 
and beg customers to curtail de- 
mand, across the Pacific a differ- 
ent approach is cutting costs 
and creating abundance. In 
northern California, the largest investor- 
owned utility in the US is not building or 
proposing a single conventional power 
plant for the first time in 40 years. In fact, 
Pacific Gas & Electric Co. (PG&E) doubts that 
it will ever build another. 

While making existing fossil and nuclear 
plants last longer, PG&E plans to get its new 
power in the 1990s from two resources 
overlooked in Asia. It hopes to obtain at 
least 75% of its added power from im- 
proved customer efficiency. The rest is to 








power plants. 


comfort, 
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apartments and offices would go a | long miya s poot rde 
the looming electricity shortage without the need to 


Unfortunately, old ways of thinking die hard. Ener 
ners appear to be more comfortable figuring. out ho 
power plants and how to enforce a cult of austerity Ot 
Koreans than finding ways to cut demand withot ci 











come from diverse, mair 
ed, renewable sources. 

PG&E believes these 
work better, carry fewe 
risks, and serve custo $ 
ers better than build a ng 


dollars to ci pen ee ctri ity ar Uu 
their customers do more with it? Utilities on | 
both sides of the Pacific have similar e 


nomic motives, but they have different con- GER 





cepts of what business the a 

While their Asian peers “strive to sell 
more kilowatt-hours to increase sales, rev- — 
enues and capacities, many US utilities be- 





lieve their business is profitably producing gum 
customer satisfaction. Their job is not to 
forecast demand and build to meet it, but to 
help customers optimise demand against — 
long-run marginal-supply costs, often in- — 


cluding environmental costs. 

Most US utilities will soon be directly re- 
warded for cost-cutting by being allowed to... 
keep as extra profit part of whatever they > 
save customers. PG&E, for example, will 

spend US$150 million this year to make its 


customers more efficient, but it will keep 2 x 


15% of the savings and increase its proi by 
US$40-50 million. 2 ae : 
Regulatory reform ne decouples profits roe 


from sales, so utilities are no longer re- 
warded for selling more electricity or |. 


penalised for selling less. As a result, they - 


increasingly focus on the bottom line. Since: u 
electricity is costly while efficiency is cheap, 


certainly hurt South Korea's competitiveness in other industries. - 
The revised plans call for nine nuclear units to be built by the pr 
turn of the century and another nine through to 2006. There are — 
nine units in service in South Korea, producing : about half the CE 
country's wed One unit is expected t missioned 



















electricity and more efficiency and that it is 
Sound business strategy to sell customers 
what they want before someone else 
does. 

Many US utilities therefore welcome 
lower sales and revenues so long as costs 
drop. That will occur whenever it is 
cheaper to save electricity than to make it. 
Nowadays, that is virtually always. New 
technologies for wringing more work out of 
each kilowatt-hour, as well as new ways to 
finance and deliver them, are sweeping 
North America, New Zealand, Australia 
and much of Europe. 

Motors use about 7576 of industrial elec- 
tricity and more than 50% of total electri- 
city. Roughly one half of their energy can 
be saved by 35 improvements to their 
choice, sizing, maintenance, controls, elec- 
tric supplies and mechanical drivetrains. In 
standard office fluorescent lighting, ad- 
vanced reflectors, lamps, ballasts and 
controls can save 70-90% of the lighting 
energy, plus a 35% "bonus" in reduced 
cooling loads, with pay backs under two 
years. 

These two adaptations plus compact 
fluorescent lamps could save about 280,000 
MW in the US, or 50% of the country's elec- 

(v. tricity. At the same time, they would pro 
;. vide more reliable and controllable torque, 
unchanged illuminance, less glare, no 
flicker or hum, and more pleasant and ac- 
curate colour. 

US utilities help their customers not 
only design but also finance such improve- 
ments by reinvesting up to 6-8% of their 
gross revenues in concessionary loans, 
gifts, rebates and leases. Buying efficiency 
whenever it is cheaper than supply lets cus- 
tomers compare ways to save or make elec- 
tricity on an equal footing. 

Otherwise, customers want their money 
back at least 10 times as fast from efficiency 
as utilities want their money back from 
power plants. This pay-back gap dilutes 
price signals, misallocating each year in the 
US alone about US$60 billion, or more than 
the total investment in durable manufac- 
tures. 

In the best 1983-85 US utility-efficiency 
programme — in hot, booming southern 
California — such simple tools as rebates to 
buyers and sellers of efficient equipment, 
plus government efficiency standards, let 
10 million customers cut the 10-year fore- 
cast of peak electricity demand by more 
than 876 annually. This cost the utility 
about 1% as much as a new power plant. 

Electric efficiency can save US business 
US$100 billion a year. Until Asian business- 
es seize their corresponding opportunities, 
development will continue to be stunted, 

talent wasted and electricity and capital 
scarce. = 











Amory Lovins is director of research at Rocky 
Mountain Institute, Colorado. 


they know customers will want to buy less | 
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Development orthodoxies dange with. alarming. 'egularity, and t ttle reason 
to believe that the wisdom of the 1990s will not look outdated by the time the i new HA 
millenium arrives. Each new theory serves more to underline the poverty of e 
nomic thought than to advance human well-being. | BE 

In the 1960s, many believed that if the economic pie could be enlarged by 
porting economic growth in developing countries, the benefits would spread to the - 
poor through a “trickle-down” effect. Developmentalists failed to appreciate that the 
benefits of economic growth cannot be equally distributed without universal edüca- 
tion and the participation of the poor in that growth. Thus the wisdom of the 1970s. 
dictated that a "bottom-up" approach should complement trickle-down policies. 

Then came the preoccupation in the 1980s with "structural adjustment" — a 
panacea, it seemed, for removing the economic-policy distortions bedevilling deve- 
lopment in many countries. But structural adjustment proved costly and painful — 
to the poor especially — and was therefore politically unpopular. 

Now, in the 1990s, we have a "market-friendly" orthodoxy issuing ex-cathedra 
from the World Bank. Such beliefs are sweeping Eastern Europe as well as the Third 
World. But Asia, with two thirds of the world’s poor — many of them Muslims who- 
despise the materialist and secular preoccupations of the West — cannot be exc 
pected to embrace market friendliness as a universal faith. oe 

Its liturgy is not the most inspiring. The. ^ 
real key to development, according to the. 
latest revealed wisdom in that bible of de- 
velopment, the World Bank's annual World | 
Development. Report, is the "interaction be- 
tween governments and markets.” 

The mosaic tablets of such beliefs were 
handed down in the 1980s by the likes of 
former British prime minister Margaret 
Thatcher and her ideological soulmate, 
former US president Ronald Reagan. In 
those days, the central concept was refer- 
red to more mystically as the "magic of the 
marketplace." But the market. doctrine's 
narrow approach to human development 
has failed to roll back poverty. 

The World Bank at times appears at 
odds with itself over how far the market- 
place can serve as an instrument of deve- 
lopment. This possibly reflects an ideologi- 
cal dichotomy between its controlling shareholder, the US, and other members. De- 








. velopment involves a better quality of life for the world’s poor: better education; 


higher standards of health and nutrition, less poverty, a cleaner environment, great- 
er individual freedom, equality of opportunity and a richer cultural life. Not even 
the marketplace can conjure such things into being, the bank admits. - 

Such humility among economists and development theorists is welcome. But 


there is no mention of the moral, ethical or even spiritual values which Christian, 
Muslim and other religious leaders would like to see inform the development de- 
. bate. It is presumptuous of the World Bank to talk of a new “consensus” evolving 


around the principle of market-friendly government policies. A consensus among 
economists, perhaps — but economists are not normally charged with governance. 
Nor are the bureaucrats in tune with the thinking of Japan, whose financial de- 
velopment nowadays parallels that of the US. Japan does not see a divide between 
state and private sectors in the same way as its Western partners. — 
Perhaps the ultimate udis gc m shou d be eai »ynthesi 
ould be framed not in the dry 
E. of economics but in more inspiring, popul f rl n pone. Above all, d: 
should stress the duty of every individual to ais ite to the well-being of others: _ 
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It was sleek and dark. And streamlined 
beyond belief. The Boeing Monomail has been 
called the tirst modern air transport. 
Its design, revolutionary. All-metal 
construction. A single, cantilevered 
lower wing. Retractable landing gear. An en- 
closed engine. Gone was the notion that only 
brute power could increase an airplane's perform- 


ance. Aerodynamic design had come of age. 








It is being designed entirely on computer. 


With direction from the world's leading airlines. It 


is being built by people who live aerody- 
namics and breathe payloads. Systems 
will be unsurpassed, testing unmatched. 
Airlines will have more seating options than ever 
betore. And passengers more head room and com 
fort than ever imagined. Simply put, the Boeing 


777 will be the most advanced jetliner ever made. 





ZEPE FAEERE 





Rediscover your love of flying. 


Once upon a time you approached flying with a keen perhaps become simply a means to an end. Rediscover the 
sense of excitement. Then you grew up. Now you have things you first loved about air travel. Aboard Japan Airlines. 
important things to do and places to be, and flying has Where a world of comfort sets us a world apart. 





Japan Airlines 


A WORLD OF COMFORT. 






WX espite the fact that Asia is exporting 
M 5 more manufactures to Japan, there 
iL" is no sign that the region's trade 
deficit with that country is narrowing. In 
the days when oil prices were high and 
Asean's exports to Japan were almost all 
commodities, the grouping enjoyed a big 
trade surplus with Japan. But this is disap- 
pearing, while the deficit of the Nics (South 
Korea, Taiwan, Hongkong and Singapore) 
is steadily growing. 

Last year, Japan exported US$102 bil- 
lion-worth of goods to Asia and Australasia 
and imported US$83 billion, giving it a 
trade surplus of US$19 billion, 37% more 
than the surplus a year earlier. 

The trend appears little changed in the 
first quarter of this year, with Japan ex- 
porting US$26.2 billion worth of goods 
and importing US$22 billion. Asia is ex- 
pected to become Japan's largest market for 
the first time this year, overtaking North 
America. 

Exports to the US are falling behind 
because it is in recession. Growth in 
developing Asia remains strong, but Japan 
is expanding more slowly this year and 
so its appetite for imports is not as great 
as in 1987-90. These are some of the short- 
term reasons why trade patterns are chang- 
ing. 

But there are more fundamental factors 
at work. The industralisation of Asia is rely- 





PHILIPPINE 





Japan's trade surplus with Asia is growing 


inning both ways 


[1991 (Jan-Mar) — | 262 | 20. 
: 200 Sue Japan Tart As 


ing increasingly on Japan for capital equip- 
ment and components. Consumer demand 
is booming, fuelling demand for Japanese 
cars and electrical goods. 

One result is that machinery exports 
from Japan to Asia have never been 
stronger. Tokyo's Ministry of International 
Trade and Industry reckons that exports 
of machines such as cars, engines, semicon- 
ductors and machine tools comprised al- 
most three quarters of the 27% growth in 
exports to Asia in the first six months of 
1991. 

Asean has become so dependent on 
Japanese capital goods to support its in- 
dustrialisation that its trade surplus with 
Japan may disappear soon. The combined 
surplus of Indonesia, Thailand, the Philip- 
pines and Malaysia totalled only US$1.3 bil- 
lion in 1990, against US$5.5 billion in 1985. 

By contrast, the NICs' deficit with Japan 
grows wider by the day. It totalled US$30.8 
billion last year, 24% more than only two 
years earlier. Hongkong’s deficit alone was 


POLICIES 


Cuts with less pain 


President Corazon Aquino's decision on 
18 July to cut oil prices appears to have 
defused an explosive issue that 
threatened to provide a rallying point for 
anti-government groups. By finding a 
compromise that was both politically and 
economically acceptable, Aquino also 
managed to counter perceptions that her 
administration was coming adrift from its 
moorings. 

Under Aquino's recommendation, 
fuel prices will be cut by an average P1 
(3.5 US cents) a litre at the same time as 

. the controversial 9% import levy is cut to 
| 5%. This is due to happen by the middle 
of August. 
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Although Left-led unions are still 
threatening to pursue a general strike un- 
less fuel prices are rolled back to pre- 
Gulf-crisis levels, Aquino has largely 
taken the wind out of their sails. She also 
disarmed a religious rally planned for 22 
July by swiftly declaring the day a holi- 
day; heavy rain dampened opposition 
fervour, too. 

The price-cut decision spelled partial 
victory for Finance Secretary Jesus Es- 
tanislao in his efforts to balance Manila's 
books. According to REVIEW sources, Es- 
tanislao had convinced Aquino and the 
cabinet as long ago as March that P1 of 
an average P2.05-a-litre fuel-price rise 
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Manufactured exports by the 
Japan actually fell by 7% last yea 
US$19.1 billion. In 1986-88, annual gri 
averaged 48%. Imports from Japan, how 
ever, are continuing to surge, in part be- 
cause the NICs' exports to other countries 
are strong and they depend on Japanese 
components to maintain that momentum.. 
Another factor is that currencies like the 
Singapore dollar, the New Taiwan dollar 
and the Korean won have been quite - 





strong against the yen in the past coup 
years and this has blunted their comp 
edge in penetrating the Japanese m: 

NICs' exports worldwide are highly se 
sitive to the yen-US dollar rate, according 
to C. H. Kwan, senior economist at Nom- 
ura Research Institute. When the yen rises, 
Japanese goods become less competitive _ 
and the NICs benefitasa result. = — 


There are signs that the much- aunted — 





growth of manufactured exports by Asean __ 


to Japan is also petering out. They rose by — 
17% to USS$5.8 billion, consisting mainly of 


China would appear to be the only — 





less. 


made last December should be converted 
into a specific import duty on crude oil, = 
This will raise about P1 billion a month | 
to help offset revenues that willbelostas | = 
the import levy is phased out. Theodd 5 | 
centavos of the December increase will | 
go to the Oil Price Stabilisation Fund to. 
give it a cash buffer. E s 

In subsequent cabinet discussions of - 
what to do with the remaining P1 of the 
P2.05, Estanislao apparently tried to limit 
any price cut to 50 centavos a litre, and to — 
raise the specific levy to P1.50. Helost on 
both counts and was forced to accept a 1 
September deadline for the price cut. 

Estanislao has since pursued his po- 
licy of tight fiscal management through 
the back door, persuading Aquino to cut _ 
government spending plans for this year . 
to P250 billion, a drop of P7 billion, until 
Congress passes additional tax measures. 

u Rigoberto Tiglao 
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BANKING 


> Hongkong authorities fail to probe stricken BCCHK 





l By Michael Taylor in Hongkong 










= | uthorities in Hongkong appear un- 
COM willing or unable to confront the is- 
“MA. sues behind their decision to liquid- 


ate Bank of Credit and Commerce Hong- 
kong (BCCHK), the local subsidiary of fraud- 
/.... destroyed Bank of Credit and Commerce 

(7. International (BCCI). 
—  — — Two weeks after its 8 July closure order, 
- the Hongkong. Govemment had still not 
. found an effective response to a barrage of 


criticism from luckless BCCHK depositors, 
the local press or purported potential 
buyers of the bank. 

More worryingly, the authorities exhi- 
bited no signs of any determined attempt to 
verify their assertions that BCCHK was not 
involved in BCCI's global misdemeanors. If 
revelations elsewhere eventually show 
BCCHK to have been an integral part of 
BCCI's fraudulent activities, the damage al- 
ready done to Hongkong’s reputation as a 
financial centre will be compounded. 

In the meantime, the chances of restor- 
ing some post-liquidation value to BCCHK 
were receding. Two types of prospective 


55. buyers were reportedly interested in reviv- 


ing the institution. The first were prepared 
to buy the bank provided the Hongkong 
Govemment guaranteed the quality of 
BCCHK's assets. The second, less likely, 
group comprised some of BCCHK's 40,000 


EDITORIAL 


A duty to depositors 


The Hongkong depositors with Bank of Credit and Commerce 
< Hongkong (BCCHK) — who demonstrated outside the colony's 
.. Legis Council demanding a government rescue plan for 

the (apparently) failed bank — have right on their side. They 









. must be reimbursed from the public purse by a government 
ich promised, but failed to deliver, prudential supervision of 


this Hongkong-incorporated bank. _ 





_ tice. There was a clear attempt b 


-  » The government may not have a legal responsibility towards 
- depositors, but it has a moral one that is enshrined in past prac- 
mig y the Hongkong authorities to 


Shutters rattled 


depositors, who would seek to convert 
their now-frozen deposits into equity in a 
remodeled institution. 

As the government's determination not 
to guarantee BCCHK's asset quality har- 
dened, so the first kind of would-be buyers 
dwindled — despite reported agreement in 
principle by the royal family of Abu Dhabi, 
BCCIs principal shareholder, to provide 
guarantees for any undisclosed liabilities of 
BCCHK. 

Of all the would-be buyers, David K. P. 
Li, chief executive of Bank of East Asia 
(BEA), emerged as the Hongkong Govern- 
ment's principal tormentor. Li commanded 
space in a local newspaper (of which he is a 
director), and used his position on the 
Legislative Council (where he is the ap- 
pointed representative of the banking in- 
dustry), to demand that the Exchange 
Fund (to which he is an appointed adviser) 
should be used, in effect, to underwrite a 
BEA-led acquisition of BCCHK. 

His proposal was that BEA, together 
with the Exchange Fund-owned Overseas 
Trust Bank, should jointly buy the closed 
bank. The price would be renegotiable after 
three years in order to insulate BEA from 
any fraud revealed during that time. 

Li has an acute political touch, which he 
deployed to maximum effect in his cam- 
paign. The deal was presented as a means 
by which BCCHK's 32,000 small depositors 





to suggest ‘that de: x | ito ict 









could be repaid in full with larger de- 
positors receiving 50%. 

The government, by contrast, has prom- 
ised an initial payment of 2576 to all de- 
positors, subject to a  HK$500,000 
(US$64,000) limit. The cautious nature of 
this proposal was in itself an indication 
that, despite assertions to the contrary, no- 
one really knew whether BCCHK was in- 
volved in the worldwide fraud. Astonish- 
ingly, the government appeared to be mak- 
ing no special effort to find out. It main- 
tained that no evidence had been found of 
criminal activities in BCCHK, and that 
neither Hongkong’s Commercial Crime 
Bureau nor the Independent Commission 
Against Corruption had been asked to in- 
vestigate further. 

Indeed, the authorities appeared to 
have been remarkably complacent in the 
face of the mounting disclosures of BCCI'S 
worldwide activities. The local Regional 
Council, for instance, had HK$62.5 million 
deposited in BCCHK when it was closed — 
suggesting that the bank remained on the 
government's internal list of “safe” financial 
institutions until the bitter end. 

The government appeared to have re- 
lied unduly on the work of BCCHK's au 
ditors, Price Waterhouse. The accounting 
firm, which has audited BCCHK since 1987 
(the previous auditors were principally 
Ernst & Whinney), claimed to have founc 





. no evidence implicating BCCHK in the par 


ent bank's global crimes. This would be 
comforting, were it not for the fact that i 
took Price Waterhouse 17 years of auditin; 
the rest of the BCCI group to uncover fraud. 

BCCHK’s chief executive, Tariq Jamil 
flew out of the territory on 22 July, bount 
for Pakistan — purportedly to tend his sic! 
mother. Doubling as BCCI's Far East region 












deceive depositors that all was well with the bank only hours 


- before they closed its doors. So there may well be grounds for 
^ action in the courts in respect of what was official incompetence 


-The authorities’ responsibility extends not just to what hap- 
pened in the final hours of BCCHK. It is also a matter of ignoring 


many warning signs over recent years that all was not well with 
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While small depositors and busi 
lifetime’s savings, incompetent 
their jobs and pensions intact 
ably be expected to be awa 
money markets that BCCHK 
could small savers know that BCCE 

than, say, International Bank of Asia, 
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al general manager, Jamil was the chief link 
between parent and subsidiary. If BCCHK 
was indeed involved in the global conspi- 
racy, Jamil would be central to any investi- 
gation, regardless of whether he himself 
was implicated. The Hongkong authorities, 
who had explicitly and repeatedly en- 
dorsed Jamil, made no attempt to stop him 
from leaving. 

On the day of his departure, Jamil, in 
addition to denying his imminent flight, 
told the REVIEW that he first tendered his 
resignation to the Banking Commissioner 
(then Anthony Nicolle) on 21 February 
1991, because "I did not want to work for a 
bank which was not properly managed." 

Nicolle's successor, David Carse, con- 
firmed that Nicolle had persuaded Jamil to 
stay on temporarily. Jamil again proferred 
his resignation after the suspension of the 
bank on 8 July, and Carse specifically en- 





dorsed his management on the same day. 
Since then, Jamil has been paid some 
HK$20,000 for his services to the bank. 

Another key figure who would be ex- 
pected to be able to shed light on the deal- 
ings of BCCHK is Louis Saubolle, who was 
chairman of the bank from 1979 to the end 
of 1989. Saubolle, a fluent Mandarin and 
Cantonese speaker, was previously Bank of 
America's chief contact with China, to 
which he had been a frequent traveller 
since the 1940s. 

Local banking sources say Saubolle 
should have known if the bank was in- 
volved in dubious practices during his 
chairmanship. He resigned from the bank 
in December 1989 and has not been re- 
placed. He is believed to be living either in 
California or Indonesia. 

BCCI's involvement in Hongkong began 
in July 1979, when a group owned 51% by 





BEN! BCCI and 41% by Abu Dhabi merchant 
§ Hareb Bin Sultan bought Hongkong Met- . 










ropolitan Bank from Swiss Bank Corp. a 
Stelux Investments. BCCI installed a board 
of directors including Swaleh Naqvi, Dildar 
Rizvi and Aslam uw Swaleh SUME | 





bank gets its — from E 
five in 1979 to a peaks of 28 aoe this year; —.— 
it now has 25. ROUND 





Anthony Rowley writes from Tokyo: Prones c 
legal authorities have begun lic x 
procedures against the Tokyo. branch ofthe 





BCCI following the discovery. that the bank 
had shifted assets to a group company in 


the Cayman Islands. The move, which rep- 
resents the first liquidation of a foreign 
bank in post-World War II Japan, às de- 
signed to thwart any fur : 
funds to the Cayman Islands, where it is m 
legally impossible to recover them. n 

Investigations by - the Ministry tot Feo 
nance have shown there is unlikely tobe 








sufficient funds available to compensate: Ges 
positors in the Tokyo branch once the liqui- 


dation is completed. About 250 companies 
had accounts at the branch. UA 

By 31 March, BCCI's assets in | Japan had |. 
contracted sharply to ¥89 billion (US$650 
million) from ¥210 billion a year earlier. It 
had deposits of X54 billion, though this ue 
was apparently before the: transfers to the p 
Cayman Islands took effect. 

BCCs Tokyo branch voluntarily sus- 
pended operations on 8 July, following the 


closure of the bank's operatione in London | 


and elsewhere. 2 of. 





liquidation 


ner transfer of- ^ 





- any of the other locally incorporated, but foreign-owned, banks 
with significant branch networks in Hongkong? 

Past practice and specific government statements have led 
Hongkong to believe that deposits in locally incorporated banks 
were safe. It was made plain in the mid-1980s that a higher level 
of prudential supervision would be applied to banks than to 
(riskier) deposit-taking companies. 

. isa plain lie to suggest that the Exchange Fund could not 

: have been used in BCCHK's case because the financial system 
us was not at risk. The fund was used in the rescue of several other 
banks, including Overseas Trust, Hang Lung, Ka Wah, Union 
- Bank and Wing On in the mid-80s. With the possible exception 
. of Overseas Trust Bank, none of these failures threatened the fi- 
E " * nancial system or the exchange rate. At the time of the 1965 

- banking crisis, many banks failed, but no depositors lost money 
in x the end. 
After this long history of official assumption of responsibility 
. dn order to maintain trust in the financial system, serious ques- 
=>- tions have to be asked about why BCCHK is being treated diffe- 








aS tently. One answer is racism. The bank was owned by Arabs, 





ran by Pakistanis and did much of its business with traders 
^ from the subcontinent. If it had been owned and managed by 
British or Chinese, its demise would have evoked a more sym- 
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pathetic response in Hongkong. : 
A more justifiable answer is that BCCHK could have proved to 
be a bottomless pit if Hongkong's public money had been used 
to bail out the local subsidiary, unless the liability-asset position 
of the Hongkong subsidiary vis-à-vis other parts of the group. 
was known. Fair enough, for the time being. Meanwhile, the 
government must immediately fulfil its responsibilities by - 
guaranteeing all deposits for sums of up to HK$1 million — . 
(US$128,000), other than those held by other financial institu- WD 
tions or government-controlled. entities, local or foreign, oo 
BCCHK is hardly alone. There are Hong based bar aks G 





which, a month ago, would have been little better à sessed by ^ 
their peers than BCCHK. What. if they go under at some p point wh km 
ty lending in Southeast Asia,or — = 
the sort of practices which have required bank rescues in d - 





whether due to excessive proper 





donesia? No depositor can have much faith in the assurances of es 
the Hongkong Banking Commissioner. ol 
Once it has helped to recompense innocent losers from the - 
BCCHK fiasco, the Hongkong Government must spell out, firs 
what it means by prudential supervision and, second, 
tent of its responsibilities to depositors. Then everyone can- 
make commercial decisions unburdened by statements by o 
cials who will not put money where their mouths are. — W 























uarding against complacency is 

not an easy task with an economy 

as vibrant as Malaysia's. Inflation- 

JP adjusted growth in 1990 was 10%, 

-the first double-digit increase since 1976. 

. Government planners expect average real 

GDP growth to coast at a comfortable 7% a 

-year for the next 10 years. 

. The manufacturing production index, a 

-key barometer of business activity, rose 

15.6% in the first four months of 1991 — 

"compared with 16% in the same period a 

(s year earlier — despite the economic slow- 

=< down in major export markets. 

If the government is able to remain faith- 
ful to the development blueprints recently 
~ announced, Malaysia will be well on track 

-for advanced nation status by early next 
. century. Even a projected slowdown to 8% 

. growth this year is viewed as welcome: it 

will relieve the pressure on prices and in- 

-= frastructure bottlenecks. 

." But there are causes for concern. Espe- 
cially ominous is the merchandise trade 
deficit, which surged to more than M$1.6 
billion (US$570 million) in April, making a 
cumulative deficit of M$3.4 billion in Janu- 
ary-April. This compares with a surplus of 
M$786 million in the same period a year 
earlier. Exports totalled M$6.5 billion in 
April, against imports of M$8.2 billion. 

The slippage in the country's trade posi- 
tion stems from high inflows of foreign 
capital machinery and luxury goods. This 
appetite for Japanese manufacturing lines 
and German sports cars is a predictable by- 
product of a flourishing economy. ` 
















NEPAL BUDGET 


Prime Minister Girija Prasad Koirala says 

' the most important duty of his govern- 
ment is to provide economic relief to 
Nepal's rural poor. Koirala is hoping that 
the recently announced budget for the 
fiscal year that began on 16 July will 
go a long way towards reaching that 
oal 


In the Rs 26.6 billion (US$634 million) 
budget, the government allocated Rs 16.9 
billion for development, 70% of which is 
earmarked for rural areas. Finance Minis- 
ter Mahesh Acharya told parliament on 
11 July that the government aims to pro- 
vide adequate supplies of water, im- 
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If current import levels are sustained, | 
however, the overall trade deficit could top t 
M$10 billion this year, making a mockery of — 


the Finance Ministry’s estimate of a M$600 
million trade surplus. The current account, 
which posted a deficit of M$4.7 billion in 
1990, could deteriorate to nearly M$8 billion 
in 1991, according to United Malayan Bank- 
ing Corp. 

Inflation, as measured by the consumer 
price index (CPI), is showing signs of re- 
newed life. The CPI rose 4.3% in May on a 
yearly basis, on the heels of a 3.8% increase 
in April. Unless measures are taken to con- 
tain price rises and money-supply growth, 
the overall inflation rate for 1991 could ex- 
ceed 5%, compared with 4-4.5% forecast by 
the central bank, Bank Negara. 





A democratic stamp 


proved health services and more roads in 
ruralareas.  . 

The remainder of the budget, which is 
heavily dependent on foreign loans and 
assistance, is slated for regular expendi- 
ture. About Rs 12 billion of the budget is 
to be financed with foreign grants and 
loans. About 70% of its development ex- 
penditure is to come from foreign assist- 
ance and loans. 


Acharya said he hopes to collect - 


Rs 12.6 billion from a harsher tax regime 
and increased import levies on luxury 
items such as air-conditioners, colour TV 
sets and washing machines. 


in early July, Nepalese banks will be - 





| mon -supply growth i is worrying 
bank, which has been inter- 


| end to restrain 


















12. 3% in Maney & omp t 
year earlier. M2, the yardstick 

sector liquidity, increased "13%, against 
19.395 in 1990. 

If these inflationary. pressures continue 
unabated, the government could be forced 
to focus on more indirect factors, such as 
higher wages and escalating bank and in- 
surance fees. New controls in these area: 
could be introduced if the central bank's 
current steps to restrain excess liquidity 
prove inadequate. 

Concern about inflation is also dictating 
an upward direction for most interesi 
rates. Kuala Lumpur interbank offerec 
rates for one- and three-month terms in 
June finished at 7.12% and 7.25% respec 
tively, compared with 7.03% and 7.19% the 
previous month. 

The higher rates also reflect the centra 
bank's continuing defence of the currency 
which on 3 July hit a 26-year low agains 
the US dollar of M$2.7950. Although coor 
dinated intervention by the Group o 
Seven, the world's main capitalist eco 
nomies, is expected to offset a furthe 
strengthening of the US currency, the 
ringgit's upside potential is limited. Taming 
the outflow of funds from Malaysia witt 
more attractive interest rates is one of the 
few options open to central bank officials. 
E Doug Tsuruok: 







The government, in a bid to ease its fi- 
nanical burdens, plans to privatise much 
of the business sector. Archarya said the 
government will gradually withdraw 
from 64 enterprises in which more than 
Rs 8 billion have been invested. 

The finance minister said the govern- 
ment will hand over the total manage- 
ment of its jute, sugar and paper mills as 


well as four agricultural operations to pri- 


vate entrepreneurs. 

Acharya said measures have been 
taken in the new budget so the country's 
trade would not be so concentrated on 
India. And to minimise the impact of 
the 2196 devaluation of Nepal's currency 





able to offer foreign-exchange accounts 
free of restrictions on earnings from com- — 
mercial transactions and other authorised 
Sources. a ! Kedar Man Singh 
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"nici cy investment 

— In a new industrial policy announced on 
-. 24 July, India raised the ceiling for 

< automatic approval of foreign investment 
joint ventures from 40% to 51%. The 

_ New policy also allows for case-by-case 

~ studies of high-technology export-oriented 
ventures with higher foreign equity. The 
‘Monopolies and Restrictive Trade Practices 
Act will be changed to allow firms to 
expand output or make new products 
without prior clearance. Industrial 

| licensing i is abolished, but a list of 
exceptions includes many consumer items. 
Oil, coal and most minerals industries will 
remain restricted to the public sector. 


: EC opens investigation 

- of Thai piracy claims 

- > The EC Commission has opened an 
investigation into claims by the European 
audio industry that Thailand's lax 
enforcement of copyright protection is 
causing "serious damage" to EC 
companies. The inquiry into allegedly 
rampant production of pirate tapes in 
Thailand is only the third to be held under 
procedures instituted by the EC in 1986. If 
it finds the allegations proved, Thailand 
may face higher tariffs or quantitative 
restrictions on exports to the EC. 


Thai cabinet approves 
value-added tax plan 


> The Thai cabinet on 23 July gave its 
backing to a bill to introduce a value-added 
tax from 1 January. The legislation had 
«been stalled for two years under previous 
governments. If passed by parliament, the 
“measure will set the rate of tax at 7%, with 
an option to raise it as high as 10%. Under 
an earlier proposal, the rate was to be 1096 
from the outset. 


Increasing China trade 

worries Taipei officials 

> Taiwan's exports to China may soon 
exceed 10% of total export trade, bringing 
the island to a dangerous level of 
dependency on the mainland, according to 
government officials. China currently 
receives 8% of Taiwan's total exports. Most 
of the China trade is conducted through 
Hongkong, which accounted for 16% of 
 Taiwan's total exports during the first half 
of 1991, up from 12% during the same 
. period last year. Most of the increase was 
“in trans-shipments of semi-finished 
industrial goods from Taiwan to Taiwan- 
owned factories in China. Exports to 
Hongkong amounted to US$5.6 billion in 
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the first half, while imports totalled US$943 
million, making a US$4 7 billion surplus in 
Taiwan's favour. More than 50% of 
Taiwan's trade with Hongkong is destined 
for China, say economists. 


Bangladesh bank directors 

in default on loans 

> Thirty-three directors of nine 
Bangladeshi private banks have defaulted 
on a total of Taka 2.9 billion (US$80 million) 
in personal loans, Finance Minister Saifur 
Rahman told parliament. Placing a list of 
the defaulters before parliament, Rahman 
said the 33 had failed to repay sums 
borrowed from four nationalised 
commercial banks and two development- 
finance agencies. The list included a 
prominent MP of the opposition Awami 
League and a bank chairman, each said to 
have borrowed about US$15 million. 


. Business indicators _ 
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Further arrests shake 

Japanese corporate sector 

> The scandal-wracked Japanese business 
sector has been hit by a new series of 
arrests of corporate executives. On 23 July, 
former Itoman Corp. president Yoshihiko 
Kawamura and several other Itoman 
executives were arrested on suspicion of 
manipulating stock prices and illegally 
purchasing Itoman shares through 
corporate accounts. Kawamura is alleged 
to have bought shares in the troubled 
real-estate and trading concern via 
companies run by his relatives in order to 
manipulate the value of the stock. On 22 
July, Tadashi Tsutsumibayashi, a former 
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department head at Japanese id ing o 
company Marubeni Corp. was arre 
fraud charges following com 
another leading trading ho 
Iwai, that it had been swindl 
earlier, lawyer Toshimori ^ 
arrested for allegedly taki 
Tokyo stock speculator, . 
who is on trial for tax Mine: 








Singapore drops pi 
of Khamis allegatio i 


> Singapore's Commercial Aff 
Department (CAD) has dropped . 





five-month investigation of Moroccan-born E 
businessman Elyamani Khamis. The CAI 
said on 19 July it had found insufficient | 
evidence of any offence withir 2 igapore 
jurisdiction. Khamis, develop 








resort island of Sentosa, ha 1 eer en on bai 


arrest in March following al al egation im 


totalling 5$72 million issued = Christiana i Se 
Bank of Norway to three banks in. Ves 
Singapore. Two of the three, Standard 
Chartered and DBS Bank, have obtained 
summary judgment agunt % TAE mis 

claims totalling S$50 million. 








Former executive cha red | 
over BBMB Securities bue 

> Malaysian prosecutors said a former | 
senior executive of BBMB Securities has | 
been charged in connection with M$72. 
million (US$26 million) in losses suffered | E 
by the brokerage in improper transactions — - 
dating back to 1989. The unidentified -= 
former official, who faces three charges, is 
due to appear in court on 13 August. He 
has been charged under Section 13 of the 
Securities Industry Act, which makes it an: 
offence to serve as a dealing representative. = 
in securities transactions withoutadealer's | . 
licence. Finance Minister Datuk Seri = => 
Anwar Ibrahim said earlier that several 
former senior BBMB officials will be 
charged in the case. However, Anwar said 
Tan Sri Basir Ismail, former head of Bar k 
Bumiputra, BBMB Securities’ parent, was 
not one of those implicated. | 






IMF emergency loan 
pledged to India 


> The IMF authorised a US$220 million . 
emergency loan to India on 22 July to help 
it cope with its foreign-payments crisis. 
The loan, for the year ending July 1991, 
will help New Delhi service its US$70 
billion external debt. It represents an 
advance on a US$2 billion IMF credit that 
New Delhi already expects to receive. 
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anila was an awkward setting 
for the inaugural conference of 
the Asian Securities Industry 
E Institute on 16-18 July. Al- 
though its stock exchange is one of the old- 
est in the region, it is now one of the smal- 
lest and least admired. 

Foreign delegates were thin on the 
^ [. ground, and those who did turn up did not 
.. | endear themselves to their hosts. A Taiwan 
representative recalled in a speech how his 
bourse had hit a record one-day turnover of 
US$8 bilion in March 1990; Manila has 
never exceeded US$10 million in a day. 
Even more tactlessly, a Malaysian represen- 
tative presented tables showing the com- 
parative performance of the region's mar- 
kets, minus the Philippines. 

The setting up of a region-wide sec- 
* | urities body in the Philippines would have 

. | been a laughable idea had it not been for 
‘the identity of its backers: expatriate 
Filipino fund managers Leopoldo and Lilia 
Clemente, who run New York-based 
Clemente Capital Inc. The couple have ex- 
‘tensive contacts worldwide, and their 
clinching of a contract in May to manage a 
US$50 million chunk of New York City's 
pension fund has further enhanced their 
prestige. 

The institute has the stated objective of 
acting as catalyst for the modernisation of 
the region's capital markets. But Shroff sus- 
pects that its immediate priority is to clean 
up Manila's two bourses. 

Clemente Capitals role is not purely 
motivated by affection for the mother coun- 
try. The firm's reputation has been staked 
on its role as investment adviser to the 
closed-end First Philippine Fund. As it has 
to make decisions from its New York office, 
it is does not want to be at the mercy of the 
cabals operating within the local exchanges. 

The sway of the Clementes was con- 
firmed by the roll-call of conference speak- 
ers, which included President Aquino, Fi- 
nance Secretary Jesus Estanislao and ADB 
president Kimimasa Tarumizu. 

One notable absentee, however, was 
Manila Stock Exchange chairman Robert 
Coyiuto, who was said to be "too busy" to 
drop by at the conference, held at a hotel 
| less than 2 km from the Manila exchange. 

Perhaps there are other reasons. The 

First Philippine Fund has purchased the 
¿< | securities of 35 companies — which are 
. | now worth US$53 million — but not a 
single share in firms with which Coyiuto is 
identified, even such high-profile counters 
as Oriental Petroleum and Minerals Corp. 
and Robinsons Land. — m Rigoberto Tiglao 
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SHROFF 


Bangkok buccaneer Tanayong received its 
comeuppance when its share price plunged 
on the approach to its 16 July ex-rights date. 
And although it continues to dominate turn- 
over at the Stock Exchange of Thailand (SET), 
it seems dear that the controlling Kan- 
janapas family has suffered a well-deserved 
knock to its (bruised) reputation. 

Having widely leaked its coming rights 
issue before the 3 May official announce- 
ment — two new shares for one old one at 
Baht 20 (78 US cents) each to raise Baht 3.6 
billion — Tanayong was able to push its 
price up to Baht 463 from Baht 269 at the be- 
ginning of April. Then, in the middle of a 
campaign to tell every housewife and taxi- 
driver in town that the price would top Baht 
500 before going ex-rights, the company an- 
nounced a flashy series of acquisitions 
through share swaps. One of these ostensi- 
bly valued Tanayong at Baht 590. 

Caught off balance, the SET made a good 


Rights issue 


stab at rectifying things. It forced the com- 
pany to reveal that in one share swap 
Tanayong was valued at only Baht 367, 
some 27% below the then market price. As a 
result, the price sank from a high of Baht 554 
to Baht 336 just before the ex-rights date. 
The price subsequently fell as low as Baht 
112 (the equivalent of a pre-rights price of 
Baht 296) before recovering to Baht 154 on 24 
July. 

Following this dismal performance, it is 
understood that those preparing to list 
another large Kanjanapas property firm, 
Bangkok Land, are under pressure to give 
investors a better deal. Bangkok Land origi- 
nally planned to issue 120 million shares at 
Baht 100 each, half of them old shares 
owned by the family. The number has been 
cut by 30 million shares, apparently those 
belonging to the amy. 
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That is not a great sacrifice: the family can 
expect to take away US$120 million from the 
deal. So underwriters are apparently push- 
ing Bangkok Land to reduce its subscription 
price. The size of the issue looms darkly over 
the weakened SET, and few think the market 
will swallow it well. m Paul Handley 


As many a jilted partner could testify, a mar- 
riage proposal does not come with copper- 
bottomed guarantees of eventual con- 
summation. The financial world is also 
familiar with tales of unrequited ardour. 
Take the case of the now-discarded plan to 
merge two of Malaysia's largest commercial 
banks: United. Malayan Banking Corp. 
(UMBC) and D&C Bank. 

The putative union was arranged by the 
central bank, Bank Negara, which had 
been scouting around for a healthy partner 
for the lacklustre UMBC, which is nearly 
100%-owned by state investment company 
Perbadanan Nasional (Pernas). The merged 


B. banks would have had combined assets ap- 
Ẹ proaching M$20 billion. 


The governments determination tc 
dose the deal stems largely from the fac 
that Pernas is saddled with a yen-denomi- 
nated loan equivalent to nearly M$1 billion. 
It took out the loan in 1986 to purchase 
more than 50% in UMBC from then finance 
minister Tun Daim Zainuddin. 

Daim was selling his stake to comply 
with a directive ordering cabinet official: 
to divest their business holdings. Bul 
Pernas was left holding the bag when 
the loan's pay-back provisions were swell- 
ed by adverse currency swings. The offi 
cial thinking was that a strong merger part- 
ner would help Pernas recoup its invest- 
ment and would address the nagging prob- 
lem of UMBC's portfolio of non-performing 
loans. 

D&C, a resurgent bank controlled by the 
expanding Rashid Hussain group of finan- 
cial companies, seemed a good choice o! 
partner at the time. But then the mergei 
talks degenerated into mutual doubts anc 
recriminations. 

UMBC executives resented D&C's attemp' 
to value their bank at M$1 billion, despite 
assets of more than M$10 billion on 31 De 
cember 1988. D&C broadly hinted that the 
quality of UMBC’s management was less 
than top-drawer. 

Will UMBC be left at the altar, or can the 
differences be patched up? Whatever, the 
moral of the story is that both ers in c 
corf porate marriage should thrash out thei 
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investment Opportunity 






HOTEL POWER OF SALE: 







SKYLINE TRIUMPH 
HOTEL 


North York (Toronto), Canada 






* 380 guest room, full service hotel 

* Recently completed expansion 

* Extensive restaurant, meeting/function 
room and recreation facilities 

* Financing may be available to qualified 
buyers 









Tenders for outright purchase must be received by: 
12:00 noon (E.S.T.), September 11, 1991 
For complete information, please contact 
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BILL STONE 


Colliers International Hotel Realty 











Before July 26, 1991 
Phone: (416) 585-9433 Fax : (416) 595-5968 
After July 26, 1991 
Phone: (416) 777-2200 Fax ; {416} 777-2277 








Colliers Macaulay Nicolls (Ontario) Inc. Realtor. 






FOR SALE BY TENDER 
Gold Coast * Australia 


NIECON TOWER 
A MOST PRESTIGIOUS 

















Master Builders Association | B í 
award winner for 1990 E 


| FEATURES: 4 Absolute quality A The Gold Coast's ™ 
| most prestigious CBD office tower A Fully leased * 
, Major tenants include: Jupiters Development Ltd — Gold 
Coast Casino operators Ô Secure long term leases A Excellent 
built in growth 4 Current nett income approx. $1.64 million pa. 
A All outgoings paid by tenants A Excellent depreciation approx. 
$1.41 million pa. 


FOR COMPLETE DETAILS CONTACT: 


Richard Ellis 


international Property Consultants 


Maicolm McClelland. 

Marketing Manager, International Div. 
PO Box 379, Surfers Paradise, 

Gold Coast, Q. 4217, Australia 

Ph: 75 38 8800 Fax: 75 50 1807 




























bur ated te Service 


Chris Kloppenborg, 

Marketing Manager, International Div. 

PO Box 844, Surfers Paradise, 

| Gold Coast, Q. 4217, Australia 
jo Ph: 75 88 0088 Fax: 75 92 1632 
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(CLASSIFIED ADVERTISEMENTS 


Need joint venture partner, Set 
up rep office, Arrange technol- 
Pay transfer, Require business 


while in Indonesia. P T ANA 
HATUMAS, Tel & Fax 62-21- 
5304765 P O Box 7302, JKBMI! 
11073, INDONESIA. 
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Two-week Seminar 


EC-ASEAN Relations — The Challenges | 
in the 90s 


under the auspices of the Commission of the European 
Communities, organized by the European Institute of Public 
Administration, Maastricht, on 14-25 October 1991 


Would you like to take advantage of a unique opportunity to 
analyze and discuss current developments within the European 
Communities and the ASEAN region and to examine their impact 
on EC-ASEAN relations? 
The programme for this two-week seminar for officials from the | 
ASEAN countries, academics, and businessmen will address the | 
following issues: 

* European Union — Economic, Monetary and Political; 

* Enlargements and Affiliated Membership of the EC; 

* Initiatives for Closer Cooperation within ASEAN and 
the Pacific Region; 
Access to Markets; 
Policy Issues within EC-ASEAN Relations; 
Views on and Attitudes towards the Regions; 
Broadening the Scope of EC-ASEAN Cooperation. 
This activity is sponsored by the Commission of the EC within 
the framework of Human Resource Development in EC-ASEAN | 
Cooperation. It is organized by the European Institute of Public |. 
Administration (EIPA). For further information and to obtain | 
application forms, please contact, preferably by telefax: | 


+ + X — d* 


Institut Eu Ms Rita Beuter, EIPA, P.O. Box | 
Dam d'Administration Publique 1229, 6201 BE Maastricht, The |. 
Netherlands. Tel: 31-43-296240; | — 
z ropean institute Telex: 56892; Fax: 31-43-296296. 


To place your classified ad, 

fax: Hong Kong (852) 8346051 or call: 
5328473 Taipei 
2203603 Manila 
3270025] Seoul 
3913275 London 
3639736 New York 
5703123 Auckland 


Hong Kong 
Singapore 


Tokyo 
Bangkok 
Sydney 
Jakarta 


8086618 
4130561 | 
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The electronic midwife 


prophet is without honour in his 
own country," sighs Dr Khairud- 
din Yussof, head of obstetrics at 
the University of Malaya teaching 
hospital. A computerised "expert system" 
he helped to design for monitoring foetal 
distress has enjoyed the acclaim of its UN 
sponsors and his Thai collaborators in the 
project, he says. But it has received a cool 
reception from some Malaysian colleagues, 
who find its question-and-answer approach 
too simplistic. 

“Distress,” as the program is called, 
carefully walks its user through the various 
complications that might occur in a prob- 
lem delivery. It prompts the nurse or mid- 
wife to describe the mother's symptoms 
and vital signs. 

If the responses suggest a complication 
that is beyond the means of a rural clinic or 
small-town hospital to deal with, the pro- 
gram recommends the patient be quickly 
removed to a metropolitan hospital. 

Produced with a US$28,000 grant from 
the UN University, the program was de- 
veloped by Khairuddin and his staff in 
cooperation with information scientist Vilas 
Wuwongse of the Asian Institute of Tech- 
nology (AIT) in Bangkok. 

An English version was tested in the 
University of Malaya’s hospital and smaller 
provincial hospitals in Malaysia. Another 
version was translated into the dialect of 
Isarn (one of Thailand’s poorest districts, 
on the border with Laos) and tried out 
there. 

The actual information content of the 
program is much like that of the basic train- 
ing given to most obstetric paraprofession- 
als. The difference is that it is topically 
cross-indexed and organised into “decision 
trees” based on the real-life experience of 
seasoned obstetricians. 

This structure allows paraprofessionals 
to find the relevant information quickly, 
| without fumbling through cumbersome 
medical manuals. Such speed and effi- 
ciency can make a life-and-death difference 
in a case of foetal distress. 

“Distress doesn’t make decisions for the 
practitioner,” Khairuddin emphasises. “It 
only puts information in her hands on the 
basis of her own inputs.” 

That is the essence of an expert system, 
a once-exotic product of artificial-intelli- 
gence (AI) research which has by now be- 
come prosaic in the frontline countries of 
the Information Age. In Southeast Asia, 
however, the concept is still new enough to 
raise hackles, Khairuddin finds. 

Professional jealousy might account for 





some of the reservations expressed by his 
University of Malaya colleagues, Khairud- 
din hints. But there is also a genuine fear 
that putting computerised expertise into 
the hands of midwives, rural health work- 
ers and obstetric nurses could produce the 
results opposite to those that the program's 
designers expected. 

As one Kuala Lumpur physician puts it: 
"The best of the paraprofessionals will be 
too intimidated by the machine to go on 
trusting their own hard-earned instincts. 
The worst of them will get cocky and feel 
they can tackle situations that are really 
beyond their competence." 

And, she adds, what if something goes 
wrong? Southeast Asia might not yet be as 


on 


ay a 


Khairuddin and his computer program. 


litigious as the West, but there is still the 
question of liability. Could nurses wind up 
being penalised for the mistakes of anony- 
mous experts? 

Such fears are misplaced, Khairuddin is 
convinced. It is precisely in places like 
Malaysia and Thailand that expert systems 
have the potential to do the most good, he 
believes. 

Professional skills there are as good as 
any in the world, Khairuddin is convinced 
— not just in medicine, but in disciplines 
ranging from agronomy to city planning. 
The trouble is, there are not enough profes- 
sionals to go round. 

“Consider my own field, obstetrics,” he 
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says. "Here is our prime minister calling for 
a population of 70 million [nearly four times 
the present population] in the next century. 
Yet in all Malaysia we have barely a few 
hundred certified obstetricians. Who is 
going to deliver all those babies?" 

The answer could be to stretch the avail- 
able expertise by putting cost-effective deci- 
sion-making tools in the hands of para- 
professionals. But to do this, Khairuddin 
maintains, it is not enough to make do with 
off-the-shelf expert systems from the West 
or Japan: there are enough local pecularities 
— everything from power supply and 
water availability to religious taboos — 
require development of peculiarly South- 
east Asian expert systems. 

Such a goal would have seemed fanciful 
in the early days of AI research. But now- 
adays there are commercially available 
"shell" programs that help software writers 
design their own expert systems for any 
topical area they choose. Distress was writ- 
ten with one such program, Personal Con- 
sultant Plus, by Texas Instruments. 

With a shell program, writing an expert 
system becomes "basically a sorting job — 
not especially challenging, technically," 
says the Arr's Vilas. Rather, the main chal- 
lenges, at least for the Thai part of the pro- 
ject, turned out to be social and psycholo- 
gical, Vilas relates. 

The early versions of the program boiled 
down the obstetric delivery process to a 
series of yes/no questions and simple menu 
choices. They covered the ground, and 
guided the user to pretty much the same 
decision points as the final version, Vilas 
says. But in field trials in Isarn, the AIT re- 
searchers found midwives resisted using 
Distress. "They didn't feel in control. It was 
like we had taken their patient out of their 
hands." 

To overcome the problem, Vilas rede- 
signed the program to accept more varied 
inputs from the user. "We ask them to key 
in things like temperatures and pulse rates, 
and we give them more sophisticated 
menus." These emendations may slow the 
program down a little, he admits, but they 
greatly increase user confidence. 

Still, he admits, for his next expert-sys- 
tem project he might tackle something 
where human lives are not so much at 
stake. Shrimp farming, perhaps, or bank- 
loan analysis and credit negotiation. And, 
in the not-too-distant future, he hopes to 
create a new kind of program whose time, 
he is convinced, has arrived in Southeast 
Asia: an expert system for designing expert 
systems. m Lincoln Kaye 
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with backlit keypad and LCD 
for easy dialing in the dark. 







Plus an optional car mount 







| o A 
kit for hands-free operation E. 


and recharging on the road. = m 






Panasonic cellular phone. 






Because a single call can 





make the difference 
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C E L L U L A R P H Oo N E S 


Contact any of the following for further details about Panasor AMI r NM] cellular phone TAIWAN (AMPS): Sung Tien Mou Co.. Lid. 886-2-757-1905 
HONG KONG(AMPS/TACS): Shun Hing Ti ) | 852-81 SINGAPORE (AMPS): Asia Matsushita Electric $) Pie id 65-225-0444 MALAYSIA (TACS): 
Matsushita Sales and Service Sdn Bhd. 60-3 7: THAILAND (AMPS/NMT): v Nal il Sa ind Service Ltd. 66-2. 514-050! KOREA (AMPS): Han Song 
telecom Corp. 82-2-554.5025 NEW ZEALAND (AMPS): Mobili id 64 PAKISTAN (AMPS): PAKTEL 92.21.512537 
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Then. 


In 1964, the Sanwa Bank opened a branch 
in Hong Kong—its first overseas branch in 
Asia and Oceania—to provide commercial 
banking services to businesses in the region. 













Leadership in the development 
of new financial instruments, 
Tokyo headquarters 





x ii 
Leading-cdge dealing 
technologies, Tokyo 







Long expertise in international 
capital markets 


f F " i , ~~ 

| aet een 
Prominence in international loan | Dealing and forex activities Extensive development financing Sanwa Bank Foundation scholar- 
syndications, Hong Kong Singapore Shenzhen ships for students in Bangkok 





QS 
Leasing services for a wide range 
of businesses 












Project financing for coal mines, 


A familiar name throughout Asia 
Australia 


and Oceania 









The Sanwa Bank, Limited is proud of its long tradi- 
tion of service in Asia and Oceania. Jb 

We, and of course the clients we serve, have grown go 

over the years. r1 

Today, Sanwa is the world's 4th largest bank*. Our 
network in Asia and Oceania is one of the largest in 
the region, providing comprebensive financial services 
to individuals, businesses, and nations, including every- 
thing from commercial banking to investment banking e 
to near-banking services. & 

As a result, we're better positioned than ever to meet & 
your financing needs today. 

And for a long time to come. 


eu Sanwa Bank 


Sanwa bankers are working for you everywhere. +1991 Institutional Investor survey 
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LETTERS 


Two sides of Singapore 

Francis Seow [LETTERS, 25 July] raises issues 
which have been repeated, rehearsed and 
rebutted in the LETTERS columns of the 
REVIEW. 

The facts are that when the Workers' | 
Party was in receivership, J. B. Jeyaretnam 
and Wong Hong Toy took a crossed 
cheque which had been made out to the 
party, handed it back to the donor, and 
asked him to alter it to a cash cheque in 
order to deprive the official receiver of the 
proceeds of the cheque. For this they were 
convicted of fraud by the Singapore courts. 
However, the Privy Council took the view 
that they committed no crime in doing so. 

K. Shanmugam, a lawyer and People's 
Action Party MP, published a critique of | 
the Privy Council judgment in the Mala- 
yan Law Journal 1989. He demonstrated 
that this opinion of the Privy Council is 
seriously flawed. It contradicted legal | 
authorities which established that once 
the cheque had been received by the Work- 
ers’ Party, Jeyaretnam and Wong Hong 
Toy had no right to return it to the donor to 
be altered. 

The point is that the Privy Council had 
no jurisdiction to review or overturn 
Jeyaretnam's criminal convictions, as Seow 
acknowledged. 

Seow makes vague allegations (“it ap- 
pears,” “counsel reportedly responded”) 
that the attorney-general was aware of 
what was going on in the Privy Council, 
but had not requested to be heard. The at- 
torney-general was not a party to the pro- 
ceedings at all. No papers were served on 
him. Neither of the parties communicated 
with him. 

For the Privy Council to go beyond its 
jurisdiction to review the criminal convic- 
tions, it had to inform and hear the attor- 
ney-general. The Privy Council violated a 
fundamental principle of natural justice 
when it did neither. 

Seow is hardly a champion of the rule of 
law. He is a fugitive from justice. Charged 
with income-tax fraud, he instructed his 
lawyers to tell the court that he was too ill 
to travel back to Singapore by air to stand 
trial. He sent false medical reports from 
two US doctors to deceive the court. 

When the public prosecutor produced 
evidence that he was criss-crossing the US 
by air, his lawyers discharged themselves. 
They disclosed to the court that Seow’s 
own English QC had dismissed one of his 
medical reports as “inadequate, ambiguous 
and useless.” 

These facts are known to the REVIEW, 
having published numerous letters in 
1989-90. Nevertheless, the magazine 
printed Seow’s letter, after it had published 
Jeyaretnam's own reply to my colleague's 
letter (Tan Sor Hoon) of 20 June. Is the 


FAR EASTEHN ECONOMIC REVIEW 


i 
| 
| 
| 
| 
i 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
I 
| 
| 
| 
| 
| 
4 
| 
[ 
| 
| 
| 
TN 


— 


Subscribe now | 


and ensure your copy each week. — : E 





FarEastern Economic 


JETSPEEDED RATES 





Country [3 months [ monthe [ i year 

Bangladesh U8$59.00 
Brunei 8$49.00 B$90.00 B$157.00 
India US$59.00. 
Indonesia 8$57.00 
Japan ¥22,500.00 
Korea Seco e 15$75.00 
Malaysia M$165.00 
Pakistan US$45.00 
Philippines US$45.00 
Sri Lanka US$45.00 
Taiwan 5$89.00 
Thailand US$70.50 
Rest of Asia 5999.00 
Australasia ron 00 A$74. o6 A$129.00 
New Zealand NZ$150.00 
Canada C$55.00 C$170.00 
U.S.A. U5$135.00 
Shale US$55.00 | ussiot00 | US$175.00 


South America 


Europe, Africa 
& Middie East 


£28.00 £87.00 


SURFACE MAIL RATES 

















Gouniy | 3 months | 6 months | 
Hongkong HK$152.00 i HK$280.00 | HK$485.00 

















US$27.00 uS$49.00 U5$85.00 

£17.00 £32.00 £55.00 
Elsewhere 

AS$33.00 AS$60,00 AS105.00 


¥3,900.00 ¥7,190.00 ¥12,506,00 





... plus the Asia Yearbook 


Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
Yearbook. It gives you Asia minus the mystery, 
minus the myth. A country-by-country survey of 
Asia. Everything from Finance & Currencies to 
Politics and Social Affairs. The only single 
medium of its kind. 


Rate: Soft cover US$32.50/HK$255.00 (or the 
equivalent in local currency). Add the Yearbook 
cost to your subscription rate shown above, and 
send the total, with the completed coupon. 


Please enter my subscription for 
(43 months — 1 6 months 


LJ Please include the Yearbook at extra 
US$32.50/HK $255.00. For airmail 
delivery, please add: USST/HK$55 


qnoi 


is enclosed 


Mass. 


Me ee nae tee Hc Penne e inen e m Pr merear even cre a n rmi Rita Pai RORY Sr a a a a a 


‘ad Surface mail 
Cheque payable to Review Publishing Company Ltd 
enclosed. 


To: Circulation Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 


LETTERS 


REVIEW a neutral unbiased reporter, or an 
adversary still feuding against the Singa- 
pore Government? EMILY K. WILFRED 

Press Secretary to the 
Singapore Minister for Law 


> This correspondence is now closed. 


Rural grass is greener 

Your Bangkok correspondent Paul Hand- 
ley is better qualified to talk about that city 
than about the northeast of Thailand. His 
article entitled How the other half live [18 
July] is suspect for statistics quoted out of 
context without indicating the source or 
date; for its inaccurate social and economic 
analysis; and for its faulty geography. 

During 11 years residence in Thailand, 1 
was in charge of a series of Isarn rural in- 
frastructure projects (from 1979), including 
three in Sakon Nakhon province. The "arid 
plateau” he mentions does not begin at 
Korat. This is an area with a similar mean 
annual rainfall to Bangkok (c. 900 mm) but 
with a longer dry season. The soils are 
sandy but there is often an impermeable 
day stratum which retains water and al- 
lows one crop of rice a year. 

Further south of Sakon Nakhon is an 
area of good soil and prosperous agricul- 
ture around Maha Sarakham, halfway to 
Korat. The northeast, far from being arid, 
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has a season of annual floods due to the 
intensity of the rainfall, and the country 
around Si Song Khram looks like an inland 
sea in September. 

One of my projects involved sinking 
wells to irrigate paddies, lower the water 
table and flush out the salt which is a prob- 
lem in Isarn. 

At Khon Kaen, north of Korat and 
southwest of Isarn, there is a government 
well-drilling unit and records of more than 
1,000 bores sunk in the northeast of Thai- 
land in the past 15 years. The paddy fields 
in the far northeast are often too unproduc- 
tive due to an undeveloped water supply, a 
technical problem which is being solved by 
the Royal Irrigation Department. 

There is emigration from Isarn, not only 
of girls to bars in Patpong, but young men 
who qualify as professionals at universities 
in Bangkok. And in many villages there are 
homes inhabited by “Khun Saudi,” the 
wives whose husbands are sending home 
money from the Middle East. 

Having sometimes travelled 2,000 km a 
month on the road to various rural projects 
over the past 12 years, I have yet to find a 
Thai village without electricity, shops, a 
place to eat and sometimes to sleep, access 
roads, a Wat, sometimes a church, a dis- 
pensary and a school. True, the water sup- 
ply can be improved, and I did improve 
many. Also, I have found governors ap- 





proachable, efficient and with considerable 
influence over the bureaucracy. I also had 
good cooperation from the Ampur (district 
offices). 

| can assure your readers that what 
Handley calls “the other half" live a lot bet- 
ter in Thailand than in many other coun- 
tries. 
Manila C. DE ROUGEMENT 
> The combination of poor soils, inconsistent 
rainfall and a long dry season mean that water 
supply is far more than a "technical problem, " as 
C. de Rougement describes it. The number of 
dams and wells which can be built could only 
touch the surface of the water problems of the re- 
gion. The question is whether the lot of Thai- 
land's poor has improved much over the past four 
years of rapid growth. In Isarn there is still signi- 
ficant malnutrition; there are thousands of vil- 
lages without electricity (even Egat's statistics re- 
veal that); children still leave school at an early 
age to work for their families. 

The fundamental problem is that the north- 
east cannot support itself. Even de Rougemont 
points out that one crop a year is not sufficient for 
the people to live on and that many, from the un- 
skilled to the college-educated, leave the region for 
jobs elsewhere. The article stated that the govern- 
ment has not made much progress in halting this 
flow by helping to create employment and alter- 
native income-generating opportunities within 
the region. 
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alour under fire [18 July] states 
Spanish advance in the early 17th 
^ introduced the slave trade in Cen- 
uzon." This is not correct. Slavery 
xisted in Luzon and other parts of the 
Philippines before the arrival of the Span- 
ards. Furthermore, the enslavement of the 
ndios," the term used to include all native 
ilipinos, was prohibited under the Laws of 
the Indies which governed the Philippines 
. until early in the 19th century. The only ex- 
“ception was the Moro (Muslim) prisoners 
. ^ of war. This was reaffirmed at the Synod 
[m < of Manila of 1582, which required all 
_ Spaniards in the Philippines to free all their 
_ Indio slaves under pain of being denied ab- 
solution, a very serious thing in the 16th 
~~ and 17th centuries. 

This does not deny that the enslave- 
ment of Aetas existed in a clandestine way, 
but this was not sanctioned by the Spanish 
crown during the Spanish colonial regime 

. jn the Philippines. 
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Lock, stock and bank vault 
In your editorial [1 Aug.] you said that 
-Dah Sing Bank is foreign owned. In fact, 
.the bank is wholly owned by Dah Sing 
. Financial Holdings, whose main share- 
=- holders are as follows: the Wong Family, 
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Tout! Deposits.. " ! | 
` Total: Assets. a s i 


| Significant even: . 


47.2775; Mitsui Trust & “Banking, 18. 18%; 
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Sumitomo Life Insurance, 9.09%; and the 
Windsor Group, Hongkong, 4.18%. 
Hongkong R. CARSTAIRS 


nme tare rra animata A dini Aaron rm armar rar My M A erre sr aa a ma iaaa A iA AAAA AA bt Ate i minm 


Half truths and grievances 

One of Aceh's understandable grievances 
against Java is the latter's superiority com- 
plex. However, as president of Aceh, 
Hasan di Tiro ought to know that his own 
Acehnese one-upmanship, "In the 1860s 
Aceh was still an independent sovereign 
state" [REVIEW, 25 July], is at best half 
true. 

What Aceh had was a semblance of 
independence. Four Anglo-Dutch wars, 
which only ended in 1728 and were fol- 
lowed, from 1793 on, by wars involving the 
French as well as the Dutch and the British 
brought the regional colonial powers to fi- 
nancial ruin. They needed some peace to 
use the plunder of their respective colonies 
to replenish depleted coffers. For this Aceh 
was made a de facto buffer state. That Aceh 
was able to last so long was partly due to 
the Javanese ability to put up a stiff re- 
sistance for so long — the last Java war 
only ended in 1830. Indeed, the Dutch 
would presumably have been harder 
pressed had they not been able to use the 
Chinese to mask their colonial crime. The 
claim that Lincoln "recognised" Aceh's 
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® The Company has obtained approval i in principle from the Minister of Finance to take over Kewangan Usahasama 


Makmur Berhad (KUMB) subject to the approval of the relevant authorities and shareholders. 


® The Unit Trust division of MBT Unit Trust Management Bhd has launched its First Equity Unit Trust Fund of $50 


approval of the.relevant authorities:- 
(a) Bangsar Shopping Complex in Kuala Lumpur 
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million in May 1991. The Property trust division has acquired the following Properties which are still oe to. me 


NS Wisma Luxor, an industrial and warehouse complex in Petaling Jaya 
ia MBT, a 42 nd office pU in Johor Baru. 
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territories, cynically ashing - in 
waters, by recognising and aiding lil 
movements especially in South An 
The US saw in Aceh a chink of the. 
landsch Indisch bastion whereby the In 
sian market could be pried open. I 
these US probes that jolted the Dutc 
the action of subjugating Aceh. By thi 
other colonial powers were bi 
with emerging nationalistic mo 
their respective colonies, wh 
limbering up towards war. aga ins 
over the Philippines. It is a historical f: 
that when the Dutch put their mind to it, 
they needed less time to subdue Aceh than ar 
they did Central Java. D 

Liberation can only be achieved by tise a 
whose minds are liberated. And we can 
only liberate our minds if we rid ourselves 
of our colonial grounding, i in this case by 
not indulging in. hubristic. eneupmam | 
ship. E 
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reign Relations : US-China-Taiwan 
"resident Bush succeeds in retaining 

- most-favoured-natiori trade status for 

-. China by linking it with US support for 





. .. Taiwan's entry into Gatt 8 


- Japan : Scandal  — 

- A list naming companies that received 
payments from brokers to compensate for 
stockmarket losses is seen as incomplete 
by critics 9 
Hongkong : Government Leaks 
The acquittal of a senior Hongkong 
<+ police officer accused of passing 
^. information on commercial crime 
cases to an independent investigator 


- c reveals the extent of information leaks 


ae between the government and the private 


"sector 10 


South Korea : Political Funding 

The unexpected resignation of a star 
opposition MP highlights the inequities of 
a system of political funding that favours 
the party in power 11 


Foreign Relations : Australia-Malaysia 

Recent Australian efforts to repair 

damaged ties with Malaysia receive a 

. cautious welcome in Kuala Lumpur but 
. spark media criticism at home 13 


Hongkong : China Floods 
- Hongkong leads the world in donations 
towards Chinese flood relief. But some of 
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Prowling Tiger 

A leading member of Sri Lanka's 
Liberation Tigers of Tamil Eelam 
separatist guerilla group was recently 
seen in the Thai-Cambodian border town 
of Aranyaprathet, where he reportedly 
contacted Khmer resistance groups. He is 
said to be shopping for arms to be : 
shipped back to Sri Lanka, and the Thai 
police Special Branch is monitoring his 
movements. China has been supplying 
arms and ammunition to the various 
resistance groups opposing the ! 
Vietnamese-installed regime in Phnom 
Penh since 1980, and Thai intelligence 

-+ Sources are concerned. the imminent end 
to thed civil war in Cambodia : may result i in 








the leading donors may have had political 
motivations 14 


Malaysia : Polls Message 
A narrow by-election defeat confirms the 


dip in opposition fortunes since the 1990: 


general elections 14 


Cambodia : Crime 

Indiscipline among troops belonging to 
the country's various factions has led to a 
wave of murders and robberies as the 
12-year civil war appears near to 
ending 15 


Bangladesh : Smuggling 

A study by a team of top economists 
points to a nationwide smuggling 
network so pervasive and entrenched as a 
parallel economy that mere tightening 
law enforcement would hardly dent the 
problem 16 


Philippines : NGOs at Work 
Philippine non- 
governmental organisations 
(NGOs), reputed to be 
among the best organised 
in the world, play such 

a vital role in the 
implementation of 
development projects that 
they are often treated as the 
equals of government 
departments and deal 
directly with aid agencies 
abroad. Some NGOs are 
supported by business and 


increased availability of arms on the 
black market. 

No Exit 

Thai officials prevented Sein Win, prime 
minister of the Thai-border-based 
National Coalition Government of the 
Union of Burma (NCGUB), from boarding 
an aircraft to Geneva on 21 July where he 
was due to meet a representative of 
Canada’s International Centre for Human 
Rights and Democratic Development. The 
centre, an independent institution 
sponsored by the Canadian Government, 
decided to give the NcGUB C$100,000 
(US$87,000) in June to train its members 
in international lobbying. The NCGUB 
comprises candidates who were elected to 
Burma's National Assembly in the May 
1990 elections but were prevented from 
taking office. They subsequently fled to 
the Thai border, where they proclaimed 
their own government to challenge the 
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groups; but most 
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communist-controlled regions. Tor better i 
or for worse, politics has always been an 
essential element in the larger context of 
NGO activity, given their predominance in 
environmental work and their role in 
mobilising grassroots sentiment against 
the deposed Marcos regime. Manila 
bureau chief John McBeth looks at the 
part these organisations may play in the 
electoral process, as the 1992. presidential 
election looms 20 . 

Nepal : Gurkhas | 

Britain's decision to cut its army's Gurkha . 
contingent threatens wee ee 3 
economy 24 | 





Cambodian border crime (15). 


legitimacy of Burma's military regime. 
The Thais may have prevented Sein 
Win from leaving through Bangkok - 
in order not to upset relations with 
Rangoon. 


Out of the Loop 





Some Vietnamese officials a 


S are > privately 








conflict that iir p Ha sis out of any 
significant role in the pence laa and 


reduce : its influence over 








for talks with. representatives of the other 
three factions involved in the country's 
civil war. Vietnamese ice were 
surprised they were not. m t in 

of th renee on ies hg 
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é ^ pls sive beides and economic 
us polices are beginning to emerge 25 






e Vietnam : Conservation 

«The French colonial heart of Hanoi 

- survived bombs and neglect, but it may 
not survive the city’s moneyed elite 44 


India : Fads 
. Indian quiz contests have grown into a 
THufB- million rupee id 45 


: Business Affairs 


E India : : Policies 

The Rao government has turned the 
.. economy towards global competition, but 
it will take two to three years before it 

: becomes clear whether the country has 
"truly embraced reform 48 
i Funding e 48 


P. Fui Bank sacks cs staff involved in an illegal 

.. loans scheme 50 

P Singapore : Companies 

As Ong Beng Seng aims to make his 

E . Hotel Properties the premier hotel l 

, company in the city-state, many analysts 
. wonder whether he is moving too fast $2 





Sihanouk in June in Pattaya, Thailand, 

. during which the warring groups agreed 

. on a formula to establish a Supreme 
National Council. Hun Sen only called 

: Hanoi after the agreement had been 
finalised. 





Thach, n lost his 
position « on the 





congress in late June, 
surprised the US 
Government by 
sending a letter to 
Secretary of State 
. James Baker proposing bilateral talks 
... during the first two weeks of July. US 
+: officials assume Thach either wanted to 
gs make one > last effort to improve relations 





Thach. 
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Japan-EC : Trade 
The EC raises the limit on Japanese car 
imports, but it says that output from 
transplanted factories in the grouping will 
be counted as part of the total 54 
Burma : Economies 


The government these days sends 
loudspeaker trucks to markets and 


threatens traders with stiff punishment if | 


they do not comply with an irrational 
price regime, revealing its real attitude 
towards free-market reform. Despite 
government steps to de-control agriculture, 
encourage foreign investment, legalise 
border trade and revamp a host of laws 
regarding tourism and banking, life has 
changed very little for most Burmese in 
three decades. Correspondents Jonathan 
Friedland and Bertil Lintner look at how 
Burma's open-door policies are being 
reconsidered and why foreign 
entrepreneurs have good reason to be 
cautious. They also examine the prospects 
for foreign oil companies in Burma 56 


Malaysia : Companies 

Lim Thian Kiat is quietly moving, to 
ensure control of Magnum Corp.'s 
lucrative gaming operations 61 


Philippines : Policies 

A tariff-reform programme is a heavily 
diluted version of an earlier package that 
was derailed by business groups 62 


Asia : Trade 
An extension of the Multi-fibre 
Arrangement prevents a textiles war 62 


before stepping down as foreign minister 
in August, or planned to give Washington 
some advice on how to deal with Hanoi's 
new leadership. In the event, the US 
agreed that Assistant Secretary of State 
Richard Solomon would meet Deputy 
Foreign Minister Le Mai in Bangkok on 
27 July. 


Low Bid 

US negotiator Richard Armitage originally 
offered only US$100 million a year in 
compensation for the volcano-damaged 
Subic naval base, but doubled the amount 
after President Corazon Aquino let it be 
known that it was simply not enough. US 
officials confirmed that was the initial 
offer, but analysts believe it may have 
merely been an opening gambit to test 
sentiment in the wake of the Mt Pinatubo 
eruption. The president's reaction came 
during a meeting between Foreign 
Secretary Raul Manglapus and 10 
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- Modelling the future 70 


- bank supervision and examination. 
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vernment's. new 
welfare spending 63 — 
Pakistan : Banking t : CM 
An affiliate of BCCI bids. to take o 
Pakistan branches 63 4 
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Citics new Hongkong f si | 


Stockmarkets 67 
Traveller's Tales 24. 


Philippine senators while the latest round . 2 
of talks on the future of the US bases was o 
in progress. 

Diminished Powers 

Senior Thai central bank officials and 


commercial bankers are worried about a a | 
planned deposit insurance institute — 





backed by Deputy Finance Min teris P 
Virabongsa Ramangkura. "Virabongsa YS 





plan, they say, would strip the comme ins 


powers from the central bank and. put 
them in the hands of the new institute- 
which is not designed to handle the task. - 
They fear the institute's lax authority and | 





government s “supervisory role and 


sharply heighten the potential 1 for ac 
nking industry debacle. Bi | 
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their objections. NC 
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US statement. dedicate support 
for Taiwan's application to join 
- Gatt has raised hopes for a long 
overdue improvement in the 


e ae s trade relations. But the direct im- 


pact on trade may be less important than 
signs that the US is moving towards a more 
*. positive assessment of Taiwan's future poli- 
tical status. 

sU. Although the statement on Gatt came in 
the context of Washington's ties with Pe- 


cc king and was contained in a letter from Pre- 
-= ¿sident George Bush to Sen. Max Baucus, 
-Taiwans newspapers played up the letter 
|». dn their pages. 


| In the letter, Bush addressed the major 
«^; concerns about his China policy and said 
the US “will begin to work actively with 





|". Other contracting parties to resolve in a 
- favourable manner the issues relating to 


Taiwan's Gatt accession." The letter report- 
edly won a few extra votes for the White 
House in its attempt to lobby for uncondi- 


. - tional renewal of China's most-favoured- 


nation trade status. While the Senate did at- 
tach conditions to China's trade privileges, 
the vote fell short of the number needed to 
override a presidential veto. 

Taiwan has been lobbying hard for Gatt 
membership since it applied in January 
+1990. Active US support is essential to win- 


e ning over other Gatt members, especially in 


Western Europe where many countries 
have been unwilling to side openly with 


> i Tricks or r treat? 








FOREIGN RELATIONS 


Taiwan welcomes US support on Gatt application 


of sorts 


Taiwan because of China's objections. 

But for some in Taipei, the Bush state- 
ment was too closely tied to White House 
lobbying to offer a safe haven from future 
policy shifts. Foreign Minister Frederick 
Chien had asked that Taiwan's Gatt bid not 
be linked to the debate over China's trade 
status, which Chien said is a domestic US 
affair. With a total two-way trade of US$122 
billion with more than 170 countries in 
1990, Chien and others have argued that 
Taiwan's accession to Gatt should be consi- 
dered on its merits and not as a political 
concession. 

"This is definitely good news for us," 
said a senior Foreign Ministry official. "But 
it does not mean a fundamental change in 
US policy, nor is it clear what the next steps 
will be." Bush also did not say whether the 
US would push for Taiwan's admission to 
Gatt before that of China, whose applica- 
tion has been set aside indefinitely because 
of setbacks in economic reforms. 

Like the proverbial grass that can get 
trampled when elephants fight, the Taiwan 
Government has kept its head down in the 
US debate over China. Taipei clearly bene- 
fits from keeping Peking engaged with the 
West if it contributes to China's stability 
and prosperity, regardless of current trad- 
ing practices or human-rights policies — 
though it has kept its opinions to itself. 

The reason is simple: Taiwan cannot 
easily rebuild ties with the US, its principal 
patron and biggest trading partner, without 
distancing itself from the unpredictable 


tion once again in US-China KORR | ^u 
To veto congressional legislation, | 


the more ge age 








swings in US-China relations. Trying to 
nudge Washington to place policies to- 
wards Taipei and Peking on separate tracks 
has meant trying to break down the 
mindset of the past 40 years in which Pe- 
king's gain was seen as Taipei's loss, and 
vice versa. 

According to a Taiwan presidential ad- 
viser, this mindset is more entrenched in 
the White House than in the US Congress, 
where a new coalition of liberal Democrats 
and conservative Republicans has taken a- 
positive view of Taiwan's economic success 
and political reforms. Ironically, a similar 
bipartisan consensus once existed in sup- 
port of Washington's opening towards Pe- 
king. 


he boost for Gatt membership 
came as US watchers in Taipei 
were busy digesting the signifi- 
cance of recent remarks by two 
prominent Americans: James Lilley, former 
US ambassador to Peking and Natale Bel- 
locchi, chairman of the American Institute 
in Taiwan (AIT) — the unofficial US em- 
bassy. Lilley criticised Peking's concept of 
sovereignty as outdated and said the idea 
of "one country, two systems" asa formula 
for the unification of Taiwan with China 
would not work. In a speech to a university 
audience in the US, Bellocchi referred to "a 
separate Taiwan identity." 
These comments would be unremarka- 
ble in any candid discussion about Taiwan, 
but they were S with deg by 
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ost- Bush needed at least 34 of the 100 sena- UM 

i -tors to vote on his side; with less, his veto -Eag 

would be over-ridden. While the White — go 

<- House lobbied the senators, a proposal 

by Sen. Max Baucus — agreeing with witi 
. , Bush that MEN is the wrong tool to force 






















th ihe Central barn point. The senators. En 

ranted to pressure China o human. 

| tights, weapons exports and alleged un- 
-. fair trade, and also wanted the UStosup- 
E port Taiwan's Gatt membership. | 

~ Asin other countries, the US. Gov. er Y 
> ments s economic agencies are sympa the- 
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_ Some commentators as a refreshing break 
from the lip service paid to a rigid one- 
China policy by US officials. They have also 
prompted local editorials proclaiming a 
new consensus in the US on Taiwan. 

Despite the gesture on Gatt, observers 
say the Bush administration remains cool 
towards Taipei’s concerns on other issues. 
Hence the enthusiastic welcome to Lilley 
during a visit in late July which raised ex- 

` pectations of additional US military sales to 
Taiwan. Lilley met President Lee Teng-hui, 
Premier Hau Pei-tsun and other officials 
whom he knew when he served as head of 
AIT in the 1980s. 

Lilley denied discussing arms sales, and 
said in a radio interview before his depar- 
ture that China's military equipment was 
not very advanced. Despite his criticism of 

-Peking’s policies, he was optimistic about 

. relations across the Taiwan Strait. But Lilley 

. also visited the facilities where Taiwan's in- 

- digenous defence fighter (IDF) is under de- 

= velopment. 

A few days before Lilley's arrival, a pilot 


~ July: " Although it is. not directly related 
-o to China's MEN status, I share your in- 
terest in Taiwan's accession to the Gatt- 
u.s. The US will begin to work actively 
ith other contracting parties to resolve. 
ia favourable manner the i issues relating 
aiwan's Gatt accession." | 
He went on: "Because China . . . 
also make an important contribu- 
the global trading system, I will 
to have the Chinese Government 
os on trade reform so that China's 
plication can advance...” Sev- 
later, 44 senators voted. against 
MEN e extension for China, 10 
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was killed during a test flight of the IDF, 
which is intended to replace Taiwan's age- 
ing fleet of F104s. Defence officials insisted 
the crash would not delay the IDF program- 
mes and two more prototypes are expected 
to come off the production line in the first 
half of next year. 

Taiwan has unsuccessfully tried to buy 
advanced fighters from overseas to replace 
the outdated F104s, which crash fre- 
quently. Four F104s have been lost so far 
this year. Defence Minister Chen Li-an said 
recently that Taiwan's attempts to purchase 
aircraft would complement and not replace 
the IDF programme. 

The military's first choice remains the 
the US-made F16, which Washington has 
refused to sell to Taiwan for the past 10 
years, though the pending purchase by 
China of the Soviet SU27 fighter has in- 
creased pressure for a change in US policy. 
Sources say that an alternative to filling 
Taiwan's "fighter gap" is for the US to pro- 
vide the Patriot missile or a similar defen- 
sive weapon system. & 


those who feel his move may again make 


"Taiwan a major irritant in Sino-US rela- | 


tions. Washington has been quite critical... 


of China on several scores in the past = 


year and the Taiwan issue could drive Pe- — 
king over the edge, some say. A report. 
from Peking quoted a Chinese official as — . 
saying that he would not oppose a simul- — 
taneous accession of China and Taiwan 

to Gatt. 

Like the US, most countries have hesi- 
tated to antagonise China and shunned  . 
Taiwan on many issues, including Gatt- 
Knowing this, Peking will probably pres- . a 
sure Gatt not to let Taiwan in before Pe- 
king. But Taiwan officials are hoping that 
the new US support may persuade many 
Gatt members to side with Taiwan. = 

m Susumu Awanohara - 
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E 3 ublication of a list of 228 c corporati or 
and three individuals who recer 
payments approaching a total of 
US$1 billion from major securities houses to 
compensate them for stockmarket losses 
failed to assure most Japanese that either 
the securities industry or the government 
has yet come dean on the scandal 
The list was finally made public on 29 
July by the Japan Securities Dealers Associ- | 
ation (SDA) after individual brokers and the 
Ministry of Finance (MOF) had declined to 
name names. The JSDA move followed calls 
by Prime Minister Toshiki Kaifu and rulin 
Liberal Democratic Party. (LDP). secretary 
general Keizo Obuchi for disclosure. — 
Although the list of clients — who re- 
ceived total compensation of 36128.3 billio 
(US$936 million) from the Big Four brokers 
Nomura, Daiwa, Nikko and Yamaichi — 
included the names of some of Japan's 5 
largest industrial corporations and severa 
semi-governmental bodies, individuals. 
were only identified by their initials. ; 
Car makers Toyota and Nissan were 
prominent, as were industrial giants such. 
as Matsushita Electric Industrial and. trad- 
ing company Marubeni, but there were few 
financial institutions and only one big bank, 
Saitama — which has since merged with — 
Kyowa. Some companies subsequently |. 
denied having been compensated, oro 
claimed they had not been aware of such. 
payments. IUE 
The three individuals on the list were 
given as “MH,” compensated by Nomura 
to the tune of € 1.9 billion; "FK," later iden- 
tified as Furono Kiyotaka, chairman. of 
Furono Electric, who received 3896 millic 
in compensation; and “H < who recei 
Y. 9 billion. . LN 2i 
. The identities of "ME" and: ^ X^ 
main unknown, but a strong suspicio 
sists that the compensation list 
“sanitised” by the time it was made | 
The full list may include the names. | 
individuals — possibly ined in E: me 





















































“The impression of a cover-up wag nae 
forced by the evasive reply by 
securities bureau . directo es 
hiku Matsuno to a Ho 
tives finance commi 
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Katsuyuki Higasa that no politician's 
name had "yet" been discovered among 
those compensated, though he claimed 
the lists had not then been examined 
closely. 

Immediately after the JSDA published its 
list, Shogo Ohki, who heads a Social 
Democratic Party of Japan (SDP]) team in- 
vestigating the stock scandals (REVIEW, 1 
Aug.), declared the list to be only a “par- 
tial” one even of those clients compensated 
by the Big Four brokerages. 

Ohki said his party wants to see a full 
list of those compensated, including 
clients of brokerages other than the Big 
Four. The spp} is also calling for all those in- 
volved in the scandal to be subpoenaed to 
give evidence before any parliamentary in- 
quiry. Other opposition parties made simi- 
lar calls, 


Parliament's Upper House is due to 
open a session of its finance committee on 
2 August to look into the scandal, and LDP 
officials have said the government is ^not 
refusing" to take the issue up again at a 
special parliamentary session due to con- 
vene on 5 August. 

Meanwhile, parliament's Lower House 
finance committee decided on 30 July to ask 
six additional brokerages — New Japan 
Securities, Kankaku, Wako, Kokusai, 
Sanyo and Tokyo — to disclose the names 
of clients they compensated to the tune of 
around ¥35 billion in all. 

Recent public statements by senior LDP 
officials have reinforced the impression that 
the ruling party is hoping the scandal will 
go away quickly with identification of com- 
pensated clients. There is also a view that 
by the time Kaifu joined the clamour for 





Cynicism evident in aid to China flood victims 


Give and let live 


By Stacy Mosher in Hongkong 


erided as “the place where every- 

thing goes and nobody cares,” 

Hongkong has nevertheless show- 
ed impressive generosity in raising funds 
for disaster relief. Voluntary agencies have 
lauded the per capita largesse of ordinary 
citizens for such distant causes as starving 
Ethiopians and Kurdish refugees. 

In that context it should come as no sur- 
prise that Hongkong raised more than 
HK$600 million (US$79 million) to aid fel- 
low-Chinese across the border suffering the 
effects of recent heavy flooding — by far 
the largest amount of money raised for 
Chinese flood victims anywhere in the 
world. But beneath the genuine sympathy 
Hongkong people feel for their disaster-rid- 
den compatriots runs a thread of cynicism 
and desperation that few care to openly dis- 
cuss. 

A prime example was the seven-and-a- 
half-hour fund-raising concert held in the 
colony at the end of July. Entitled “Forget 
Yourself,” the concert aroused suspicions 
of self-interest along with the undeniable 
motivation of genuine charity. The orgy of 
pop music and tear-jerking appeals was 
broadcast in full by the colony's two 
Chinese-language television stations, and 
was beamed by satellite to 38 Asian coun- 
tries and territories. 

Attracting a bevy of stars from Hong- 
kong, Taiwan and China — and an audi- 
ence of 80,000 to the Happy Valley race- 
track — the concert recalled an almost iden- 
tical extravaganza at the same venue two 
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Chinese actress Gong Li: fundraising stars. 








years ago. Within earshot of the local head- 
quarters of the New China News Agency 
(NCNA), China's de facto embassy in Hong- 
kong, many of the same stars had sere- 
naded supporters of the pro-democracy 
demonstrations in Peking shortly before 
the violent crackdown on 4 June 1989, 
One of the organisers of the previous 
concert, entertainer John Sham Kin-fan, re- 
turned as a compere for this year’s concert. 
Sham is a core member of the Hongkong 
Alliance in Support of Patriotic Democratic 
Movements in China, which was set up in 
1989 and is now labelled as subversive by 
the Chinese Government. More recently, 
he was involved in "Operation Yellow 
Bird," code-name for an escape route along 
which many Chinese dissidents fled China 


FAR EASTERN ECONOMIC REVIEW 


disclosure, agreement had already been 
reached among LDP factions over precisely 
what should be revealed. 

Hopes that the scandal would result in 
Ja ing a new securities regulatory 
ees modelled along the lines of the US 
Securities and Exchange Commission — 
which many industry leaders have called 
for — were dashed on 30 July when an ad- 
visory panel to the prime minister decided 
against such a move. 

Calling the compensation affair the 
"biggest financial scandal in postwar 
Japan,” the Mainichi Daily News wrote on 29 
July that it had revealed the Japanese stock- 
market to be "stacked in favour of larger 
corporations." The newspaper called for "a 
fair market" that would allow individuals 
and foreign investors to participate "on a 
level playing field." * 


to seek political refuge in Hongkong. 

In mid-June, the leftwing Wen Wui Pao 
newspaper attacked the alliance for allow- 
ing some HK$10 million in donations — 
mostly raised during the concert two years 
ago — to remain unused instead of being 
donated to help the flood victims. Alliance 
leader Szeto Wah said the purpose of the 
original fund, established to support demo- 
cratic reform in China, could not be altered. 
But as spokesman for the alliance’s execu- 
tive committee, he appealed for Hongkong 
people to donate generously for flood relief 
— under the slogan “blood is thicker than 
water.” 

The parallels and contrasts with 1989 
have prompted sceptical remarks by some 
local commentators about the reasons for 
the outflow of generosity. One magazine 
writer referred to the efforts as “record- 
erasing,” a term used for the Hongkong 
Government's scheme to allow triad mem- 
bers to renounce their criminal past and 
begin anew. Another commentator com- 
pared the flood donations to “protection 
money." 

While most individual donations were 
obviously not made with this motivation, 
some local companies may have received 
valuable publicity in return for their dona- 
tions. During the televised concert, fre- 
quent mention was made of the fact that all 
donations raised would be matched by 
"Unde Ho," the chairman of a local 
cigarette manufacturer, later identified as 
the Hong Kong Tobacco Co. Tobacco com- 
panies have been banned from advertising 
on television since the end of last year. 

In contrast to the enthusiastic response 
of Hongkong residents, mainlanders in 
areas untouched by the floods are reported- 
ly showing little concern for their suffer- 
ing compatriots. One mainland artist who 
performed at the charity concert was asked 
repeatedly by friends and relatives in Pe- 
king: "Why are you bothering with that? 
It's nothing to do with you.” w 
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Rules of political funding come under scrutiny 


Too poor for politics 


By Shim Jae Hoon in Seoul 


arliamentarian Lee Chan Koo is one 
p: the key figures involved in for- 

mulating unification policy in the 
New Democratic Party (NDP), the biggest 
opposition group in the South Korean par- 
liament. When he informed the National 
Assembly speaker that he was resigning 
from his seat “because of shortage of 
money,” Lee not only stunned his own 
party but also refocused national attention 
on the perennial problem of political fund- 
ing. 
A political novice who spent most of 
his career as a research fellow at the 
government's National Unification Board, 
Lee gained nationwide prominence in 
1988 when he beat a five-term incumbent 
from the ruling party for a seat in the 
assembly. What enhanced the impact of 
his resignation was that it came at a time 
when South Korea was reeling from a 
number of corruption scandals involving 
politicians. 

At least six MPs — from the govern- 
ment and the opposition — have been 
convicted in recent months on corrup- 
tion charges, including illegally accepting 
money from businessmen and others. Two 
were from the ruling Democratic Liberal 
Party (DLP), including Rep. Yu Ki Jun who 
was convicted for accepting Won 280 mil- 
lion (US$388,800) from a businessman seek- 
ing a DLP nomination in the provincial elec- 
tion in June. 

In that election campaign, the NDP too 
suffered public embarrassment over the 
sale of party nominations to meet poll ex- 
penses. According to NDP president Kim 
Dae Jung, insufficient funds contributed to 
his party's defeat in the election. 

"It's a national disgrace that politicians 
have to spend so much money," Lee told 
the REVIEW after handing in his resignation 
letter on 8 July, adding that he has accumu- 
lated Won 70 million in debts since his elec- 
tion. He is openly critical of the way politi- 
cal funds are collected and monopolised by 
the DLP. 

While the speaker is considering 
whether to accept Lee's resignation, the 
broader issue of money and politics has set 
off an intense media debate. Bowing to 
public opinion, DLP party leader President 
Roh Tae Woo, meeting with Kim on 16 
July, agreed to revise the laws to ensure 
that the collection of funds come under 
greater public scrutiny and that funds, 
especially state election subsidies, would be 
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more fairly distributed among the various 
political parties. The matter is expected to 
come up for a vote in September when the 
assembly reconvenes. 

Kim, however, suggests that routine 
campaign expenses, such as the cost of 
printing posters and brochures, should be 
taken over by the Central Election Manage- 
ment Committee (CEMC), a constitutional 
organisation independent of the govern- 
ment. The CEMC, which oversees elections, 
is also the only body through which elec- 
tion subsidies and donations collected by 
business organisations — two of the biggest 
sources of political funding — can be chan- 
nelled to the parties. 

Under the laws, when businessmen or 
corporations deliver political funds to the 
CEMC, they identify the party they wish to 
support. 

Businessmen and corporations are 
also allowed to organise 
“support committees” for 
individual MPs. Under 
the law, individuals can 
donate up to Won 50 
million and corporations 
up to Won 100 million a 
year on a tax-deductible 
basis. 

In 1990, donors deliv- 
ered Won 16.9 billion to 
the CEMC, specifying the 
DLP as the beneficiary. It 
is not surprising that do- 
nations by corporations 
have mostly benefited 
the ruling party. Busi- 
nessmen, mindful of the 
harassment that those 
helping the opposition 
can be subject to, tend to 
stay away from the NDP, irrespective of its 
programme. 

One of the best examples of such 
harassment concerns the fate of the 
Miwon group, South Korea’s biggest 
maker of monosodium glutamate, which 
was subjected to an unexpected tax investi- 
gation in the wake of rumours that it was 
supporting Kim's 1971 presidential cam- 
paign against the late president Park 
Chung Hee. 

However, contributions from official or 
“clean” sources are only a drop in the buc- 
ket compared to the tens of billions of won 
raised clandestinely each year by the DLP. 

In respect of state subsidies, opposition 
parties feel that the existing set-up works to 
their disadvantage. Under a complicated 
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Kim: insufficient funds. 


sharing formula, 63% of the total state sub- 
sidy of Won 10.5 billion provided through 
the CEMC goes to the ruling party and only 
25% to the NDP. The rest goes to smaller op- 
position parties. 

The state subsidy is Won 400 per regis- 
tered voter. The ruling party is in favour of 
doubling this amount, but unwilling to 
push it up to Won 1,000 as demanded by 
Kim 


While other details are still to be 
negotiated, the DLP has in principle agreed 
to correct the existing system of distribution 
so that the opposition parties receive a 
higher percentage of funds. 

Following the revival of local autonomy 
under the recent political liberalisation, 
there have been at least two elections in a 
span of two years, with the next one — for 
mayors and governors — to be held within 
a year. These races are in addition to the 
general elections to be held next year and 
the presidential election to be held by early 
1993. 

Analysts estimate that each local election 
costs up to Won 1 trillion and a general 
election as high as Won 2-3 trillion. During 
the last presidential race in 1987, the total 
expenses for the four candidates could have 
been as high as Won 3 trillion. 

Part of the reason for 

Š this high expenditure is 
that the overall cost of 
campaigning — includ- 
ing cash gifts to voters — 
has rocketed over the 
past few years. Officials 
from both the DLP and 
the NDP say the CEMC can 
help reduce overall poli- 
tical spending considera- 
bly by taking over routine 
campaign expenses and 
thereby help curb the 
flow of funds into the 
pockets of corrupt politi- 
cians. 

Analysts say it is also 
essential for parties to re- 
duce their vast political 
machinery. All parties 

maintain big central headquarters and of- 
fices all over the country. According to a re- 
cent private report, one DLP legislator con- 
victed on corruption charges in June 
boasted a monthly budget of Won 50 mil- 
lion to “oil” his constituency — paying for 
staff and office and making cash donations 
to voters during weddings and other 
gatherings. 

Newcomers like Lee could hardly match 
this scale of expenditure; he says he is giv- 
ing up politics because he is unable to col- 
lect the Won 7 million he needs for political 
expenses every month. Considering that 
even that “modest” sum represents two 
months’ salary for Lee, it is no wonder that 
so many politicians are heading for jail in 
South Korea. a 
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Water row threatens 
New Delhi alliance 


> Indian Prime Minister P. V. Narasimha 
Rao's Congress government is facing its 
first major crisis over the allocation of water 
from the Cauvery River between Karnataka 
and Tamil Nadu. The Karnataka state 
government refuses to comply with an 
interim order handed down last month by 
the Cauvery water disputes tribunal 
ordering Karnataka to release water from 
its reservoirs to Tamil Nadu because it 
doubts the authority of the tribunal. In 

, the 11 MPs belonging to the 
All-India Anna Dravida Munnetra 
Kazhagam (AIADMK) threatened to resign if 
the government failed to enforce the 
tribunal's order, threatening the Congress- 
AIADMK alliance just as Rao's minority 
government is attempting to get its budget 
passed. On 27 July, Rao referred the 
dispute to the Supreme Court, sparking 
the resignation of two Tamil Nadu MPs 
from his cabinet, Labour Minister R. 
Ramamurthy and Law and Parliamentary 
Affairs Minister R. Kumaramangalam. 
Rao, however, refused to accept the latter's 
resignation. 


Key guerilla leaders 

captured in Manila 

> Philippine authorities have captured 
four key communist New People's Army 
(NPA) cadres, three of whom are believed 
to have been involved in the assassination 
of US army colonel James Rowe in April 
1989. Arrested in separate raids in Manila 
on 28 July were NPA intelligence chief 
Rolando Abiog, deputy NPA special 
operations director Virgilio Maceda, and 
Antonio Lacaba, a member of the NPA's 
political department. Sources say the men 
were members of an elite North Korean- 
trained group involved in so-called special 
projects. Two days later, agents captured 
Ray Claro Casambre, political director of 
the NPA general command. 


South Korean troops to 
take over at Panmunjom 


> Starting in October, South Korean 
troops will replace US soldiers guarding 
the armistice village of Panmunjom, 
according to sources within the South 
Korean Joint Chiefs of Staff. South Korean 
troops will eventually take over guarding 
the entire length of the 240-km 
demilitarised zone between the North and 
South. The phased takeover is part of an 
agreed policy to have South Korea assume 
a greater share of defence burdens. It 
follows the recent appointment of a South 
Korean army general as senior delegate of 
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the UN Command at the armistice talks 
with North Korea at Panmunjom. 


Bad timing delays 
Taiwan-Vietnam air link 

> Taiwan's relations with Vietnam have 
hit a snag with the postponement of direct 
air service to Ho Chi Minh City by China 
Airlines, which was to begin on 30 July. 
Several senior officials had planned to 
make the inaugural flight and the weekly 
service had been sold out to the end of 
August. Sources say the last-minute 
change was linked to the visit to 

China of Vietnamese Defence Minister Le 
Duc Anh. 


Taiwan vice-president 

set for Central America 

> Taiwan's President Lee Teng-hui will 
not be visiting Central America in 
mid-August as planned, but will send 
Vice-President Lee Yuan-zu instead. A 
presidential spokesman cited domestic 
affairs and "technical problems" as reasons 
for the change. This would have been the 
president's first official visit to another 
country. 


Social indicators 
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Malaysia’s ruling party 

gains new members 

> The ruling National Front coalition 
gained another new member from the 
politically fractured state of Sabah in East 
Malaysia when it accepted the application 
of the Chinese-based Liberal Democratic 
Party on 29 July. It had accepted the entry 
of Akar, a Kadazan party, in May to 
counter the influence of the Parti Bersatu 
Sabah, Sabah’s ruling party which quit the 
coalition last October. The coalition now 
boasts 12 component parties. 
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Former Thai premier 
denies assets allegation 
»> A powerful Thai 
committee 
investigating the 
finances of ministers 
in the previous 
government ruled 
that former prime 
minister Chatichai m 

Choonhavan anda [a 

personal aide were ^ Chatichai. 
"unusually wealthy," 

implying corruption, and could have their 
assets seized by the government. From 
self-imposed exile in London, Chatichai 
issued a statement on 26 July saying that 
he and the aide, Pitak Intrawithyanont, 
had acquired their assets by honest means 
and could prove this if allowed to present 
evidence to the committee. The Assets 
Examination Committee, set up by the 
junta which overthrew Chatichai's 
government in February, has so far ruled 
against 11 former senior officials, mostly 
associated with Chatichai's Chart Thai 
Party. Ten others have been cleared of 
suspicion. 





Bush urges Soviets to 

settle Kuriles dispute 

> President George Bush, opening a 
summit meeting with his Soviet 
counterpart Mikhail Gorbachov in Moscow 
on 30 July, urged the Soviets to settle a 
territorial dispute with Japan, saying the 
issue was an obstacle to Soviet economic 
development. The dispute, centering on 
four islands at the southern end of the 
Kurile chain that Tokyo claims as its 
Northern Territories, were occupied by the 
Soviets at the end of World War II. The 
dispute has held up the signing of a formal 
Soviet-Japanese peace treaty and hampered 
the flow of Japanese economic aid to the 
Soviet Union. 


Peking officials invited 

to Taipei inspection 

> Taiwan's Straits Exchange Foundation 
has formally notified Peking that it would 
welcome a visit by representatives of 
China's Red Cross to check on 18 
fisherman being held in a Taiwan prison 
on charges of theft and piracy. Although 
Taiwan officials have visited China on 
similar humanitarian missions, this is the 
first time Taipei has permitted Chinese 
officials to come to Taiwan. The Taiwanese 
asked that the representatives come from 
the Red Cross' national headquarters and 
said they should not hold any government 


or party posts. 
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Options increase. Questions accumulate. Optimum fuel 


management for your nuclear reactors calls for more numerous and complex strategies 
Whatever your question, the Cogema group helps to provide an answer. Cogema, the major nuclear 
fuel cycle group, is the only company with expertise in the whole nuclear fuel cycle. Our know- 
how draws upon more than forty-five years of experience. 

Whatever your question, the Cogema group is your closest adviser. Uranium mining and conver- 
sion, enrichment, fuel assembly fabrication, reprocessing, transportation, spent fuel condi- 
tioning, storage, engineering, consulting, each Cogema group product and service meets your 
requirements for quality and competitive advantage. 

Whatever your question, the Cogema group supports your strategy. Cogema experts contribute to 
the efficiency of your power generation system. In each step of the nuclear fuel cycle, our industrial 
commitment means reliable products, flexible services and long-term security of supply 
Whatever your question, the Cogema group is committed to you. Today and tomorrow 


COGEMA: THE MAJOR NUCLEAR FUEL CYCLE GROUP. 
2.rue Paul Dautier. 78140 Vélizy-Villacoublay. France. Phone: 33 (1) 39 46 96 41. Fax: 33 (1) 34 65 09 21 


RSCG CORP 


We are there. Here, the 


USA and Canada: 
105 companies 
in the heart 
of the world's 
leading economic power. 


80 companies 


are taking part in the 
industrial development 


of Latin America. 


We're Alcatel Alsthom and we are right 
there on the spot in over 100 countries 
across every continent. At Alcatel Alsthom 
we operate worldwide with an edge. We 
master all the fields that make up our three 


core businesses: communications, energy 
and transport. We have a highly skilled 
workforce of 210,000 experts who specialize 
in delivering solutions engineered to meet 
each customer's individual needs. And we 





and everywhere. Worldwide. 


Nearly 1,000 companies 
located throughout 
Europe. 


50 companies 
are contributing 
to the economic 

expansion of Asia. 


60 companies 

are participating in the 
development 

of the African continent. 


30 companies 
are in one 
of the most dynamic 
areas in the world. 


are there close by when you need us. With v 

annual revenues of over $25 billion, we're 
one of the world's largest industrial groups. ALSTHOM 
North, South, East or West, we are there 


where you want us. Alcatel Alsthom 54, rue La Boétie 75008 Paris, France 





What we've been 


looking 


forward to for 100 years. 


1991 is Scania's centenary year. That's 
one hundred years of making commer- 
cial vehicles. During that time we've 
produced and delivered over 600,000 
trucks and buses. Our latest vehicle is 
the impressive Scania Streamline truck 
above. 


In one hundred years Scania has ac- 


cumulated a wealth of experience and 
engineering know-how. At the same 
time, an unceasing programme of in- 
vestment, research and development 
has enabled Scania to build on its 


pedigree with constant improvements 
and modifications to the Scania range 
of trucks. Scania has been first to intro- 
duce innovations and Scania operators 
have been first to reap the rewards. 

Today, 9096 of our truck production is 
exported to customers in over 80 coun- 
tries, making Scania one of the world's 
largest exporters of heavy commercial 
vehicles. Marketing foresight and the 
ability to predict and satisfy ever-chang- 
ing customer needs have always been 
Scania s characteristics. 


And they will continue to be throughout 
the next one hundred years. 


Saab-Scania AB, Scaniadivisionen 
151 87 Sódertálje, Sweden 





Scania Regional | 


Distributor Network 


AUSTRALIA 
Saab-Scania Australia Pty Ltd 
Phone: 03-305 41 81 
Fax: 03-305 34 98 


BRUNEI 
Scandinavian Truck & Bus Sdn Bhd 
Malaysia 
Phone: 03-775 20 71 
Fax: 03-775 19 69 


HONGKONG 
Swedish Motors Ltd 
Phone: 4-89 82 83 

Fax: 4-489 11 75 


INDONESIA 
P T Harapan Mandiri Utama 
Phone: 021-60 00 596-598 
Fax: 021-628 22 09 


KOREA 
Asia Motors Co. Inc. 
Phone: 02-788 84 51 
Fax: 02-780 10 37 


Saab-Scania Liaison Office 
Phone: 2-546 09 58 
Fax: 2-542 79 69 


MALAYSIA 
Scandinavian Truck & Bus Sdn Bhd 
Phone: 03-775 20 71 
Fax: 03-775 19 69 


NEW CALEDONIA 
Société SIAP 
Phone: 27 25 62 
Fax: 27 24 44 


NEW ZEALAND 
Cable - Price 
Corporation Ltd 
Phone: 04-78 30 20 
Fax: 04-77 00 17 


SINGAPORE 
Scantruck Engineering Pte. Ltd. 
Phone: 86 100 33 
Fax: 86 22 230 


SRI LANKA 
United Tractor & Equipment Ltd 
Phone: 69 86 79-80 
Fax: 69 91 43 


TAIWAN 
Forefront International Ltd. 
Phone: 02-995 76 92 
Fax: 02-995 77 32 


THAILAND 
Paciera (Thailand) Co. Ltd. 
Phone: 02-513 17 13 
Fax: 02-240 90 90 


PEOPLES REPUBLIC OF CHINA 
Saab-Scania Beijing Liaison Office 
Phone: 01-513 70 04 
Fax: 01-512 78 84 


Paciera (HK) Co Ltd 
Hongkong 
Phone: 368 38 98 
Fax: 722 11 30 


Guandong Province 
Swedish Motors (China) Ltd 
Hongkong 
Phone: 815 88 03 
Fax: 541 98 24 
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RELATIONS 


Australia seeks to patch we ties with Malaysia 


Cultural cringe 





By Michael Michael Vatikiotis ir in Kuala L Lumpur and 
Jacqueline Rees in Canberra 





n Australian initiative to cool a a long 
simmering row between Canberra 
and Kuala Lumpur moved closer to 


resolution following the recent visit of Aus- 
tralia’s Foreign Minister Gareth Evans to 





| Malaysia. 











| frontation” with Indonesia in the 
| early 1960s to present close military 





| Mahathir Mohamad's objection to 





However, while Evans’ mid-July visit as 
a special envoy of Prime Minister Bob 
Hawke drew a cautious welcome from 
senior Malaysian politicians, it also un- 
leashed a stream of criticism from the Aus- 
tralian media. Contrition, atonement or 
downright grovelling were some of the 
words used to describe Evans’ attempts to 
repair the badly strained relations between 
the two countries. 

The souring of ties appears to stem from 
Malaysian Prime Minister Datuk Seri 


Australian media portrayals of 
Malaysia. These range from news 
coverage of such issues as human 
rights and logging policy to a drama 
series set in a fictitious Southeast 
Asian country which many believe 
is at least partly modelled on 
Malaysia. 

The split, which has develop- 
ed over the past 18 months, fol- 
lows years of close links between 
the two countries based on such 
factors as joint Commonwealth 
membership and various defence 
ties. The defence relationship 
stretches from the 1948-60 com- 
munist insurgency, through "Con- 


relations. 

Whether the Evans mission accom- 
plished its task remains to be seen. "We 
would like to wait and see how the relation- 
ship develops after this," said Malaysian 
Deputy Prime Minister Ghafar Baba. 

Evans himself was more confident. "It is 
now possible to say the relationship has 
been fully normalised," he said in Singa- 
pore, citing the reversal of an earlier Malay- 
sian decision to cancel an exchange visit by 
Australian trade representatives. Evans also 
held an hour-long meeting with Mahathir 
on 23 July at which he presented a letter 
from Hawke. Australian sources say the 
meeting was "warm and friendly." 

At the meeting, Evans stressed the 
importance of Australia's relationship with 
Malaysia and conceded that, on occasion, 
the Australian media had demonstrated in- 
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sensitivity towards Malaysia. For his part, 
Mahathir cited a number of issues which 
had contributed to the problem, most of 
them media-related. He expressed the 
hope that the Australian press would be 
more sensitive in future, but also said it was 
important for Malaysia to understand Aus- 
tralia as well. The next stage of the recovery — 
awaits a meeting between Mahathir and 
Hawke at a Commonwealth Heads of Gov- 
ernment Meeting in Zimbabwe in late Oc- 
tober. 

The meeting marked a distinct shift in 
Australian official attitudes towards the rift 
with Malaysia. Until recently, Canberra 
seemed prepared to dig in, claiming that, 
however offensive the Australian media 
was about the region, the government was 
powerless to curb the press. It now looks as 
if Australian officials are attempting a more 
pragmatic approach. "We must be pre- 





Evans and Malaysian counterpart Abdullah Badawi. 


pared for a degree of dissociation from 
the media," a senior Australian Foreign 
Ministry official said. 

Two factors are believed to have contri- 
buted to what Evans himself described as a 
shift from "row mode to kowtow mode." 
The first is Canberra's belated acknow- 
ledgement, after reviewing some of the 
material deemed offensive by Kuala Lum- 
pur, that Malaysia had a case. In a speech 
to the Malaysia-Australia Business Council, 
Evans accepted that some groups in Aus- 
tralia "have acted in a way which has been 
seen as not only insensitive to contempo- 
rary Malaysian realities, but on occasion 
downright insulting." | 

The second factor goading the Hawke 
government into taking more decisive ac- 
tion was pressure from the Australian busi- 
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feel the effects of strained ties. Evans denied 
that bilateral trade, which amounts to some 
A$1.6 billion (US$1.24 billion) a year, had 
een put in jeopardy by the rift with 
Aalaysia, but fears in business circles do 
ear to have had an impact in Canberra. 
ost. Australian. businesses contacted 
EVIEW said they had not yet experi- 
discrimination by the Malaysian 
horities, though some industry groups 
e been asking the Australian Govern- 
nent to try to sort the situation out. Austra- 
lian investment applications to the Malay- 
ian Industrial Development Agency have 
led over the past year and more than 
- 100 companies already in Malaysia have 
_ Australian equity. 
K In an address- in Sydney during May, 
=< Richard Woolcott, the head of Australia's 
> Foreign Affairs Department, said “we have 
=; a number of high-level assurances from the 
__ Malaysian Government that there is no in- 
|. tention of allowing the present strains in 
i the relationship to impact on the commer- 
- dal arena.’ 
5. However, Woolcott added that ^we are 
- concerned . . . that Malaysian officials deal- 
ing. commercially with Australia might be 
affected by the atmosphere of the bilateral 
relationship. Recent comments by Trade 
_ and Industry Minister [Datuk Seri] Rafidah 
. [Aziz] implied that there was now a cli- 
mate in Malaysia which could lead 'patrio- 
.tic Malaysians to prefer non-Australian 
suppliers in a situation where all other 
|. aspects of a particular tender bid were 
egual.. 
m While discrimination against trade and 
.. investment could harm Australian business, 
_ it is unlikely that the Australian media will 
».. curb or tone down reportage on Malaysian 
— affairs. Indeed, the reverse might well be 
true, as Australian journalists are becoming 



















: = increasingly angry with what they see as at- 


Stacks on press freedom from both their 
- . own and Malaysian politicians. 
E Mark Baker, foreign-affairs correspon- 
dent for the Melbourne Age, recently wrote 
_. that ". . . friendship and sensitivity is not a 
one-way street . . . failing to spell out our 
belief that human rights and democratic 
"principles are universally valid, not only 
- sells Australians short but also does a dis- 
-service to courageous Malaysians . . . who 
. have paid dearly for those same values. To 
suggest that the rights or expectations of 
: Malaysians, or any other nationality, might 
¿be less than ours is the gravest cultural arro- 
rance of all." 
i Even if the uneasy atmosphere between 
the two countries is alleviated soon, further 
roblems might be created when the US- 
made film of Australian author Blanche 
'Alpuget's novel Turtle Beach is released 
later this year. The film, with leading roles 
layed by Australian actors, may again test 
laysian sensitivities with its portrayal of 
al conditions and attitudes. a 



































mess community, which was beginning to HONGKONG — 


Trial raises questions on USE G se of confi dential re 


Tidbits ; 


By Stacy Mosher i in ! Hongkong. 


he corruption trial of a top Commer- 
| cial Crimes Bureau (CCB) official and 


a former officer of the Independent 
Commission Against Corruption (ICAC) has 
exposed the workings of international intel- 
ligence-gathering operations in the colony. 
It has also highlighted the ease with which 
supposedly confidential personal infor- 
mation is circulated within and outside 
government, 

In line with a summation by High Court 
Deputy Judge Leonard, a nine-man jury 
found private investigator John Picken, a 
former ICAC deputy, innocent of offering 
employment to CCB Senior Superintendent 
Philip Layton in exchange for confidential 
government files. Layton, the CCB's second- 
most senior officer, was found innocent of 
soliciting an advantage from Picken and of 
bribing a junior colleague to supply him 
with information if he left the police force. 
The two men were awarded costs, ex- 
pected to total HK$5 million (US$641,000). 

Testimony during the 31-day trial dis- 
closed that 25,624 case records were found 
on floppy disks and computer records in 
Layton's home and football locker. The 
records included information from police 
files, addresses, telephone records, and 
immigration exit and entry documents, 
which are supposedly passed between 
government departments only under the 
strictest guidelines. 


The files had been — to Te 
on the understanding that they were for 
use in police investigations. The defence 
case did not deny that Layton had passed 
some information to Picken, but main- 
tained that it was for use in cooperative in- 
vestigations of fraud cases. 

Testimony by prosecution witnesses re- 
vealed that officials of Layton's rank were 
allowed a great amount of discretion in de- 
ciding whether to pass personal informa-. 
tion to parties outside the government. 
Some prosecution witnesses described 
Layton favourably as an effective and 
highly "innovative" police officer, willing to 
cut through red tape in order to get a job 
done. 

The defence also maintained that any in- 
formation that Layton supplied to Picken 
was insignificant in comparison with vital 
intelligence that Picken regularly provided 
to government departments through inves- 
tigations by his own private investigation 
bureau, established after he left the ICAC in 
1985. Witnesses identified. Picken as the 
source of sensational tidbits, such as the 
whereabouts of a part of the Marcos mil- 
lions. 

Other items included the movements of 
a man considered a security risk by the Thai 
military, the whereabouts of a Singaporean 
suspected of fraud in New Zealand and 
details of the alleged involvement of the 
Bank of Credit and Commerce Interna- 
tional in arms sales to Iraq and Iran. Most 





MALAYSIA 


Back to 
basies 


e con- a ¿superior 
< amounts of money for projects poured 






Penang parliamentary seats, the party's 
front-line state. | 

This is the fifth by-election since the 
general elections and all but one contest 
in Sabah were won by the National 
Front. Opposition parties have resigned 
themselves to losing by-elections, claim- 
ing to be unable to compete with the 
: party machine and vast 


nce into the constituency by the National 







voters eonig to the prm ‘opposi- 
tion coalition’s pledges of a char 





government had overwhelmingly bac ed. : 
the Democratic Action Party (DAP). But |. 
on 27 July, even the independent- 


minded Prai voters reverted to the ruling 
National Front, giving it a narrow win 
over the DAP. 
The loss of Prai leaves the DAP with 13 
as: of 33 state seats and six out of 11 
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| Front. 


The Prai state seat fell vacant when 


ein DAP. assemblyman S. Asamaley resigned 
- for personal reasons. The party decided 


to field lawyer Karpal Singh, its MP for 


-Jelutong — also in Penang — and a well- 


known champion of the downtrodden. 
The National Front fielded lawyer V. 
Muthusamy, state chairman of the 
Malaysian Indian Congress (MIC), a com- 
ponen of the. National Front. 
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sensitive of all were disclosures that Picken 
had discovered negotiations by the son of 
"one of China's best-known personalities" 
to buy advanced bugging equipment from 
the US. 

Some information connected with the 
case was considered so sensitive that de- 
fence counsel requested that the court be 
cleared. Picken's information was supplied 
not only to the CCB, but also to the police 
force's intelligence arm, the Special Branch, 
and according to one source, to officials 
much higher up the line. 

The case has aroused speculation over 
why investigators of such undisputed value 
as Picken and Layton should have had 
their effectiveness damaged through a pro- 
secution that many observers labelled as 
hopeless from the start. The prosecution 
was unable to pinpoint any explicit offer or 
solicitation of advantage from either defen- 
dant, and the allegation that Layton at- 
tempted to bribe his junior officer, Chief In- 
spector Rodney Starling, was demolished 
by the defence's depiction of Starling as a 
sick and embittered man. 

Some observers believe that a prosecu- 
tion could have been more successful if 
based on the Official Secrets Act (OSA), 
which both men had signed, and which 
forbids disclosure of any information ob- 
tained in their official capacities. The gov- 
emment has always shown reluctance to 
enforce the OSA, even though it has also re- 
fused periodic calls to have the act re- 


There is speculation that the ill-advised 
prosecution was inspired in part by turf- 
fighting between the ICAC and the CCB over 
commercial fraud cases. Court testimony 
also revealed that before his arrest in 1989, 
Layton had become increasingly disgrun- 
tled by prosecutions for multi-million dollar 
frauds being axed at a higher level. a 


Winning Prai was more than a matter 
of pride for the MIC because it was totally 
unrepresented in Penang. But the real 
protagonist seemed at times to be Penang 
Chief Minister Koh Tsu Koon of the 
Gerakan — another National Front com- 
ponent. As Malaysia's only Chinese chief 
minister, Koh had to prove that he was 
capable of leading his ethnically mixed 
state while retaining his and the National 
Front's appeal among the Gerakan's pre- 
dominantly Chinese following. 

With Chinese making up 51% of 
Prai's 14,092 voters, and the Indians and 
Malays 47%, the by-election hinged on 
the Chinese vote. In 1990, it was the pre- 
dominantly working-class Chinese who 
ensured the DAP victory. This time 
around, the ever-practical Chinese de- 
cided that roads and drains were more 
important — at least for the next three or 
four years. m Suhaini Aznam 
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CAMBODIA 


Faction troops on rampage as cwil war ends 


Making a killing 





By Nate Thayer in Bangkok - 


bservers have become increasingly 

alarmed in recent weeks over the 

growing level of anarchy and law- 
lessness in Cambodia, not least because of 
its implications for future security when the 
UN assumes police powers outlined in the 
peace plan reached in late June. 

In the wake of a declared ceasefire that 
came into effect following the peace talks, 
hundreds of troops have deserted from all 
four competing factions and entire military 
units have routinely engaged in mur- 
der, robbery and organised raids to 
seize valuables for resale. 

What also worries Bangkok is that 
the Thai-Cambodian border has be- 
come a vast arms bazaar, with 
thousands of weapons being sold by 
soldiers from all four factions to mid- 
dlemen and arms dealers in Thai- 
land. 

The outbreaks of violence reflect a 
sense of desperation at what peace 
may mean for the factional armies. 
Ordinary soldiers from all the fac- 
tions receive little or no pay, and 
guerilla leaders say there is wide- 
spread fear within the ranks that they 
will be left with no means to support 
their families. Many have lived for more 
than decade in guerilla camps along the 
Thai border, unable to return to their 
former villages — where in many cases 
others have long since taken over their 
houses and tilled their land. 

Observers see the situation as an omin- 
ous sign of what to expect when tens of 
thousands of former troops lacking job 
skills, money or land to return to are de- 
mobilised after more than a decade in the 
jungle. Aside from concern over the UN's 
ability to ensure security during the period 
prior to elections, officials have also ex- 

concern for the security of hun- 
dreds of thousands of refugees who will be 
repatriated from the Thai border under the 
terms of the peace accord. 

The UN High Commission for Ref- 
ugees, which will be responsible for or- 
ganising the massive migration from the 
border camps, has said security is a top 
priority and must be guaranteed before the 
transfer will be undertaken. 

"These people will be carrying every- 
thing they own in the world, and will be 
obvious prey to bandits," said one UN offi- 
cial on the Thai border. "The two condi- 
tions for repatriation of refugees are that 
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Arms smugglers captured on Thai border. 





it be voluntary and that their safety be 
guaranteed.” 

At this stage it is clear that the second 
condition cannot be fulfilled, and it remains 
unclear how order can be restored suffi- 
ciently to allow the peaceful return of Cam- 
bodia’s huge refugee population. 

Apart from problems of resettlement, 
the long history of indiscipline among 
the Cambodian armies raises the ques- 
tion of whether the various faction leaders 
have the ability to ensure that decisions 
hammered out during the peace negotia- 


' | - 


tions will be respected by troops in the 
field. 

In an attempt to restore control, the 
leadership of some of the factions have or- 
dered special units to arrest bands of their 
own renegade troops. In some areas offi- 
cially sanctioned assassination squads have 
been dispatched to track down groups of 
soldiers who are known to be responsible 
for daily acts of violence. But recent events 
indicate that central control by the warring 
factions over their field forces is tenuous at 
best. 

Examples of the mayhem now unfold- 
ing indude the murder and robbery of 
dozens of traders taking advantage of in- 
creased commerce across the Thai border 
over the past few weeks. In addition, scores 
of villages on the Thai side of the border 
have been raided by bands of heavily 
armed Cambodian soldiers who then slip 
back across the frontier. 

According to guerilla officials and dip- 
lomats, government soldiers have fired 
hundreds of artilery rounds since the 
ceasefire. The only reason for many cease- 
fire "violations," the officials say, has been 
to collect and sell the valuable brass casing 
of spent shells. a 
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| BANGLADESH 


-The country has become a smugeler' s paradise 


Trade without tariff 
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'... By S. Kamaluddin in Dhaka 


. rA t any hour of the day and night 
QUE fishermen routinely bring their catch 
| to the hundreds of small islands off 





|. the coast of Bangladesh. Hidden in many of 
-these trawlers, beneath the fish from the Bay 
—-. of Bengal, are cartons of contraband — elec- 
tronic gadgets, polyester garments, gold 
and cigarettes — freshly smuggled in from 
| ships anchored in nearby international 
|. Waters. Along the porous land border with 
india, quite a different type of cargo is 
-> smuggled: cattle and young women. 
—.. Smuggling has long been endemic to 
the South Asian Subcontinent, given the 
=< scarcity of consumer goods, non-converti- 
-<> bility of currencies and high tariff barriers. 
«Gold, apart from being a hedge against 
* rampant inflation, is a convenient means of 
hiding untaxed wealth. The flesh trade, of 
“course, respects no laws and merely seeks 
the highest bidder. 
- ]n the past two decades smuggling has 
become such a big business and smugglers 
have evolved such extensive links with cor- 
.rupt politicians and officials that successive 
regimes have chosen to cast a blind eye on 
jt. 
^. However, the new regime of Prime 
Minister Khaleda Zia has declared war 
against smugglers. In its first salvo, it has 
reopened two major cases of gold smuggl- 
ing, which had been dealt with rather casu- 
ally by the previous government. In a re- 
lated move, the authorities have ordered 
the confiscation of passports of a dozen 
prominent local businessmen because of 
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suspected links with these cases and others 
involving illegal imports and corruption. 
Some of these businessmen, a few of whom 
are currently out of the country, have also 
been linked to cases of "misuse of author- 
ity" by deposed president H. M. Ershad. 

The two cases of gold smuggling, in- 
volving 100 kg of the metal, took place in 
July and November last year. Last July, two 
foreigners — Australian David Chalker and 
Bernard Rudgear, a German — were ar- 
rested at Dhaka airport trying to bring in 40 
kg of gold. Among those charged in the 
case were: the then chairman of the Civil 
Aviation Authority (CAA), former air com- 
modore Mainul Islam, who has since fled 
the country; former airport manager Asha- 
rafuddin Sekendar; and the then CAA 
chiefs secretary Maqsudur Rahman. Islam 
is now known to be willing to surrender to 
the authorities and finger some of the 
others connected with the case. 

The other case involved a local em- 
ployee of the US Embassy in Dhaka and a 


Foreign Ministry official who brought in. 60.5. 


kg of gold last November with forge docu- 
ments in the name of the embassy 
bassy learned of the crime and. 

over its employee to the police. . 


charges were quickly framed aga 





two officials, none of those suspected to be - 


the main operators was named. : 
While the prime minister's resolve to 
pursue these cases has unnerved many 
newly rich businessmen who had shady 
links with the previous regime, whether 
such moves alone can curb smuggling and 
related corruption is another matter. 






g offices Nem suce and mobile ue 
munication facilities. They are constantly in - 






nature and: cope of es problem, the 


rationale. for smuggling, the meth ds 
adopted by the operators and the difficul 


ties. the authorities would. encounter in 
rooting it out. The survey conducted by. 
three top economists of the Bangladesh | 

stitute of Development Studies (BIDS) poi 
to Singapore and Hongkong, followed by. 
Thailand and Burma, as the major sources. 
of smuggled supplies. | 

Trawlers and small coastal vessels 
offload the goods from larger ships coming 
from Singapore and Hongkong, anchored 
off the southeastern Bangladeshi coast, and 
take them to offshore islands for tranship- 
ment inland. In recent years Bangladesh 
has also emerged as a transit point for the 
narcotics traffic originating. from Burma. 
Goods from India mainly come across the 
land border. 

The smuggling business is so varied and 
clandestine that economists find it hard to 
gauge its actual size. But some rough esti- 
mates are available for a few commodities. 

At least 5 million bales of raw jute are 
smuggled to India every year. Some 40% 
of all beef consumed in the country is 
slaughtered during the festival season of 
Eid-ul Azha. A large part of that comes 
illegally from India. Cattle smuggling 
from India goes on throughout the year 
— a lot of it in exchange for teenage Ban- 
gladeshi girls to fill brothels in Indian cities. 

The illicit import of cheaper com- 
modities from India has affected local pro- 
duction in some sectors: many local yarn 
manufacturers have closed down their mills 
and some 150,000 tonnes of local sugar are 
rotting in government warehouses because 
cheaper Indian sugar has flooded the mar- 
ket. Every month some 5-10 million packets 
of cigarettes, on which excise duty has not 
been paid, come into the country. Last year 
Bangladesh imported officially electronic 
goods and components worth US$100 mil- 
lion. A large portion of this was sent on to 
India through unofficial channels. 

In the case of India the so-called black or. 
parallel economy, which fuels the smuggl- 
ing trade, is estimated to amount to about. 
half of the legitimate economy. According - 
to local analysts, the Bangladeshi ratio 
is probably not out of line with that of 
India. 

The BIDS survey also describes the vast 










"network of smugglers from the kingpins : 
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touch with suppliers from abroad and oper- 
ate through agents in the port city of Chit- 
tagong. In turn, eed d agents engage contrac- 
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come the thousands of in- 
dividual carriers — on foot 
or using bicycles and 
motorcycles — who are 
mainly village porters, 
women and unemployed 
youths. In a land of ex- 
treme poverty and un- 
employment, the promise 
of easy money is a power- 
ful lure for these carriers. 

The smugglers main- 
tain constant liaison with 
officials in the law-enforc- 
ing agencies — customs, 
police and the Bangladesh 
Rifles (BDR) who patrol 
the country's borders. This 
liaison and the bribing of officials is done by 
the agents, contractors and gang leaders. 
While some smugglers operate individu- 
ally, the survey maintains that the bulk of 
the operations is controlled by the large 
syndicates. 

The size of bribes to the law enforcers is 
fixed well in advance and regular payments 
are made which are distributed down to 
the ranks. The system, according to the sur- 
vey, works smoothly though occasional 
misunderstandings occur, leading to raids 
by the authorities and confiscations of some 
consignments. Sometimes such raids are 
carried out merely to show the public that 
the authorities are doing their job. But only 
the lowly carriers are arrested and even 
among those very few are ultimately con- 
victed. In 1990 some 1,200 smugglers were 
charged, of whom a mere 10% were 
punished by the courts. 

The payoffs to officials are so lucrative 
that postings to key jobs at strategic loca- 
tions for customs, police and the BDR are 
known to carry hefty price tags. A similar 
situation is known to exist on the Indian 
side of the land border, which makes for 
amicable relations between officials of the 
two sides; consequently, the smuggling 
rackets thrive. 

Honest officials seeking to end the 
smuggling often find themselves hampered 
by institutional constraints and the com- 
plexities of the bureaucratic system. The 
BIDS study points to inter-agency rivalries 
arising from duplication of authority, con- 
flict over jurisdictions and duties among the 
law enforcers. 

Customs officials often complain that 
the BDR are in the habit of harassing 
genuine importers regardless of valid docu- 
ments and customs receipts. The BDR's 
highhandedness also arises from its pri- 
mary concern with border security. In the 
event, many frustrated traders are known 
to opt for illegal channels of imports. 

The smugglers often take advantage of 
the government's foreign-exchange regula- 
tions to supplement their trade. Under 
the wage earners scheme, Bangladeshis 
working abroad can remit funds home at 
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Khaleda: declared ‘war.’ 


s a favourable rate of ex- 
change. This foreign ex- 
change is available for legal 
purchase by importers at 
a premium. Smugglers cor- 
ner a lot of such money 
to finance part of their 
hard-currency needs. 

In addition, smugglers 
have a sophisticated net- 
work spanning North 
America, Europe and the 
Middle ^ East through 
which they buy dollars 
from expatriate Bangla- 
deshis in return for pay- 
ment in local currency 
within Bangladesh. This il- 


legal system is more efficient than that of 


the banks and pays higher rates. 

The dual exchange-rate system survives 
because the Bangladeshi taka is over- 
valued. The current official rate of Taka 35.7 
to one US dollar is estimated by economists 
to be at least 15% above its real value. And 
the recent 20% devaluation of the Indian 
rupee has also encouraged the smuggling 
of cheaper Indian commodities into 
Bangladesh. 

Some well-intentioned import laws have 


Beauty and 
the beasts 


There may be umpteen ways to fund 
the world’s oldest profession. But the 
Subcontinent has found a unique one: 
bartering teenage girls from Bangladesh 
for cows from India. 

Beef is usually in short supply in 
Bangladesh. Land for grazing cattle is 
limited, as is the production of animal 
fodder. But demand continues to rise 
with a population growing at 2.5% an- 
nually. The gap in demand is met 
mainly from cattle brought in from 
neighbouring India, where the mainly 
Hindu population does not eat beef. 

But why the barter? Probably be- 
cause it is the most convenient mode of 
exchange. The source of the flesh trade 

is mostly restricted to the remote and 
Poorer areas of northern Ban 
. mainly the district of Dinajpur. The 
town of Gopalpur — in the Indian state 
. of West Bengal and close to the common 
. border — is said to be the centre of this 
nefarious trade where the haggling over 
these "commodities" is said to be done 
quite openly. 
The smugglers work through elderly 
women in the villages who lure the girls 
away from their homes. The parents are 
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also been exploited by Bangladeshi smug- 
glers. Components for electronic consumer 
durables in complete or semi-knocked 
down state are allowed to be imported at 
rather low tariff rates. As a result, so-called 
screwdriver factories assemble electronic 
goods and smuggle them out to India 
where there are high tariffs and a higher 
demand for such luxuries. 

The BIDS survey maintains that the mere 
üghtening of law enforcement — even if 
this were to come about because of political 
resolve at the top — will not succeed as 
long as the economic rationale for the illegal 
trade exists. The connivance and coopera- 
tion between traders and officials is such 
that the more profitable smuggling is, the 
harder it is to resist. 

The survey recommends that the gov- 
ernment should continue to adjust the 
value of the taka against hard currencies to 
closely reflect its real value and gradually 
eliminate the existing multiple rates of ex- 
change. This should be coupled with the 
reforms in local taxes and levies. The sur- 
vey also calls for rationalisation of local 
prices by a close monitoring of price levels 
in India. To reduce smuggling, the survey 
says the government must reduce the profit 
margins of smugglers. m 


either promised well-paying jobs for 
their nS ae sos ^id 
or even the prospect of marriage to 
Ban is settled abroad. 

to ee a 
Dhaka-based newspaper, rate 
for this trade is ^ “it welled CON for a 
girl from Bangladesh." 

As the cattle make their way to the 
markets of the girls are 
shepherded straight to the brothels of — 
Calcutta, capital of West Bengal. Ac- 
cording, to Sananda, a Calcutta-based 
women’s magazine, of the 6,700 regis- 
tered prostitutes in Calcutta, 736 are 
from Bangladesh. Estimates of the total 
number of tes in Calcutta range 
from 15,000 by the police to 50,000 by 
the city's press — so there could be at 
least a few thousand Bangladeshi girls 
working the red-light areas of Calcutta 
alone. Sources say it is not uncommon 
to find Bangladeshi prostitutes in other 
Indian cities like Bombay and New 
Delhi. 

The trade from Dinajpur does not 
stop in Indian cities. Bangladeshi girls 
are also said to be popular in brothels 
in Karachi and Lahore, the principal 
cities of Pakistan. The traffic to Pakistan 
from India is also handled by gangs 
who run large-scale smuggling opera- 
tions across the land borders from the 
Indian states and Gujarat and Rajas- 
than. m S. Kamaluddin 
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Hough road to democracy 


his summer South Korea cele- 

brates the fourth anniversary of its 

transition from authoritarian rule 

to political pluralism — from the 
Fifth Republic to the Sixth. They have been 
four productive but tumultuous years, and 
the political climate still shows no signs of 
cooling down. In the period between the 
Park Chung Hee coup of May 1961, effec- 
tively ending the brief Second Republic's 
representative and responsive government, 
and 1988, the nation underwent a demo- 
graphic transformation, with an explosive 
growth in urbanisation. 

Although mechanisms for political and 
economic control on a national scale existed 
in the past, no government since the birth 
of South Korea in the aftermath of World 
War II has succeeded in effectively in- 
timidating or coercing the urban electorate, 
which often elected opposition representa- 
tives to the National Assembly. This has 
happened despite strong incentives — and 
sometimes threats — to toe the govern- 
ment line. The urban electorate has man- 
aged to withstand a strong centrist tradition 
emanating from the imperial period and 
reinforced by Japanese colonial rule. 

Urban voters have increasingly outnum- 
bered rural voters since the 1960s. Now 
that South Korea is an urbanised society, 
no government can control the entire elec- 
tion process. For the first time in the na- 
tion's history, this inability to regiment elec- 
toral behaviour has fostered the growth of 
effective pluralistic centres of power in the 
form of regional cliques, interest groups, 
political groups, and non-governmental 
and voluntary organisations. The National 
Assembly has grown in authority and sta- 
ture 


If the transition from authoritarianism to 
pluralism is irreversible, the transition to 
democracy — involving concepts of com- 
promise, conciliation, equality and mutual 
respect — is still obscured. 

The traditional South Korean political 
culture, which is alive and well throughout 
the country, is based on principles that 
make the achievement of a democratic so- 
ciety difficult. Until the mid-1980s, when 
urbanisation became pronounced, the 
forms of the elective process were more a 
matter of ritual than reality, and rarely re- 
flected public opinion accurately. 

South Korean political culture was cra- 
dled in sometimes inchoate concepts of the 
personalisation and centralisation of power, 
in hierarchy, and in the belief by the state 
and its leaders that they held a monopoly 
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on political morality. Thus, those who 
speak up in opposition are by definition im- 
moral, and have often been dubbed, 
among other things, as "impure elements." 
Even within various opposition groups, the 
same epithets have been applied to those 
who disagree with the group leadership. 

The concept of a "loyal opposition" is 
contradictory in the South Korean context. 
Political parties have rarely been formed to 
implement discernible programmes or plat- 
forms. This is partly because the Left has 
been intentionally excluded from the politi- 
cal process, but, more importantly, because 
parties are normally designed to maintain 
or obtain power for the 
founder and leader. Per- 
sonalisation of power 
and small elites have led 
to factionalism. 

The issue of the trans- 
ition to democracy is not 
simply a matter of fair 
elections. South Korea is 
rapidly moving in that di- 
rection, and the process 
has been effectively in- 
stitutionalised. It is not 
conceivable that any re- 
gime could come to 
power and remain long 
in power without them. 

South Korea is at a 
new political stage today 
and demands changes in 
the traditional political 
culture. Such transforma- 
tions are normally slow, 
often spanning genera- 
tions, but South Korea 
has exhibited a remarka- 
ble degree of flexibility 
in adapting to drastic 
changes in its economy 
over an extremely short 
period. The reform of political substance, in 
contrast to political forms, may require 
a longer gestation period, but those who 
observe South Korea and Koreans have 
learned not to underestimate their capacity 
for effective adaptation. 

The issue of the most desirable institu- 
tional format at this stage in South Korea's 
political transition seems to have often been 
confused with the question of which group 
will obtain power and hold it. The issue 
perhaps should be differently couched — 
what structure would help transform the 
traditional political culture? 

Two institutional questions have domi- 
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The transition 
to democracy 
is not simply 
a matter of 
fair elections 


nated these debates. First, whether the pre- 
sident should be directly elected by the 
people. The present constitution resolved 
that issue when reform took place four 
years ago. It is unlikely to change in the 
foreseeable future. The second question is 
whether a modified presidency, coupled 
with a parliamentary system, is desirable. 

This latter question has been considered 
essentially in traditional power terms: if a 
modified presidency were to be instituted, 
who could seize or continue in power? 
When power is personalised, few as- 
sociated with it favour shifting its locus. 

If building a tradition of compromise 
is essential for democrati- 
sation, then some institu- 
tional system more im- 
mediately responsive to 
conciliation, more inti- 
mately concerned with 
public opinion and more 
amenable to change on 
policy issues would be 
desirable. A presidency 
with a fixed term in of- 
fice is less responsive, 
though one that is too re- 
sponsive might result in 
the Italian model, de- 
structive of the progress 
South Korea has made. 

As the National As- 
sembly elections of 1992 
approach, to be followed 
by the presidential elec- 
tion of 1993, the political 
process will be tested. 
President Roh Tae Woo, 
who cannot succeed 
himself, has eliminated 
the military and his rela- 
tives from the succes- 
sion. And the two oppo- 
sition groups were se- 
verely beaten in the June local elections. 

A new generation of political leadership, 
both in the government and the opposi- 
tion, is required if the political culture is to 
be transformed, and South Korea is to 
move from pluralism to democracy. Per- 
haps the time has come for the politi- 
cians and people to step back and debate 
the virtues of alternatives with a new objec- 
tive — the erosion of traditional political at- _ 
titudes that no longer serve South Korea's | 
people. " 


David Steinberg is Distinguished Professor of 
Korea Studies at Georgetown University. 
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he London Economist recently 
struggled with the editorially un- 
welcome idea that, while for the 
world in general economic 
growth is almost inseparable from human 
rights and democracy, "a glance at Asia can 
be disconcerting." The tortured essay 
examining this superficial generalisation 


was indeed the sort of commentary built 


upon no more than a glance. 

The basic proposition was that, of the 

six Asian countries whose per capita GNP 

rose fastest in the quarter century after 

1965, one (China) was à communist dic- 

tatorship; one (Indonesia) was an authorita- 

rian state with a government closely linked 
with the army; two (South Korea and 

Taiwan) were authoritarian regimes "that 

have only now begun to liberalise"; one 

(Singapore) had an elected authoritarian 

government, and one (Hongkong) had an 

undemocratic colonial government, though 
enjoying "better civil liberties than the 
rest." In none had there been a single trans- 
fer of power to another political party, 

"during these 25 years of dazzling eco- 

nomic success." 

It takes a singular bloody-mindedness to 
ascribe “dazzling economic success over 
the last quarter of a century" to China. Dur- 
ing almost the first decade of the arbitrary 
period the magazine chose to survey, 
China was sunk in the murderously de- 
structive chaos of the Cultural Revolution, 

which set China's economy back a couple 

‘of decades. The growth reflected in the 
dozen years that followed, when Deng 
Xiaoping was liberalising the economy, 
throwing China's door open to the outside 
world's money, technology and ideas. So 
China supplies no grist to the Economist's 
argumentative mill. Just the opposite. 
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Nor do the arguments work for the next 
three countries listed — Indonesia, South 
Korea and Taiwan. For a couple of decades 
after the near-pro-Peking coup of 1965, In- 


stimulated, as have annual growth rates. 
These have been sufficient to enable In- 
donesia (along with Thailand and Malaysia) 
| to catch up to East Asia's skein of flying 
.| geese: the figure of speech used by the 
«| leading economic goose, Japan, to describe 
chow it and the Four Dragons (the or- 
nithological metaphor gets mixed at this 
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donesia’s progress was painfully slow, de- 
spite its oil revenues and other abundant - 
resources. It has been only over the last few. 
years, as Jakarta’s growing self-confidence 
has allowed some accelerated relaxation of 
the rules and a degree of liberalisation, that - 
foreign investment has been dramatically - 
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Traveller’s Tales 


point) are pulling other East Asian nations 
into the growth flight. 

Nor is it accurate to state, as the 
Economist does, that South Korea and 
Taiwan “have only now begun to 
liberalise." The dictator Park Chung Hee 


(except for his final years) was an improve- 
ment on Syngman Rhee; Chun Doo Hwan 





was an improvement on Park, his accession 
to the presidency being approved by a 
landslide victory in a national referendum. 
His successor Roh Tae Woo has long since 
presided over major advances towards 
democracy. Since before the Olympic 
Games of 1988, South Korea has had an 
elected government, legal opposition par- 
ties and a relatively free press. 

It is also ludicrous to claim that “only 
now” has Taiwan begun to liberalise: the 
process was started by former president, 
the late Chiang Ching-kuo, who in the af- 
termath of the victory of People’s Power in 
the Philippines, legalised the opposition, 
freed the press, allowed contacts and trade 
with mainland China and cracked open the 
carapace of Kuomintang totalitarianism. 

Nor does the final name on the list, 
Hongkong fit into the Economist categorisa- 
tions: its colonial regime had draconian 
powers on paper, but has used them very 
sparingly. Otherwise, the government has 
been reasonably responsive and has al- 
lowed complete freedom of expression, of 
assembly, of religion and of the press. Par- 
ticularly in the context of an economic argu- 
ment, it is difficult to see how it is either ac- 
curate, honest or edifying to classify the 
free-booting free port as authoritarian. 


in another dishonest piece of categorisation, 
the Economist cites the Philippines as “prob- 
ably the freest country in Southeast Asia 
[which] has also turned in the region’s 
worst economic performance.” Today, the 
Philippines may well be free, and certainly 
Cory Aquino has failed lamentably to keep 
her early promises. But the Philippines 
today is hardly an example of freedom’s 


failings. Just the opposite of the Economist - 





threadbare theorising: it is an example of a 


country impoverished by two decades of 


authoritarian rule by a couple completely 


‘corrupted by complete power. 


In common with all polemicists pushing 
a generalisation as full of holes as a Marcos 
budget, the Economist conveniently ignores 
phenomena which do not fit the theory. It 
alleges Thailand lacks any attachment to 


democracy for its own sake, as evidenced 


by indifference to this year’s military coup 
which overthrew the corrupt Chatichai 
government: but it avoids recalling the 
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huge economic and democratic adv. ane 
made over the 15 years after the communis 
victories in Indochina in 1975, the su 
sequent closure of the US bases and the en 
ding of the almost annual military coups 

It makes much of India’s poverty d 
spite (or rather because of) its almost 
ken record of democracy since inde 
dence, but fails to explain why the various - 
authoritarian regimes which border India | 
have been equally unsuccessful at creating |. 
wealth. "It is no accident," the magazine in- | 
tones, "that, among the poor Asian coun- | 
tries, the ones that practise democracy have. | 
tended to be those that were introduced to | 
the notion by their colonial masters, the | 
British in the case of the Indian Subconti- |. 
nent and the Americans in the case of the | 
Philippines." How do Malaysia and Singa-- | 






















pore fit into that generalisation? Exceptions | 
that prove the rule? | 


Occasionally, however, reality breaks | 
through: "Firm government produces dis- 
asters as well as miracles. For every Taiwan | 
there is a Myanmar, for each South Korea a |. 
North Korea." Indeed, the Economist ad- | 
mits: “It is possible that the economic suc- | 
cess of Asian authoritarianism is something | 
of an illusion" — which calls the whole |. 
basis of the article into question. Indeed, if | 
growth statistics are examined year by year, 
instead of quarter-of-a-century chunks, it | 
can be more validly argued that Asian | 
growth is stimulated when disciplines are |. 
relaxed. In which case of course, Malaysia | 
and Singapore still qualify as exceptions |. 
that prove a very different rule. cp 
And the greatest exception of all is, of | 
course, Japan: a democracy for the cham- | 
pions of pluralism; a one-party state for th 
authoritarians. At this point the Economis 
calls in the greatest rationaliser of all, Le 
Kuan Yew. In an accompanying interviev 





























“loyalties, their motivations, their norm 
are different," he says, citing money po 
tics, cultural divergencies and dynastic: 
dencies. He mentions that Toshiki Kaifi 
Japan’s prime minister, had recently visite 
Singapore. "Before dinner, the wife intr 
duced her son to me. Young Kaifu, 30,- 
his father’s secretary. I’ve also been intr 
duced to young Fukuda, young Nakason 
several other prime ministers’ sons. It's i 
inheritance, like their golf club membe 
shi fF 
T wondis whether, after dinner, Mrs Le 
Kuan Yew introduced her son, Brig 
Lee Hsien Loong, Singapore’s depu 
prime minister to the elder Kaifu? 
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PHILIPPINES 1 


NGOs take the lead in development process 
(i / 


Agents for change 








By Donald Goertzen in Manila 
hile trailing most of its neigh- 
bours in terms of economic 
growth, the Philippines may 
have hit on the key to involv- 
ing local communities and interest groups 
in the development process. 

To a greater extent than anywhere else 
in the region, so-called Non-governmental 
Organisations (NGOs) have taken over from 
the government the work of improving the 
lot of the poor majority, through political, 
cultural and economic programmes. The 
irony of their success is that even the gov- 
ernment seems happy to see NGOs assume 
part of its functions. 

There are some 18,000 NGOs in the 
Philippines today, of which about 
2,000 are engaged in development 
work. They provide assistance to 
communities struck by natural dis- 
asters, and develop infrastructure 
from village to provincial level. 
Many are critical of government 
policies and advocate alternative 
development strategies. But the 
Aquino administration actively en- 
courages the participation of NGOs in 
planning and implementing deve- 
lopment projects. 

Official tolerance is one reason 
NGOs routinely negotiate directly 
with foreign governments for deve- 
lopment aid. But the attitudes of for- 
eign donors also have a lot to do 
with their increasing influence. 
Canadian Embassy officials describe 
Philippine NGOs as “the most or- 
ganised and well-developed NGO 
community in the world." Canada pro- 
vides US$17.6 million a year to the Philip- 
pines in development assistance, and de- 
signates 35% of it for use directly by NGOs. 
Of the remainder, a substantial part is 
channelled to NGOs by Philippine Govern- 
ment departments. 

In most countries, the US Agency for In- 
ternational Development channels assist- 
ance through US-based groups working in 
the Third World. In the Philippines, the 
agency increasingly works directly with 
local NGOs because, says agency official 
Bryant George, "they're so good.” The 
agency now provides US$10 million a year 
to local NGOs. In addition, a one-time 
US$25 million grant will be administered by 
local environmental NGOs. 





A factor in the success of NGOs in the 
Philippines context is their skill at working 
in broad coalition with other NGOs, as 
well as with people's organisations (POs), 
churches and social movements. NGOs may 
become a force to be reckoned with in the 
1992 elections, where they could play an ac- 
tivist role in response to public disillusion- 
ment with traditional party politics. Accord- 
ing to former agararian reform secretary 
Florencio Abad, they also provide an outlet 
for young people who might otherwise join 
the traditional Left — either above or below 
ground. 

The term NGO was first used by the UN, 
which recognised the importance of inde- 
pendently organised groups of profession- 
als, experts, or interested private citizens in 





Community-based health care crosses political boundaries. 


the overall development process. While 
civic, religious and business groups are also 
in some sense "non-government organisa- 
tions," and do occasionally engage in deve- 
lopment work, they are generally not 
thought of as NGOs. 

The oldest Philippine NGOs were set up 
in the early post-war period. The Philippine 
Rural Reconstruction Movement, for in- 
stance, was founded in 1952 by middle- 
class professionals committed to working 
with the poor. Today, while soliciting aid 
for the victims of the Mt Pinatubo eruption, 
the movement also works for agrarian re- 
form. 

It was with the declaration of martial law 
by the late president Marcos that the NGOs 
began to proliferate and take on the sophis- 
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tication that typifies them today. The pat- 
tern that emerged during the martial law 
period was for POs such as labour unions, 


^on organisations, women's groups 


d the urban poor to work closely with 
NGOs which provided technical and man- 
agerial assistance, research and legal ser- 
vices and advice on fund raising. 

A typical example of NGO-PO linkage is 
seen among tribal communities. The 
Kalipunan ng mga Katutubong Mama- 
mayan sa Pilipinas (Movement of Tribal 
Citizens of the Philippines) works for the 
self-determination of tribal peoples and the 
protection of ancestral lands. Its work is 
aided considerably by NGOs providing legal 
assistance. 

While most NGOs work with POs repre- 
senting local communities, others 
provide specific services on a region- 
al or even national level. The Coun- 
dl for Primary Health Care, for 
example, coordinates a nation-wide 
system of community-based health 
programmes working with both the 
urban and rural poor. These pro- 
grammes, often church-supported, 
emphasise sanitation, nutrition edu- 
cation, herbal medicine and the 
training of local health workers. 

The growth of NGOs and POs in- 
creased despite, and to some extent 
because, of the repression of martial 
law. Conventional political activity 
was curtailed, but NGOs flourished, 
many because of the protection de- 
rived from links with their counter- 
parts abroad or the churches. 

Although NGOs form themselves 
into national alliances and networks, 
their work begins at the village and neigh- 
bourhood level. The barangay, or village, 
remains the basic unit in Philippine society. 
Maximo Kalaw, president of Green Forum 
Philippines, says the strength and credibil- 
ity of NGOs is to be found in their village 
roots. 

The Catholic Church's Basic Christian 
Communities, as well as the underground 
Left, created organisational models for link- 
ing separate villages which other groups 
have adopted. "The Philippine Govern- 
ment," says Kalaw, "is primarily a colonial 
creation." Kalaw, who travels extensively 
in his global environmental work, says that 
Soviet ecology groups have consulted 
him on how to organise popular move- 
ments within a society which is in transi- 
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tion from state repression. 

NGOs played a significant role in the 
ouster of Marcos and in President Corazon 
Aquino's people-power movement. In- 
deed, community organising — and prop- 
agandising — was a regular part of NGO 
programmes. However, in the years since 
the uprising, many NGOs have become dis- 
illusioned with Aquino for failing to intro- 
duce meaningful reforms. 

In mid-1990 Aquino launched the 
populist Kabisig, or Linking Arms move- 
ment, to foster closer coordination between 
central government agencies, local govern- 
ments and NGOs. The movement was ini- 


aid chanelled directly to NGOs amounts 
to US$20 million, but much of the money 
NGOs receive from foreign governments 
is not reported to the authorities in Mani- 
la. 

The sophistication demanded in NGO 
work has prompted the Manila-based 
Asian Institute of Management to launch a 
one-year masters course in Development 
Management. Now in its third year, 
Filipinos make up the majority of the 40- 
member class. 

To work with foreign governments, 
NGOS form networks. This is the preference 
of most foreign governments and other big 


tially viewed with suspicion because it* donors. "NGOs come and go,” says one 


looked like a vehicle for a re-election bid 
by Aquino. Philippine Rural Reconstruc- 
tion Movement president Horacio Morales 
says Kabisig is fundamentally flawed, pre- 
cisely because it is a government initiative. 
He says it "runs against the grain for those 
who believe in popular initiatives from the 
ground up." 

Kabisig suffered because it was not 
adequately explained, claims Bulacan Gov- 
emor Roberto Pagdanganan, the move- 
ment's director-general. He asserts that 
Kabisig is more than a movement, "it is a 
way of doing things," and that 
it is evolving into an ideology 
which stresses self-reliance. “Tt 
could be compared to Pancasila 
in Indonesia.” 

Although many NGOs take a 
dim view of Kabisig, the gov- 
ernment's growing openness to 
NGOs has created new oppor- 
tunities for the movement. Most 
government departments now 
indude NGO liaison officers. 
NGOS play a major role in imple- 
menting government develop- 
ment projects, and to some ex- 
tent, help plan the projects. 

Various government agen- 
cies, including the departments 
of Heath, Environment and 
Natural Resources, channel aid 
from foreign governments di- 
rectly to NGOs to implement 
government programmes. While some 
NGOs are wary of using government re- 
sources, others say it depends on the pro- 
ject. Says Morales: “There’s nothing wrong 
with official development aid per se. If it’s a 
true partnership, then NGOs should be able 
to work with the government, while con- 
tinuing to advocate democratic develop- 
ment strategies.” 

Philippine NGOs, despite their faith in 
self-reliance, depend heavily on foreign 
funding, primarily from charitable groups 
in North America, Europe and Japan. In 
Europe, church groups receive government 
subsidies for international development 
aid. More recently, the NGOs have been 
funded directly by foreign governments. 
Government sources estimate that official 
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Canadian official, “we only work with net- 
works.” In the Philippines, there are 10 
major networks, some comprising more 
than 100 NGOs, 

Eugene Gonzalez, director of the NGO 
network, Council for People’s Develop- 
ment, says working with governments de- 
mands more careful negotiation. Private 
donor groups share a common commit- 
ment to development. Government agen- 
cies, however, primarily respond to con- 
stituencies. In order to influence Cana- 
dian Government assistance in Negros Oc- 





Aquino's Linking Arms movement has led to cooperation with NGOs. 


cidental, for example, the council mustered 
support from Canadian NGOs and 
churches. 

Canadian officials claim that by funding 
coalition efforts rather than individual or- 
ganisations they have forced Philippine 
NGOs to work together more. The Cana- 
dians also take credit for the establishment 
of the "super NGO" network, Caucus of De- 
velopment NGOs. This alliance of the 10 
NGO networks includes the “leftist” Council 
for People's Development as well as the 
more conservative Philippine Business for 
Social Progress. These groups began work- 
ing together in the Philippine-Canadian 
Human Resources Development Program- 
me, an experience that clearly built a mea- 
sure of mutual trust. 
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ADB forestry specialist Barin Ganguli, 
notes that NGOs lend credibility to govern- 
ment programmes. "Village-based NGOs 
can create public opinion favourable 
to projects such as reafforestation," he 
says. 

In 1988 the ADB and the Japanese Over- 
seas Economic Cooperation Fund extended 
a US$240 million loan to the Philippine De- 
partment of Natural Resources for reaf- 
forestation. The bank stipulated that NGOs 
would be responsible for both the work it- 
self and for evaluation of the two-year pro- 
ject. Ganguli says that similar projects could 
eventually reverse the overall deforestation 
trend by the end of the century. 

Despite Ganguli's praise, Natural Re- 
sources Department official Donna Gas- 
gonia admits that implementation can be 
tricky. In some regions, the NGOs the gov- 
emment would have preferred to work 
with did not choose to participate. "We 
look for NGOs with a good track record, but 
sometimes we have to settle for second 
best," Gasgonia says. 

Kalaw argues that occasional glitches are 
fully justified by longer-term rewards. He 
daims that environmental activism of the 
type pioneered by NGOs brings together the 
widest range of organisations 
and breaks through old Left- 
Right divisions. 

In another example of suc- 
cessful lobbying, Green Forum, 
an NGO network, informed the 
23-member Senate that it would 
publicise a debate on recent 
legislation to ban commercial 
logging. In the event, the upper 
house passed the measure and 
senators’ individual votes are 
being widely publicised among 
Green Forum's member 
groups. 

The success of the NGO 
movement seems to prove the 
point that it is often at the level 
of the community that re- 
sources are managed most effi- 
ciently. “Whether we're discus- 
sing agro-forestry zones, coastal 
zones, or lowland river valleys, local com- 
munities must be in control,” says Kalaw. 
“Local NGOs, using global information sys- 
tems, can now link up with their counter- 
parts all over the world. Trans-state move- 
ments can bring about changes in govern- 
ment.” 

Morales, a former member of the revo- 
lutionary National Democratic Front, a one- 
time political detainee and defeated 1987 
senatorial candidate, is far from certain that 
NGOs will democratise the Philippines and 
restore the environment, but he will keep 
working. “This is the only hope I've got,” 
he says. For many like him, society's trans- 
formation at the grassroots, coupled with 
lobbying and circumvention of the govern- 
ment, may be the only way to go. z 
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Voluntary bodies to play role in elections 


A new people-power 


By John McBeth in Manila 


ith the 1992 elections fast ap- 
W sse: non-governmental or- 

ganisations (NGOs) are trying to 
assess how far they should go in carving 
out a place for themselves in the electoral 
process. Although there seems to be a con- 
sensus about working with the Commis- 
sion on Elections (Comelec) and the 
Catholic Church to define guidelines for 
voters, many are reluctant to get involved 
in the hurly-burly of local politics. 

In essence, this reflects differences in the 
electorate itself. While the presidential and 
senate races lend themselves to more inde- 
pendent thinking, because of their national 
scope, partisanship and patronage will con- 
tinue to loom large in the congressional and 
local elections. In many provinces, analysts 
believe, old style partisanship may actually 
be growing despite the relative youth of the 
voting population. 

Younger voters, especially those still liv- 
ing with their parents, will vote the way of 
their fathers, say political pundits. Growing 
economic hardship for the bottom 30% of 
the population makes them even more vul- 
nerable to vote-buying, though most ana- 
lysts believe simple patronage — often 
handed down from generation to genera- 
tion — is the most pervasive form of politi- 
cal influence. 

NGO interest in the political arena is in- 
trinsically linked to the development pro- 
cess itself. Many NGO activists see the un- 
equal distribution of assets and power as a 
root cause of the structural imperfections 
that caused the failure of the official deve- 
lopment strategy in the first place. 

Consultant Susan Wong says the NGOs' 
past disdain for "dirty" electoral politics 
and the failure of progressive groups to 
form a genuine mass base have only re- 
sulted in traditional politicians and landown- 
ers perpetuating their powerbase. It is a 
view shared by former agrarian reform sec- 
retary Florencio Abad, who feels the option 
of armed struggle is fast losing its appeal. 

Abad says the NGOs are now showing a 
readiness to take the electoral process seri- 
ously and to get behind candidates who 
favour agrarian reform, people's empower- 
ment and environmental issues. But in the 
beginning at least, that may not mean sup- 
porting individuals as much as laying 
down criteria for voters. This was the po- 
sition espoused by Comelec and the church 
in their efforts to prepare the groundwork 
for an extensive voter-education campaign. 





Abad, the former Batanes congressman, 
says the approach reflects a burgeoning po- 
litical maturity among, NGOs, "grounded in 
concrete experience that tells us that we es- 
sentially, and ultimately have to deal with 
the question of power and politics." 

Currently the executive director of 
Kaisahan (Solidarity), an advocacy group 
which, among other things, provides legal 
assistance for peasant farmers, Abad ac- 
knowledges that while some NGOs are pre- 
pared to support "faces," the vast majority 
hesitate to engage in partisan activities. 
"The effort now is to get discussion going,” 
he says. "On the national level it means 
getting a consensus for a bloc vote. On the 
local level, the issues get personalised and 
that's where it gets very complicated." 

In the provinces, NGOs risk antagonising 
powerful elites if they support opposing — 
and unsuccessful — candidates. Agusan 
del Norte-based Greg Hontiveros, a foun- 
der of the NGO network Philippine Partner- 
ship for the Development of Human Re- 
sources in Rural Areas, says that this would 
not be the case at the national level. 

Bulacan Governor Roberto Pagdanga- 
nan, director-general of the populist Kabisig 
movement launched by President Corazon 
Aquino in 1990, takes a different tack. “You 
will not hear Kabisig saying, ‘that’s our can- 
didate, but local NGOs related to Kabisig 
may endorse candidates." He says that in 
areas where several candidates seek a 
single office, the NGOs may swing the de- 
ciding votes. As for the presidential elec- 
tion, he says the winner in 1992 will de- 
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pend on the support of party politicians, 
"like me." However, he claims that by 1998 
the NGOs will be a decisive electoral force. 
The overall debate is important because 
those who favour a more active political 
role feel 1992 will be the starting point in an 
effort to weaken the traditionally oligarchi- 
cal control of state, political and economic 
power — something that has changed little 
during Aquino's six years in power. 
"Through a succession of campaigns, by 
drawing strength from broad mass support 
and the cooperation of critical sectors like 
the church, we aim to achieve key electoral 
victories that will catapult us into a signi- 


ficant, if not a major player in the political 


arena," says Abad. "This will allow us to 
begin putting into the mainstream our 
alternative political, economic and social 
agenda." 

Now much better established, the NGOs 
are hoping to recapture the spirit of the 
mid-1980s when they formed an important 
component of the people-power movement 
which overthrew the Marcos regime. There 
is little doubt Aquino has been a disap- 
pointment to the many NGO activists who 
had hoped she would parlay her tidal wave 
of popularity into fundamental change. 

"But after a while," Abad says, "we 
realised the reforms weren't forthcoming." 
This applied particularly to land reform. In 
the end, Aquino — part of a land-owning 
family herself — raised few objections to 
the way her cabinet's progressive May 1987 
version of the Comprehensive Agrarian 
Reform Law was systematically. watered 
down by the landlord-dominated Con- 
gress. "Cory associated land reform with 
generating employment," says Abad. "She 
didn't see the totality of the programme 
and that's why industrial estates appealed 
to her more." 

Soon after the abortive December 1989 
rebellion, Aquino grew increasingly irri- 
tated over the roadblocks Congress was 
placing in the path of her reform program- 
me. Again she turned to the NGOs, who 
began exploring ways to organise them- 
selves into a political movement as a coun- 
terweight to Congress. 

But when the politicians put on the 
pressure Aquino backed down. "The 
whole objective was lost and the politicians 
persuaded her to concentrate on the effi- 
cient delivery of services,” says Abad. 
"When that happened, the mainstream de- 
velopment NGOs refused to cooperate." 

Still, as painful as it may have been, the 
experience has encouraged the NGOs to 
persevere with their own political agenda. 
Abad has few illusions about the NGOs' ef- 
fectiveness in the immediate term, except 
possibly in more marginal areas. As he 
points out: “The size and limited resources 
of NGOs make them unlikely challengers of 
economic and political systems sustained 
by prevailing big government and oligar- 
chic interests." " 
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Rural development to counter communists 





Thes t 


By Donald Goertzen in Butuan, Mindanao 


enyan rapa at 


rucks loaded with troops roll 
through this capital city of Agusan 
del Norte in a steady stream, head- 





ing for neighbouring Agusan del Sur pro- 
vince where military operations have dis- 


placed nearly 5,000 people in a new drive 
against the communist New People's Army 
(NPA). 

All across this northeastern corner of 
Mindanao, the government is applying mi- 
litary pressure — and inevitably more and 
more people are being caught in the mid- 
die. Recently, the director of a Butuan- 
based peasant farmers’ organisation and 
his companion disappeared. Their bullet- 
riddled bodies were found 200 km to the 
west, in Cagayan de Oro City. 

Not surprisingly, 65 communities in 
Agusan del Norte meet the criteria for spe- 
cial attention from the Philippine Depart- 
ment of Health: hard to reach, depressed, 
under-served and under the influence of 
the NPA. It is one of eight provinces penet- 
rated by the NPA where non-governmental 
organisations (NGO) play a major role in im- 
plementing Health Department projects 
funded by the World Bank. 

In his book, Silent War, a former col- 
onel-tumed-NPA commander Victor Cor- 
puz writes that a missing component in the 
government's anti-communist game plan 
has been community development in areas 
retaken from the NPA. Corpuz, now an ad- 
viser to the Philippine military, argues that 
if the conditions of an area do not improve, 
it is inevitable that the NPA will return after 
the government forces leave. The lesson 
has been taken to heart, at least by the mi- 
litary. Under a new strategy devised in the 
late 1980s, they now stay on to consolidate 
government control. Quite often, however, 
civilian development work lags far behind. 

Teresita Bonoan, director of the govern- 
ment's Community Health Services, says 
NGOs have access to areas government offi- 
cials find difficult to enter. But she acknow- 
ledges that in many critical areas it is simply 
impossible to implement government pro- 
grammes. The Health Department regular- 
ly consults the military before it embarks on 
a project. “Sometimes we have to wait for 
them to clear an area,” says Bonoan. In the 
end, Bonoan hopes that the Health Depart- 
ment can contribute. to both eevee 
and. peace. 

The Health Department programmes in 


Agusan del Norte and three of the other 


f target provinces are still in the planning 
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phase. Those in the. first four provinces 
began in 1990, and eight more are slated for 
in 1992. Through a World Bank loan, up to 
P200,000 (US$7,100) is being made availa- 
ble to each community for sanitation, wells 
and education on nutrition and primary 
health care. 

In Agusan del Norte, the Health Depart- 
ment established the Partnership for Com- 
munity Health Development (PCHD) pro- 
gramme. Local government agencies and 
14 NGOs were invited to participate in the 
detailed planning. Together with town 
mayors and village leaders, the PCHD will 
determine the priority health requirements 
in each of the 65 communities. 

In implementing its programmes, the 
Health Department looks for NGOs with 
strong community links. "We don't want to 
just give people dole- 
outs" says Bonoan. 
“We want to empow- 
er local communities.” 
However, it is not al- 
ways possible to find 
enough NGOs that meet 
these criteria, and 
sometimes the depart- 
ment turns to civic or- 
ganisations. 

While most groups 
are eager to work with 
the Health Department, some are 
more circumspect. They say that 
the neutrality necessary in carry- 
ing out work in a_ politically 
polarised region like northeast 
Mindanao might be compro- 
mised by working with the gov- 
ernment. 

Many Agusan del Norte NGOs 
grew up under the Marcos dictatorship. At 
risk to their own safety, NGO staffers 
worked for the overthrow of the regime 
while organising communities and provid- 
ing aid to the government's victims. In the 
early 1980s, Greg Hontiveros worked for 
the Catholic Social Action Centre and was 
jailed by the Marcos regime. He says that 
many NGOs continue to take an adversarial 
position towards authority — even if he 
does consider it an outmoded approach. 

Hontiveros holds that, for all their 
faults, democratic institutions have been re- 
stored and NGOs have a role to play in im- 
mr government programmes that 

are "fundamentally pro-people.” He now 
heads the Associates for Integral Develop- 


mént (AID), which works with several offi- 


cial agencies. By employing local people, 
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dit programmes for farm « cooperative 

Other participants in the PCHD ` ncl 
the Daughters of Mary Immaculate 
Catholic body, and Women Missionar 
International, affiliated with the local 
Methodists. Herminia Galero, of the 
Daughters of Mary Immaculate, is no- 
stranger to coalition efforts. During the final - 
years of the Marcos government her family 
was active in the poll-watching group, the 
National Movement for Free Elections, 
which is again expected to play a crucial 
role in the conduct of the 1992 elections. : 

Women Missionary International. has 
successfully organised rural health dinics 
the past, using nurses from among its own 
members. It has also helped dispense relief 
goods to evacuees from typhoons — and 
military operations. us 

Leticia Tan, the representative of local . 
government agencies on the PCHD, ac — 
knowledges that the private-sector bodies = 
may have different reasons for wanting to ^ 
participate. However, she. maintains that- 
NGOs are essential to the success of come. > 
munity health development. 

She insists there is no pressure on 
groups to participate, . 
"but by working in the 
critical ^ areas, im 
surgency can be les- 
sened a bit when they 
see that the govern- 
ment is really trying to 
help.” Depending on 
the type of project cho- 
sen for a community, 
the P200,000 may not 
last much beyond three. 
months. According to _ 
Bonoan, communities - 
will be encouraged to _ 
seek more funding, _ 
preferably local, for on- _ 
going programmes. 

Successful or not, |. 
this latest government - 
initiative will continue 
to have its critics. One — 
Catholic priest claims that church-based — 
health programmes covered a larger area .- 
during the Marcos period than they do - 
today, but continuing harassment by para- — 
military forces has hampered their work. _ 
"The Health Department is one of the few 
agencies with any credibility,” says the 
priest. “The government needs the depart 
ment and the NGOs to penetrate the remote 
areas, but if the government wants to help 
the people it would pull out the military.” 

That's the kind of talk that riles Hon: 
tiveros: “If the best NGOs don’t work with 
the government, then it's forced to work.: 
with the less capable ones," he says. “The ~. 
government doesn't take away an organisa- 
tion's autonomy. It is a debate that will be- 
heard elsewhere as the NGOs find their 
place in development." a 
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Planters and peasants battle it out 


Sweet and sour 


———— M—————————Ó EIER a RR 


By Donald Goertzen in Bacolod, 
‘Negros Occidental 


ising sugar prices and economic di- 
m R3 have brought a mea- 


mc sure of prosperity to Bacolod, pro- 
viding a sharp contrast to conditions in the 
— _ province only a few years ago. Streets have 
«been paved and widened, two new hotels 
_. have been built, and it seems Negros may 
: "be on its way to fulfilling Governor Daniel 
_ Lacson's dream of it becoming the "Taiwan 
-of the Philippines." 
. ^ Lacson credits the relief and rehabilita- 
tion efforts of Negros’ non-governmental 
|. organisations (NGOs) with setting the stage 
for recovery. However, critics argue that 
| some NGOs have also served to reinforce 
|. the feudal economic structure they consider 
-the root cause of chronic poverty in Negros. 
|..." Whatever the effects, the infusion of deve- 
= lopment aid from overseas has created a 
veritable NGO industry. “After sugar and 
|... prawns, foreign aid is the third-biggest 
_.» business in Negros," said National Federa- 
«tion of Sugar Workers (NFSW) president 
_- Serge Cherniguin. 
ae Negros’ troubles began when sugar pro- 
duction dropped from 2.9 million tonnes in 
1975 to 2.2 million tonnes in 1979. One re- 
sult of this decline in the sugar industry 
was the creation of two distinct social 


NEPAL 


movements. One, launched by planters, 
sought to lessen the impact on plantation 
workers by providing seeds for vegetable 
gardens and loans during the lean farming 
season. 

The other centered on organising sugar 
workers by the militant NF5SW, coupled with 
the establishment of the Catholic Church's 
activist-oriented Basic Christian Commu 
nities. Both brought demands for higher 
wages, land reform and an end to human- 
rights violations. The communists also in- 
creased their influence. 

With the second sugar slump in 1985, 
production plunged to 1.6 million tonnes. 
Layoffs of sugar workers resulted in mal- 
nutrition affecting tens of thousands of 
children. The Marcos regime asked the UN 
Children's Fund (Unicef) for help. 

After the ouster of Marcos in 1986, Uni- 
cef began operating more actively and ex- 
panded the circle of government agencies 
and NGOs with which it worked in running 
feeding programmes. By mid-1986 it was 
edging into the development phase with 
the establishment of the Negros Rehabili- 
tation and Development Programme. To 
carry on its projects Unicef had, by Sep- 
tember 1987, raised US$5 million, half of it 
provided by the Canadian International De- 
velopment Agency, and the remainder by 
other foreign governments and NGOs. 


ae J ohnny marches home 


|. The future of Nepalese soldiers serving 
‘|. with the British army was revealed in a 
: defence White Paper released on 23 July 
that announced the Brigade of Gurkhas 
. would be cut from its present strength of 
~ 8,000 to 2,500 by 1997. 

© The cuts, which formed part of the 
> British Government's sweeping "Options 
for Change" defence review stemming 
-— from the reduction in East-West tension, 
“will begin with the disbandment of one 
© Gurkha battalion in 1992 and rest after 
. Hongkong reverts to China in 1997. 
The British Government's move sur- 
. prised and shocked Kathmandu. Prime 
. Minister G. P. Koirala described Lon- 
. don’s decision as adding one more prob- 
. lem to his newly elected government at a 




















. time when Nepal faced grave economic 


problems. Retired Gurkha lieutenant col- 
onel Lal Kaji Gurung, chairman of the 
Nepal Ex-servicemen's Association and a 
serving Congress member of the national 
council's upper house of parliament, call- 
ed the British action. "unjust and un- 
kind." He argued that while the British 
Government is reducing its army by 25%, 
the Gurkhas were being cut by nearly 
70% of their strength. 

However, a senior Foreign Ministry 
official said Nepal was psychologically 
prepared to accept the return of the Gur- 
khas from the British army. The govern- 
ment had always realised the possibility 
of Britain gradually cutting. 5 
Gurkha contingent. z 

Nepal receives £20 million (US$3 
million) a year in the form of the G 
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missioned a ey of the overall impact of 
the Unicef-led projects lauded the agency 
for its work. The authors, however, also 
concluded that the widespread use of 
planter NGOs to implement the project ulti- 
mately reinforced the hacienda system — 
the traditional feudal instrument of control. 

Fr Ireneo Gordoncilio, a former director 
of Bacolod's Catholic Social Action Centre, 
also maintains that the planter NGOs serve 
to peddle influence. "In a society like Neg- 
ros which for so long has been feudal, 
people make little distinction between gov- 
ernment, NGOs or private business, espe- 
cially when it's all the same people,” he 
said. 

In addition to generating NGO activity, 
the collapse of the sugar economy in the 

mid-1980s also freed up tens of thousands 
of hectares of land. Some planters aban- 
doned their haciendas, while others were 
foredosed by the banks. With or without 
proper authorisation, thousands of former 
sugar workers turned to subsistence farm- 
ing. 

Although more than 10,000 ha have 
been legally transferred to individual farm- 
ers and cooperatives, provincial agrarian 
reform officer Alexis Arsenal regrets that 
most of the land is "marginal" and blames 
vigilante activity for slowing down his 
work. 

The NFSW, with help from the church 
and other private agencies, supports 
cooperatives farmed by its members. For 
example, in Silay — north of Bacolod — 100 
ha have been divided between cooperative 
and individual family plots. They seek to 
strike a balance between crops for their 
own consumption and cash crops. " 


khas' pensions, salaries and gratuities. 
An additional annual £17 million has 
been given in the form of grants over the 
past three years, though these were due 
to end this year. However, Britain has as- 
sured Nepal that the grants are likely to 
continue. 

In addition, more than 55,000 Gur- 
khas serve in the regular Indian army, 
while a further 200,000 are scattered 
among various Indian paramilitary units, 
such as the Central Reserve Police and 
the Border Security Force. Annual earn- 
ings from these Indian-based Gurkhas 
total more than Rs 1.3 billion (U$$31.42 
million). 

In recent years, the Brigade of Gur- 
khas have served in the 1982 Falklands 
ii ted in Belize and on the UN peace 
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CHINA 


One of the more intriguing events in an otherwise 
quiet year in China was the death of Jiang 
widow of Mao Zedong and leader of the Gang of 
Four. She was of little political relevance, having 
been kept out of sight since her fall from power in 
the late 1970s, but the lengthy delay in the announce- 
ment of her death underlined how nervous the pre- 
sent lead is in reacting to the death of political 
personalities, however peripheral they may be. If it 
took several weeks before Jiang’s death was officially 
confirmed, how long would it take for the departure 
of a central political figure to be announced? For 
above all else in China today, it is the physical fates 
of a handful of octogenarian leaders upon which the 
d future depends so crucially. 

y the coterie of retired leaders that includes 
senior patriarch Deng Xiaoping, Yang Shangkun, Chen Yun, 
Wang Zhen, Bo Yibo and Li Xiannian are able collectively to make 
the key decisions on major political and economic policies. But they 
appear unable to agree on many substantive issues, in particular on 
the and direction of economic reform, while their subordi- 
nates are left to muddle through. 

There were few authoritative policy pronouncements in the 
past year. The first year of the new Eighth Five-Year Plan started 
with a stumble, with policymakers divided as to what it should ad- 
vocate. Consequently, they compromised on a vague outline. The 
two-year economic retrenchment programme also finally fizzled 
out, but no new explicit policy replaced it. 

In place of clear-cut policies has come rhetoric. The importance 
and superiority of socialism is repeated over and over again. One 
of the main lessons to be gained from the recent floods in eastern 
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and central China, for example, was how it showed 


How long can China continue to exist in this pre- 
sent suspended condition? With the economy li 
ing along, dissent ru 


trol of the leadership and political in-fighting kept in - 
check and out of public sight, it appears that the pre- - 
sent status quo can remain for the foreseeable future. 


and the collapse of communism in Eastern 
and changes in the Soviet Union would grad 
. force change in China have been dashed. 
Indeed, the political impasse in Peking has 


4 


Tiu noite Bees tthe cal u E : 


A 


only limited relevance for the rest of the country, - 


which is busily carrying on with its own economic dev 


and paying lip-service to central directives. The free-wheeling 
dynamism in Shanghai, Canton and the coastal provinces contrasts 
with the bleak and oppressive mood that hangs over the capi- - 


tal. 
Internationally, China has almost returned to full 


after the 1989 Tiananmen Square incident, though in a changed - 
, iS con- — 


world order where its im ce, y stra 
siderably less than during the Cold War. But while human rights, 


arms sales and other issues remain points of dispute, especially in _ 
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Sino-US relations, few if any countries wish to alienate China be- _ 


cause of such concerns. US President George Bush had a bruising _ 
fight with the US Congress to ensure that China would continue to. 
get unconditional most favoured nation trading status. 
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The reformists make modest gains, but leadership ts lacking 


Marking time 


By Tai Ming Cheung in Peking 


else. But pressures are building to overcome this impasse 
and there have been some signs in the past year that more 
progressive personalities and economic policies are beginning to 
emerge from the political deep freeze. They have, however, a for- 
midable task to overcome powerful conservative forces, content 
with preserving the status quo or, if possible, returning to more or- 
thodox days. 
And indications are that it is the re-emergence of supreme 
leader Deng Xiaoping behind the scenes 


olitics remains on hold in China as a divided and cautious 
P leadership stresses the importance of stability above all 


Shangkun, state president and first vice-chairman of the Central 
Military Commission (CMC), as well as party stalwarts Wang Zhen, 
82, and Li Xiannian, 86, all of whom are seen as having been prom- 
inent in the resurgence of Maoist-era socialist orthodoxy in the past 
couple of years. 

The re-emergence of reform-minded policymakers is an en- 
couraging but not necessarily sufficient sign that economic reforms 
are back on the political agenda. Since the National People's Con- 
gress (NPC) in April, Shanghai Mayor Zhu Rongji has been pro- 
moted to a vice-premiership, and three former close allies of dis- 
graced party chief Zhac Ziyang have also 


since the end of last year which has largely been partially rehabilitated. Hu Qili, Yan 
helped a revival of the moderate caucus. Banners 28 Mingfu and Rui Xingwen, who were sac- 
He also appears to have played a major role Def d i su aaah 30 ked from senior political posts following the 
in blunting conservative efforts to turn back Rie’ NBI Aun eorne keniense June 1989 crackdown, were given vice- 
the dock on economic reforms. Foreign relations ...................... 32 ministerial posts in May. 

Ironically, Deng, who is 87 this month, TEN e ATA AAT E E FATS 34 The reformists of the 1990s are unlikely 
also is credited with attempting to end the Lo. 53 ASIRESE 38 to be as progressive as their counterparts a 
meddling of the gerontocracy of ancient loe oem 40 decade ago, however, so long as the pre- 
patriarchs in the day-to-day running of the Housing .............. en 40 sent regime remains in power. The 1980s 
country. Among those he is believed to s METTE TTE N EN 42 was a golden era for reformers such as 
have moved to retire are 84-year-old Yang Zhao to push through daring and rapid 
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economic reforms, primarily because they had the unconditional 
support of Deng to carry out their policies. But the chronic political 
and economic crises beginning in the middle of 1988 have largely 
discredited the Zhaoist-style reforms. 

The appointments of moderates to only relatively junior posts 
shows that the return of reformist programmes on the policy- 
making agenda still has a long way to go. Even these promotions, 
in particular Zhu's transfer to Peking, appeared to require con- 
siderable lobbying and negotiations between moderate and 
conservative elements. Zhu's appointment was balanced by the 
— of the more conservative Zou Jiahua to a vice-premier- 

p. 
Nonetheless, some analysts believe the appointments are signi- 
ficant as they indicate that the moderates within the leadership 
have begun to shift from the defensive, fighting off a resurgent tide 
of conservatism for the past two years, pushing again for bolder 
economic reforms. This shift in momentum may also indicate that 
the moderates are already preparing for the 14th Party Congress 
next year. The Congress, which is normally held every five years, 
is widely expected to be a key political event that will set the tone 
for China’s political future to the end of the century. It is believed 
that important political changes will be announced at the meeting, 
including key personnel appointments and retirements. 

Among issues currently being discussed are 
the retirement of elderly leaders, the disband- 
ing of the Central Advisory Committee and 
the elevation of new blood within the politburo 
and other top party posts. The moderates are 
hoping that the congress will allow them to 
further promote their own candidates to key 
decision-making slots. This includes moving 
Zhu up to a seat on the politburo standing 
committee. Zhu is at present a lowly alternate 
member of the party central committee. 

Although the hardline backlash has lost 
some of its momentum since the June 1989 
crackdown, the conservatives still hold consid- 
erable sway in the policymaking process and 
other spheres of political life. The media, for 
example, continue to be largely in the grip of 
party ideologues. The tone of all the major 
daily newspapers remains stridently dogmatic, 
closely repeating the standard party line and 
rhetoric. " 

Even if these octogenarians were to for- 
mally retire, they would still be able to exert considerable influence 
behind the scenes, either directly or through supporters. Only 
when these first-generation leaders die off will the personality-dri- 
ven nature of Chinese politics begin perhaps to give way to a more 
institutionalised and consensus-based management of affairs. 

Who will succeed these elders, and in particular Deng, over the 
longer term remains far from clear. Few personalities among the 
present stable of third-generation leaders hold much appeal so far, 
though many are probably keeping a low profile to see how the 
wind blows over the next couple of years. 

Premier Li Peng continues to manage a tough economic situa- 
tion relatively well. Indeed, the past year has seen the continuation 
of a modest economic recovery. This has confounded predictions 
that the economy is in severe trouble because of the deteriorating 
condition of the state sector. 

The most dangerous threat to social stability today is not from 
disaffected students or intellectuals, who are well under the control 
of the authorities, but from popular discontent that might result 
from rising inflation or growing unemployment. The continuing 
government policy of handing out massive amounts of credit will 
undoubtedly push inflation close to or over 10% by the end of this 
year. The last time inflation rose above double digits in 1988 saw 
widespread panic-buying among city folk, which forced the gov- 
ernment to take a drastic U-turn in its economic reforms. 
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Any major economic upheaval could, however, have grave i 
plications for Li's political survival. And while the short-term future 
over the next few months appears relatively sound, the longer term 
economic outlook is bleak unless the leadership is willing to under- 
take major reform measures to tackle the many serious structural 
problems inherent in the economy — and the conservative Li ap- 
pears ill-suited to provide such leadership and vision. 

There have been some suggestions that Li may be shifted to the 
presidency at the 14th Party Congress if Yang Shangkun retires 
from that post. 

This might open the way for Zhu to step in, though he has yet 
to prove his acumen in his new post. There are, however, few 
other obvious candidates for the premiership. 

Party General Secretary Jiang Zemin continues energetically to 
learn the duties required for his position as the "core" of the third- 
generation leadership. Two years into his job, however, there ap- 
pears little substantial evidence to challenge the idea that Jiang re- 
mains a caretaker leader who would be swept quickly aside in any 
no-holds-barred power struggle. 

But Jiang's main role is to act as the party spokesman rather 
than as a policymaker. He led the eulogies at the beginning of July 
to celebrate the party's 70th anniversary with a defiant speech. As 
one of the very few remaining countries keeping the orthodox 
. socialist torch burning, Jiang defensively 
pointed out that: “We Chinese communists 

are convinced the temporary difficulties and 

setbacks recently experienced by socialism in 
its forward march cannot and will not ever pre- 
vent it from continuing to develop.” 

With tight control of the internal security 
apparatus and the military, there is little chance 
now of any repeat of the political protests of _ 
June 1989. And the vast rural populace has. 
shown few signs of discontent towards the 
leadership in Peking, though the party has 

to rebuild cells in villages which were 
largely neglected following the implementation 
of the "household responsibility system" at the 
end of the 1970s. The only real challenges, 

however, to the party's unity are, ironi j 

within its own divided ranks and its inability to 

set up mechanisms for a smooth generational 
transfer of power. 

Whatever the personal intrigues now under 
way, outwardly the policymaking process re- 

mains in deadlock with leaders unable to agree to any dear-cut di- 
rection in overall policies, in particular in the economic realm. The 
latest five-year plan is the most obvious example of this stalemate. 
Although the plan emphasised the need for continuing reforms 
and opening up to the outside world, little was said about how 
these policies should be undertaken. 

The blandness of the final product contrasted with the heated 
clashes that took place in the drafting of the plan last autumn, in 
particular between provincial and central leaders. The outcome of 
the centre-region tussle, which focused on Peking's attempt to 
overhaul the tax system that favours the localities, was an embar- 
rassing defeat for the national authorities. This shows how far the 
central government has lost control over the management of the 
country's economic affairs. 

The economic autonomy the provinces are able to maintain 
from the centre tellingly underlines how irrelevant the esoteric 
ideological campaigns that are taking place in Peking really are in 
determining China's future. While national leaders talk about the 
need to uphold socialism and fight against the dangers of spiritual 
pollution, coastal provinces such as Guangdong and Fujian quietly 
but quickly concentrate on their economic development. The pro- 
vinces’ own deep stake in keeping the economic-reform process 
alive will be a crucial factor in shaping the future makeup of the na- 
tional political process. * 
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By Elizabeth Cheng 


o bold economic reforms are expected to be launched this 
year ahead of the meeting of the 14th Party Congress next 
year to elect a new central committee. A new party leader- 





_ guidelines of the Eighth Five-Year Plan (1991-95), analysts say. 

5 Power-jockeying ahead of the meeting may also undermine at- 

. tempts to rein in bank lending which has been largely blamed for 

causing inflation to rise since January. The enormous flood damage 

__ to some of China's most productive areas since June is expected to 

|. put further pressure on banks. 

. “No party leader would want to risk his popularity with party 
representatives by advocating tight purse strings in the wake of the 
natural devastation. In some 
cases, the weather will be used 
as a convenient scapegoat for 
human failures,” said S. K. 
Tsang, an economist at Hong- 
kong's Baptist College. 

Further price reforms are 

|. likely to be shelved for the time 

being for fear that they would 

-= add to inflationary pressures, 

4... according to experts. The gov- 

|| emment cautiously raised the 

- prices of a number of key raw 
materials, including steel, as 
well as grain and edible oil dur- 
. ing the first half of this year as 
_ part of a continuing bid to elimi- 
_ mate the country's two-tier price 

system. Some 60% of raw mate- 
rials and about 7096 of consumer 
goods are estimated to be freed 
already from the dual-track system of official and market prices. 

Other efforts by the central leadership this year to break the 

- - chain of debt-enmeshing state enterprises could also fail as a result 

. of the flood disaster. 

Since June, as many as 18 out of China's 30 provinces and au- 
tonomous regions are reported to have been ravaged by some of 
the most severe flooding in decades. The government's prelimi- 
nary estimates show a 276 decline in the summer grain harvest 
. compared with last year to 98.2 million tonnes. The more impor- 
_ tant autumn harvest, which accounts for 80% of annual grain out- 
` put, will also be affected by disruption to planting, which normally 

begins in July and August. 
The full extent of the flood damage to crops will probably never 
be disclosed. The government has under-reported the actual out- 

+ put of last year's bumper grain harvests — a record 435 million ton- 

nes — and may use that advantage to cover up for this year's 

shortfall in order to give an impression of stability, says one China 
analyst. 

_ The excessive release of credit last year, a record Rmb 300 billion 
(US$56.02 billion), provoked by concern over slumping industrial 
output and possible social unrest, is beginning to have an adverse 

effect on the economy this year. Two years of austerity, from late 

1988, have taken a toll on state enterprises, trapped by declining 

profitability, management inefficiency and debt defaults. 
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The austerity drive was meant not only to cool down an over- 
heated economy but to end the system's tendency for boom-bust 

cycles by readjusting its basic structure. Unlike previous cycles 

which readjusted the economy by cutting economic output, this 

last readjustment was to be different. Unprofitable enterprises 

were to be closed down or merged while industries with little de-_ 
velopment potential were to be given little or no support at all. Ef- 

ficency would rise and infrastructural development would enjoy 

priority over light industry. 

In reality, few of China's loss-making enterprises — estimated 
to be 34.5% of state enterprises — have been closed down or 
merged. Fear of social disruption arising from bankruptcies has 
stayed the government's hand. Even the profitability of those still 
in the black has declined. Government figures show the national 
average profit and tax rate was down to 1376 in the January-May 
period from 1476 a year ago. 

Now, the only success of the austerity programme — beating 
inflation down to 2% last year from 18% in 1989 — is in danger of 
falling apart, notes Tsang. 

Inflationary pressures are building up faster in the cities than in 
the rural areas. Cost-of-living price indices for 35 major cities show 
a growth of 6.8% in January, 6% in February, 5.4% in March, 4.5% 
in April and 8.9% in May. May's sharply higher growth was 
largely due to a reduction of government subsidies for foodgrain 
, and edible oil to the urban sec- 
® tor the month before. 
= The national cost-of-living 
index, on the other hand, 
showed prices easing from a 
2.2% growth in January to 1.3% 
in April and rising again to 
3.6% in May. 

The loss of substantial farm 
output and disruption to in- 
dustrial production due to the 
floods may cause prices to rise 
in the free market. Prices of 
canned and fresh food as well 
as silk, mainly produced in 
Jiangsu, one of the worst-hit 
provinces, could skyrocket. But 
because the state still subsidises 
urban residents — at a monthly 
Rmb 6 per person — the impact 
of price rises will be cushioned. 
Prices of grain in state-controlled markets are likely to remain stable 
because of substantial reserves, topped up by last year's bumper 
harvests. 

Chinese Government economists hope that inflation can be con- 
tained at 6-876 this year. But the government's tighter monetary 
policy for this year could be sidetracked by demands for credit to 
rebuild damaged facilities. Although credit has been tightened 
since the end of last year, it is still growing, though at a slower rate 
than a year ago. Loans for the first half amounted to Rmb 58.1 bil- 
lion, according to Guo Zhengian, deputy governor of the People's 
Bank of China, the central bank. 

Following the large injection of funds into the economy in the 
first three quarters of last year, industrial growth began to acce- 
lerate in the final quarter and kept its momentum throughout the 
first half of this year. Industrial output for the first half rose 13.4% 
over the comparable period last year to Rmb 1,126 billion, more 
than doubling the planned target of 6% for the year. GNP is re- 
ported to have increased 6% in the first half, also sharply higher 
than the planned 4.5% annual growth. | 

The good performance in the first half will allow room for some 
slack in the second half. Even before the floods came, some main- 
land economists were predicting a slowdown in industrial output 
in the second half as a result of slackening consumer demand. 
Year-on-year growth in retail sales has slowed down from 19% in 
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February to 12% in May. Monthly sales volume, at an average Rmb 
75 billion, has remained far below December's Rmb 80 billion. 

So far, industrial growth has not been structured in the way 
planners would have liked. Growth was led by the collective and 
private sector, up 19% and 43% respectively for the first five 
months compared with a year ago, with state enterprises clocking 
a mere 9% increase, though they were the major recipients of state 
funds. Fixed-asset investments by the state, on the other hand, 
show an 18% rise for the same period with 20% of the investments 
allocated to state enterprises. 

The slow recovery of the state sector coupled with mounting 
stockpiles — estimated at Rmb 348 billion by the end of May, up 
5.995 over a year ago — point to an economy that is still far from 
robust. Moreover, the growth has been largely in light industry, 
despite the government's plan to readjust the economy in favour of 
heavy industry. The strong growth in the collective and private sec- 
tors also does not add much to state coffers which rely heavily on 
taxes from state enterprises. 

Economists believe the slack consumer demand could be due to 
high bank interest which has encouraged strong savings. Despite a 
cut in savings deposit rates of one percentage point, which came 
into effect in July, to 7.5% in an effort to boost the market, consum- 
ers have not taken the bait. Savings of urban and rural residents 
continued to increase during the first five months of the year to 
Rmb 104.8 billion, up 19% over a year ago. 

Higher wages also have not induced workers to spend more. 
The average monthly wage has risen 11.6% to Rmb 173 during the 
first half compared with a year ago, while farming income has risen 
10.7% to an average monthly Rmb 55, according to the State Statis- 
tical Bureau. 

Most city dwellers already own basic electronic items, such as 
TV sets, refrigerators and washing machines, and are in no hurry to 
change models. Even with reduced bank rates, they still enjoy net 
gains, as long as inflation is checked. For rural folk, a major incen- 
tive for saving is to buy a house or to build a new one. 

China's planners are now on the horns of a dilemma: to lower 
interest rates effectually might fuel runaway inflation; not to adjust 
the rates might mean continued stagnation in consumer demand 
and increasing stockpiles. Flood damage to properties might relieve 
some of these stockpiles, if they are of construction materials, but 
as Chinese University of Hongkong economist Sung Yun-wing 
points out, in times of disaster, the natural tendency is to save 
money. Sung does not believe retail sales will pick up significantly 
in the near future. 

The economy's external sector appears to be healthier. China's 
foreign-exchange reserves, at around US$35 billion as of March, al- 
low it to meet comfortably its foreign debt repayments of US$4-5 
billion annually in the next few years. Trade surpluses continue to 
mount with first five-month figures totalling US$2.9 billion. So far, 
exports have kept up double-digit growth, up 18% to US$24.5 bil- 
lion in the first five months, despite the removal of central govern- 
ment subsidies for all exports this year. Still, analysts believe some 
of these exports may continue to enjoy subsidies from local govern- 
ments anxious to meet export targets and indirectly through 
cheaper sourcing of raw materials. 

Imports, meanwhile, have rebounded sharply from last year’s 
slump, rising 15% to US$21.5 billion for the January-May period. 
This trend looks set to continue as interior provinces take advan- 
tage of their increased foreign-exchange income — arising from this 
year's standardisation of the foreign-exchange retention system — 
to import more. The downside of this is that it could reverse the 
trade surplus to deficit. Given that the government's fiscal deficit is 
already expected to exceed last year's Rmb 50 billion, decision-mak- 
ers are unlikely to let imports get out of hand. 

The government's attempt to bring the renminbi's exchange 
rate closer to its real value appears to be working, with little disrup- 
tion to exports, as far as trade figures can corroborate. The renmin- 
bi has been gradually devalued from Rmb 5.2:US$1 in January to 
Rmb 5.3 in July. 5 
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marching 


hina's soldiers are beginning once again to march to a pro- 

fessional beat. This follows a wrenching ideological cam- 

paign to shore up the People's Liberation Army's (PLA) 
political reliability in the wake of the June 1989 crackdown, which 
brought a decade-long military modernisation programme to an 
abrupt halt. This gradual return to military priorities reflects the im- 
pact of the Gulf War on Chinese defence planners as well as a shift 
in influence away from hardline generals towards more moderate 
and professional commanders. 

It also appears to show yet again that despite having given up 
all his official positions, including the last of them, as the chairman 
of the powerful Central Military Commission (CMC), Deng Xiao- 
ping is taking a hand — this time 
in getting the army back on track 
and away from too much ideology. 

Outwardly, the switch in em- 
phasis from politics back to profes- 
sionalism is not yet obvious. The 
tone of the military propaganda 
machine, as reflected most clearly 
in the Liberation Army Daily, re- 
mains stridently conservative. This 
is not surprising as the newspaper 
and the rest of the propaganda ap- 
paratus is run by the PLA General 
Political Department (GPD), which 
is under the tight control of arch- 
conservative Gen. Yang Baibing, 
younger step-brother of State Pre- 
sident Yang Shangkun. 

Gen. Yang was the mastermind 
behind a relentless political cam- 
paign begun after the June 1989 
crackdown on the pro-demoracy 
movement and aimed at ensuring the PLA's complete loyalty 
to the party. Top party and military leaders were deeply con- 
cerned that some soldiers, including senior officers, had ques- 
tioned the army's ties to the party during the 1989 crisis. Some had 
suggested that the army should serve the government rather than 
the party, which to orthodox party leaders was tantamount to 
treason. 

In an effort to root out and prevent the spread of this problem, 
military units were ordered to spend significantly more time on po- 
litical work at the expense of their military duties including train- 
ing. Political commissars were given increased powers and respon- 
sibilities, and procedures were revised to promote only politically 
reliable officers. 

The collapse of communism in Eastern Europe, the upheavals 
in the Soviet Union and concerns over Western efforts to “under- 
mine" China's communist system by "peaceful evolutionary" 
means has seen this two-year-old political indoctrination campaign 
take on a momentum of its own. Gen. Yang stresses that this cam- 
paign must be open-ended and intensive. "We must repeatedly 
carry out education about the party" among the rank and file and 
"must review over and over again" the principle of the party's 
leadership over the army, he said in a recent Liberation Army Daily 
article. 

Although Gen. Yang has paid lip-service to the need for military 





Gen. Yang: ideologue. 
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modernisation, he emphasises that this is only of secondary impor- 
tance to ensuring the PLA's unquestioned loyalty to the party. This 
in part reflects his lack of professional credentials: his career has 
been exclusively as a political commissar without any experience as 
a military commander. 

Gen. Yang has used this political campaign to stamp his author- 
ity on military decision-making using his position as general secret- 
ary of the CMC. He has promoted officers to senior posts, in particu- 
lar within the GPD, who are politically hardline and who appear to 
be loyal to him. This has, however, created serious and widespread 
opposition against him among many officers, especially profes- 
sional commanders who are disappointed at the deteriorating state 
of the PLA's military preparedness. Morale among the officer corps, 
in particular in the middle and junior ranks, has plummeted since 
the start of the political campaign. 

This resentment towards Gen. Yang's political excesses appears 
to indude the highest echelons of the military high command. 
There is believed to be a move from more moderate commanders 
to try to clip his influence, focused primarily on removing him 
from his GPD post. As both GPD chief and CMC general secretary — 
there is no historical precedent for any military chief to hold both 
posts simultaneously — Gen. Yang has considerable authority to 
decide on personnel issues, in particular on promotions and trans- 
fers. Among senior officers 
who are believed to be less 
than keen with Gen. Yang 
are Gen. Liu Huaqing, CMC 
vice-chairman who is in 
charge of the military moder- 
nisation drive, and Gen. Chi 
Haotian, chief of the general 
staff. 

This effort to roll back 
Gen. Yang's influence comes 
at the same time as a move 
to retire Yang Shangkun as 
CMC first vice-chairman. 
When Deng gave the elder 
Yang this post in November 
1989 to oversee new Party 
General Secretary Jiang 
Zemins smooth accession 
as CMC chairman, it was 
understood that there was a 
tacit agreement that Yang 
Shangkun would retire after a couple of years. 

Deng is believed to have reiterated his wish in recent months to 
see the elder Yang's retirement from all his official posts, which in- 
clude the state presidency and a politburo seat, before next year's 
14th Party Congress. 

Even if Yang Shangkun were to step down from his CMC pos- 
ition, given the personality-oriented nature of Chinese politics, he 
would still wield considerable influence from the sidelines. If he 
does retire, this might present an ideal opportunity for Yang Bai- 
bing to claim the elder Yang's politburo seat, though there is strong 
opposition among other leaders to this. It is primarily through 
Yang Shangkun’s patronage that the younger Yang has been able 
to rise to the top and wield such considerable power. 

Since late last year, there has been a growing effort by profes- 
sional commanders to put the military reform programme back on 
the track. This push is being led by Jiang, who is trying to build up 
his influence as military commander-in-chief. This has meant step- 
ping on the toes of Yang Baibing, who along with the elder Yang 
has had full control of the military process since June 1989 while 
Jiang was preoccupied with his party portfolio. 

Jiang has, however, begun to take an increased interest in mili- 
tary affairs since the beginning of this year, actively taking part in 
CMC and other military meetings and visiting military installations. 
Jiang's growing assertiveness appears to stem in large part from 
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Deng's patronage. Deng, who has a close interest in military af- 
fairs, has since late last year reportedly voiced disquiet at the ex- 
cessive politicisation of the PLA under Yang Baibing, and through 
Jiang and other less doctrinaire commanders is once again stress- 
ing the importance of professionalism and military modernisa- 
tion. 

The Gulf War painfully underlined how backward and unpre- 
pared the PLA is to fight a modern, high-technology war. One of 
the most telling lessons was that superiority in numbers matters 
very little against the quality of the weapons — which goes against 
a fundamental principle of Maoist military theory. Although 
PLA planners had already acknowledged this fact some years 
ago, the lack of funds have stymied their efforts to tackle the 
problem. 

To allow the PLA to begin modestly to upgrade its fire- 
power capabilities, the government raised defence appropria- 
tions substantially this year by 12% to Rmb 32.5 billion (US$6 
billion). Although the increased funds fall far short of what the 
PLA requires for a major modernisation of its forces, it neverthe- 
less represents an important message that the military is again 
back at the top of national priorities. Analysts expect that simi- 
lar increases in defence spending will take place through the 
course of the new 1991-95 Eighth Five-Year Plan. 

With China's land borders 
relatively secure with the im- 
provement in Sino-Soviet 
and Sino-Indian relations, 
the ground forces have seen 
their priority in the allocation 
of funds reduced. Most of 
the new funding for wea- 
pons will go towards the 
modernisation of the air force 
and navy, reflecting the 
changing focus of Chinese 
security interests, which are 
directed increasingly to the 
maritime regime. 

One immediate result of 
this renewed modernisation 
drive is the air force’s acquis- 
ition of a squadron of 24 Su- 
27 combat aircraft from the 
Soviet Union. The more than 
US$1 billion deal, which in- 
cludes advanced weapons and logistical support, is believed to 
have been concluded in June, and some of the aircraft have report- 
edly begun to be delivered to airfields in Northern China. Dip- 
lomats say the aircraft will be based on Hainan Island to provide air 
cover for the navy in the South China Sea, in particular over the 
disputed Spratlys Islands. 

The extension of the reach of Chinese airpower is also being im- 
proved with the acquisition of air-refuelling equipment from Iran, 
in exchange for Chinese weapons and technical knowledge in the 
building up of the Iranian defence industry. It will be several more 
years, however, before the Chinese are able to introduce air-refuel- 
ling tankers into service. 

Other important developing air force programmes include the 
buildup of an air-transport fleet, introduction of an airborne early 
warning (AEW) system and the improvement in missile technology. 
The Chinese are interested in Soviet transport and AEW aircraft, but 
the lack of foreign currency rules out that option for the short term. 
Nonetheless, the civilian transport fleet, with the civil airlines as the 
backbone, have been expanding at a major pace, particularly in the 
acquisition of wide-bodied Western airliners. This represents a 
major boost for the PLA’s air mobility capabilities. 

The 2.3 million strong ground forces are concentrating funds on 
the modernisation of select units rather than spreading resources 
too thinly across the board. Only two to three of the two dozen 
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group armies are receiving the lion's share of new weapons, in- 
cluding the 38th group army based in the Peking Military Region 
that is responsible for defending the capital, and the 39th group 
army in the Shenyang Military Region facing the Soviet Union. A 
number of rapid response regiments have also been set up around 
the country, allowing their deployment to any part of the country 
within, military officials claim, a matter of hours. 

The army's weapons modernisation has bogged down because 
of a chronic lack of funds. A new series of tanks have been under 
development for several years but has yet to enter into full produc- 
tion. Most of the tank factories are standing idle or have turned to 
production of civilian goods instead because of the dearth in mili- 
tary orders. The only significant organisational development is the 
creation of an army air corps, initially with helicopters transferred 
from the air force. It is planned that each group army will even- 
tually be equipped with a helicopter regiment. 

The development of the navy has been particularly important. 
Since the end of the 1970s, the Chinese leadership has embarked 


on a programme to transform an essentially coastal defence force 
into a blue water navy. The primary focus is to defend the coun- 
try's territorial waters. This is ostensibly defined by the continental 
shelf or a 200-mile (320-km) exclusive economic zone, whichever is 
further from the coast. However, Chinese sea control extends more 
than a thousand kilometres in the South China Sea, putting the in- 
clusion of the Spratlys in this maritime sphere. Central to this stra- 
tegy is the need effectively to control territorial waters, which naval 
analysts say are being increasingly encroached upon by other 
countries. 

Other important missions include guarding seaborne trade and 
sealines, as well as balancing naval developments in the rest of the 
region. As a consequence, long-range deployments and exercises 
have multiplied. While serious gaps in capabilities still exist, such 
as the lack of long-range air cover, the ability to operate at increas- 
ing distances with larger formations of warships is a dear sign that 
the Chinese navy is gradually becoming a regional force to be rec- 
koned with. m Tai Ming Cheung 





Having it 
both ways 


By Tai Ming Cheung in Peking and Susumu Awanohara 
in Washington 
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istinguishing between rhetoric and substance is a golden 

rule in unravelling China's complex foreign policy ma- 

noeuvres. This difference was clearly demonstrated in the 
past year as Peking put on its most reasonable diplomatic face 
when dealing with such controversial issues as arms sales, human 
rights and the Spratlys Islands, while continuing to lash out against 
foreign interference in China's domestic affairs. 

Although ideology is often used to justify and rationalise deci- 
sions, it is pragmatism that really determines how Chinese foreign 
policy is made and functions. 

This pragmatism was at its most obvious during the Gulf crisis. 
While scoring valuable diplomatic points with US President George 
Bush and other Western governments by not vetoing the US-spon- 
sored resolutions authorising the use of force against Iraq in its 
capacity as a permanent member 
of the UN Security Council, Pe- 
king also preserved its image as 
an independent foreign policy 
actor and supporter of the down- 
trodden Third World. 

The diplomatic fence-sitting 
allowed China to speed up the 
official normalisation of relations 
with Western countries that were 
damaged by the June 1989 
crackdown on the pro-demo- 
cracy movement, while the 
World Bank and other interna- 
tional finance agencies also re- 
sumed lending to China. Bush 
referred to China's positive role 
in the Gulf War in his decision to 
renew Peking's most favoured 
nation (MEN) trading status with- 
out attaching any conditions. 

But while the Gulf War 
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Jiang in Moscow: return to old friends. 


marked China's formal return into the international commun- 
ity, the lessons of the conflict also held potentially serious im- 
plications for Peking, most significantly in the context of Sino-US 
relations. 

Washington has targeted Chinese missile and nuclear transfers 
as particularly worrisome, and has tried to seek Chinese promises 
to curb future sales to Middle Eastern states, especially with reports 
of an impending delivery of M-9 surface-to-surface missiles (SSM) to 
Syria, and a recently confirmed shipment of M-11 ssMs to Pakistan. 

Although Peking is irritated at being singled out by the US as a 
reckless weapons supplier, it has nonetheless agreed to participate 
in discussions with Washington over the control of arms shipments 
to the Middle East. Peking has also said it is seriously considering 
abiding by the guidelines of the Missile Technology Control Re- 
gime and may sign the Nuclear Non-Proliferation Treaty. 

Besides talking on arms proliferation, China has been willing to 
discuss human rights concerns with the US and other Western 
countries. Peking responded to this pressure by giving relatively le- 
nient prison sentences (by Chinese standards) to some pro-demo- 
cracy demonstrators at the beginning of the year. But in general the 
Chinese Government has continued to maintain a hard line, attack- 
ing foreign governments for interfering in Chinese internal affairs 
and arguing that Chinese yardsticks for human rights, measured in 
economic rather than political terms, are most appropriate. 

China's recent openness to talk on arms sales and human rights 
seems to have been primarily related to the battle over the renewal 
by Washington of the country's MEN status. The anti-China lobby 

" in the US Congress attempted to 
* make the renewal of MEN status 
conditional on Peking’s com- 
pliance over missile and nuclear 
weapons sales, the protection of 
human rights in China and a re- 
duction in an enormous bilateral 
trade gap in China’s favour. 

Bush, who regards maintain- 
ing friendly Sino-US relations as 
of strategic significance, pushed 
for unconditional MFN renewal, 
and appears to have won his bat- 
tle. 

The Chinese authorities made 
it plain that they would not ac- 
cept any conditional renewal of 
MFN. A strongly worded com- 
mentary in the People's Daily said 
that China was prepared for the 
worst should MFN come with 
strings attached. “What is the 
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worst? It cannot be worse than returning to the situation before the 
two countries established diplomatic relations [in 1979] or, even 
worse, going back to before 1972," it said. Even if part of this 
rhetoric is posturing, when pushed against the wall Peking has 
shown it will carry out its stated actions rather than lose "face" by 
appearing to buckle to external pressure. 

US attitudes to China are almost a mirror image of Chinese at- 
titudes. For many Americans, China became a "bad country" once 
again on 4 June 1989 with the Tiananmen massacre of demon- 
strators and has been worsening ever since. Chinese leader 
Deng Xiaoping is now the "butcher of Peking." Before Tiananmen, 
China was popularly viewed as a good country, trying valiantly to 
become like the US under the pragmatic leadership of Deng. 

While such accusations against China are not entirely ground- 
less, the moral fervour with which they are made is encouraged by 
the knowledge that the end of the Cold War has reduced China's 
strategic importance to the US. 

The threat to virtually freeze Sino-US relations would be one of 
the most far-reaching developments in China's foreign policy pos- 
ture for the past two decades, though the two countries' relations 
have slowly but steadily deteriorated since the early 1980s. Even 
with MFN status renewed, the Chinese may continue to look to 
other countries for increased trading and diplomatic ties so as to 
lessen dependence on the US. 

The Ministry of Foreign Economic Relations and Trade, for 
example, has drawn up a trade diversification plan aimed at in- 
creasing trade ties with developing countries and the Soviet Union. 
But however successful these new economic relations are, China 
will continue to rely heavily on US and other Western indus- 
trialised countries for investment and technology. 

While Sino-US ties cool, China's relations with the Soviet Union 
are increasingly intimate. In a clear example of pragmatism displac- 
ing ideology, Peking appears to have buried its political differences 
with Moscow, in particular over President Gorbachov’s internal po- 
litical reforms, and is moving quickly to build up close working re- 
lations. This was symbolically underlined by Party General Secre- 
tary Jiang Zemin’s visit to the Soviet Union in mid-May, the first by 
a Chinese Communist Party chief for more than three decades. 

In Moscow, Jiang signed an agreement on delineation of the 
eastern sector of the Sino-Soviet border. Talks continue on a partial 
pull-back of forces from along the border, but the Soviets and 
Chinese no longer regard each other as potential enemies. 

Economically, the two countries are also moving quickly to ex- 
pand their ties. Two-way Sino-Soviet trade in 1990 totalled nearly 
US$4.38 billion, up almost 20% over 1989, making the Soviet Union 
China's fifth-biggest trading partner behind Hongkong, US, Japan 
and Germany. 

Another quiet success in China's foreign relations this year, 
again highlighting the rhetoric-reality gap, was North Korea's deci- 
sion to apply for UN membership. Before this major U-turn by 
Pyongyang in June, South Korea had intended to join the UN in 
the autumn, with only a possible Chinese veto standing in the 
way. 

China was reluctant to obstruct Seoul's entry, especially with 
rapidly growing Sino-South Korean trading ties, but it also had to 
appear to continue to support its long-time socialist comrade-in- 
arms. Premier Li Peng paid a visit to Pyongyang in May in the 
course of which it appears he conveyed to North Korean leaders 
that Peking would not be blocking Seoul's UN application, forcing 
Pyongyang to deal with the matter itself. 

China's new-found willingness in the past year to enter into 
diplomatic dialogues on sensitive issues also has extended to the 
bitterly disputed Spratlys Islands in the South China Sea. 

But Chinese leaders have made it clear that, while they are will- 
ing to consider joint development proposals to exploit the Spratlys' 
purportedly vast but as yet untapped economic resources, they re- 
fuse to discuss the issue of sovereignty of the islands, which they 
claim. And with the steady growth of naval power, Peking is in no 
hurry to seek a diplomatic solution that might dilute its claims. m 
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shifting the 
trade balance 


xport growth slackened after a hefty rise in January as 
E China's foreign-trade enterprises grappled with a new 

round of trade reforms this year. Three bold moves were 
launched during the first half: export subsidies were removed, the 
foreign-exchange retention system was restructured and the 
domestic currency was placed on a managed exchange float. 

In January, the central government stopped the practice of com- 
pensating its foreign-trade enterprises for losses made from ex- 
ports. The cash-strapped central government is reckoned to have 
forked out more than US$4 billion in export subsidies last year. 
Since 1986, the government is estimated to have paid more than 
US$30 billion in export subsidies to enterprises. 

The lifting of export subsidies will go some way towards con- 
vincing China's international trading partners that it means to play 
by free-trade rules. China is eager to join Gatt, but so far its appli- 
cation for membership to the multilateral trade body has been stall- 
ed because Western nations feel the Chinese Government has been 
slow in pushing through market reforms. The termination of sub- 
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sidies and the gradual devaluation of the renminbi against the US 
dollar since April from Rmb 5.22 to Rmb 5.37 in mid-July have 
placed great strain on many trade enterprises. 

Many Chinese exports are not competitive on world markets 
because of rising costs of production in China, particularly in farm 
products, and costly imports of equipment and parts required for 
export manufactures. With summer floods devastating much of 
China's farmlands, export cost of primary products are set to rise in 
the coming months. 

The exchange rate applied to exports of canned mushrooms, 
traditionally a top export-earner for Fujian province, was around 
Rmb 6.5:US$1 in June while the best exchange rate that can be had 
from the country’s quasi-official swap centres was around Rmb 5.8, 
said Guo Zhengcong, vice-director of the Fujian Economic Com- 
mission in July. This meant that exporters of the product would 
have to bear the difference in cost. Guo attributed the cost to the 
higher returns that farmers are demanding for growing the crop. 

To meet state targets, many provinces have been subsidising 
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om "The standardisation of foreign-exchange 
ur retention ratios appears to have cooled the 
export ardour of state enterprises in previ- 
ously favoured localities such as the special 
economic zones (SEZs), which were allowed 
to retain as much as 80% of hard-currency 
earnings up to last year. This year, foreign- 
trade enterprises in the SEZs will have to 
hand over at least 50% of their hard-cur- 
rency earnings to the state, with the possi- 
bility of an even higher percentage should 
Peking demands it. 
: . The first quarter export performance of 
_ foreign trade enterprises in China's Shen- 
C zhen SEZ suffered a shocking 3% downturn 
to US$774 million compared with a year 
.  ago's double-digit growth. The perform- 
ance of the Xiamen SEZ in Fujian province 
^. was worse with domestic exports down 5% 
“to US$51.4 million during the first quarter. 
— v However, the overall exports of these two 
SEZs were higher than the year-ago period 
^... because the slack was offset by foreign-in- 
Que vested ventures. 
“Meanwhile, the buying power of inland | 
NS provinces and hitherto neglected industrial | 
centres, such as Shanghai, has been en- 
hanced because they have been given more | 
. . access to foreign exchange than previously. | 
E . Also, producers of electrical and capital | 
goods are allowed to keep up to 70% of | 
hard currency for themselves under the | 
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w foreign-exchange retention policy. 


industries in Shanghai and other northern 
centres, these places indirectly benefit too. 
Evidence of the new buying power can 
already be seen in Jiangxi province, which | | 
tripled its first-quarter imports to US$90.3 | 
million compared with the 1990 first quar- 
ter, and Jilin province which raised its pur- 
chases by a more moderate 43% to US$90.4 
million. | 
Imports for the country as a whole 
have risen steadily since March, with | 
-monthly growth averaging 20%, compared | 
- with last year’s sharp decline. Imports 
. from the Middle East, with the exception 
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September Trade Seminar in Guangzhou 

september Seminar on “Marketing & Sales Techniques”, Wuxi 

sept 16-21 Beijing Light Textile Exports Fair, Hong Kong.. 

Sept 17-26 Study Mission of Marine Products HE te Shandong 
& Tianjin i 

October Hong Kong Electronics Mission to Shanghai & Wuxi 

October Hong Kong Business Group to Hubel 

October Seminar on "Food Packaging & Printing”. Hangzhou 

Oct 9-13 China Electronics & Consumer Electronics Fair, 
shenzhen 

Oct 16-21 China International Electronics Exhibition, Belling st 

November Seminar on "The Development & Transfer of Parent. 
Technology in China”, Hong Kong ^ EO T 

November Seminar on "Hong Kong as an Export & Reexport 
Centre”, Xian IS : 
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Hong Kong & Tianjin”, Tianjin | le 
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VGA display is easy on your eyes in an sinon. lounge era 
hotel room. 

This baby also has amazing energy. Jis baterya 
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off at 30,000 feet. Your data is safe — even when you change | 
the battery. 

If you do serious work away from your desk, you're going 
to like this baby. Visit your IBM Authorised Dealer and try it 
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x in the January-May period, with Oman chalking up more 
aan a 300% increase to US$140 million. 
Chinese customs figures show that imports from the US, 
-hina's third-largest trading partner, however, languished at 
US$2.6 billion for the first five months, up 5% on a year ago, de- 
spite pressure by the US on China to buy more. Exports, on the 
other hand, grew 15% to US$2 billion. 
. The US threat to remove most favoured nation (MEN) status 
from China following the June 1989 political turmoil has been a 
“thorn in the side of relations between the two governments. The 
. US has a policy of reviewing China's MEN status every year. 
- Apart from its concern over Peking’s clampdown on political 
dissent in the country, the US is also unhappy over its widening 
_ trade deficit with China. The US claims that its trade gap with 
_ China has expanded greatly, from US$6.2 billion in 1989 to US$10.4 
_ billion last year and may well top US$15 billion this year. The US 
counts Hongkong's re-exports from China to the US as part of US- 
(2 China trade, while China excludes that figure so that its final tally 
| shows a deficit of US$1.4 billion with the US in 1990. 
..... While China will enjoy MEN again this year, there is no guaran- 
.tee that it will do the same next year. A trade war between the two 
countries could emerge if the US were to decide to withdraw MEN 
v5 from China, for Peking has pointed out that it would reciprocate in 
.. Many foreign investors are concerned with the MEN issue, and 
~ -this may well affect their investment strategy towards China, 
_. Hongkong analysts say. This might be why new foreign invest- 
. ments to China remained flat in the first quarter. First-quarter fig- 
ures released by the Ministry of Foreign Economic Relations and 
_ Trade show a less than 1% increase in new investments approved 
at US$2.65 billion compared with the 1990 first quarter. Funds actu- 
ally utilised rose by 52% to US$1.98 billion. — w Elizabeth Cheng 
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By Sandy Hendry in Peking 
C hina’s declining large and medium-sized state enterprises 












have been allocated huge investment this year with much of 

it going to heavy industry, a move that will erode much of 
light industry’s previously favourable situation. But the State 
Council's "Eleven Measures” to rejuvenate firms, published in 
May, fall short of a shake-up of the ownership and management 
system. 

The 10,000 mainly heavy industry units provide power of pa- 
tronage and control of basic materials to the communist party, and 
prevent discontent by employing at least two thirds of China’s 
workforce. But economic rationales for state control are disappear- 
ing. This year’s contribution by state firms to central coffers is ex- 
pected to fall Rmb 12.9 billion (US$2.41 billion) short of covering 
Rmb 56 billion in government subsidies and Rmb 84 billion in 
covered losses. 

Meanwhile, a 1 June report by the State Council Research Of- 
fice, entitled Industrial Structure Must Fit to a New Stage of Economical 
Development, says national development rests on this crippled 
heavy industry sector. 

The report criticises China’s “unbalanced” economic develop- 
ment for overstressing heavy industry during 1949-80 and then 
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light industry 

first period, heavy industry suffered in the second, with average 
annual growth of 12% compared with 14.3% for light industry. It 
calls for a "third stage" to stress heavy industry again. 

Light industry, the report says, now satisfactorily produces the 
goods neglected during the 30 years after the communist takeover, 
such as processed food, clothing and bicycles. But the report criti- 
cises the sector's shift towards producing sophisticated consumer 
goods and consumer durables as "disjoined" with China's techno- 
logy level and materials base which, it claims, “better suit" produc- 
tion of common consumer goods. 

The higher proportion of non-agricultural materials required to 
produce these advanced products has not yet been met by heavy 
industry. Ethylene, used in producing plastic compounds, is con- 
sequently slated for 9% annual growth in China's Eighth Five-Year 
Plan, with chemicals used in electronics such as organic silicon pro- 
ducts also to be developed. 

The machinery industry has also fallen behind and, according 
to the report, imported equipment has proved “unadjustable,” 
prompting further purchases of foreign components and materials. 
Light Industry may have to rely more heavily on domestic machin- 
ery manufacturers since the five-year plan encourages imports of 
components rather than finished machines. Plastic-processing 
machinery should be 90% domestically manufactured by 1995. 
Major equipment sales now often 
require cooperation with Chinese 
machine-makers or technology 
transfer. 

Eliminating export subsidies and 
cutting foreign-exchange retention 
have hit hardest in advanced sectors 
such as electronics which rely on ex- 
port earnings to import machinery. 
The government seems intent on 
slowing down the booming domes- 
tic market for these high-end goods 
by restricting institutional purchase 
of luxury items, tightening credit 
again last December, and raising 
prices of grain, cooking oil and soon 
housing. The capacity of the re- 
frigerator industry is to be trimmed 
from 15 million units to 12 million 
units over the next five years. 

Peking also announced in July that it was designing an incen- 
tive scheme to draw foreign investment away from "processing" 
and towards "big projects" and priority sectors. 

The report refers to Japan's industrial composition in 1970 with 
heavy industry accounting for 70% of output as a model, but the 
five-year plan is realistic in terms of its ability to change China from 
its existing 50% light industry and 50% heavy industry structure. 
The emphasis, at least on paper, is on improving quality and effi- 
ciency with fewer, more modest targets. Steel is targeted for 1.896 
annual growth and the crucial coal and petroleum sectors only 
2.4% and 5% respectively. 

A report by the US Embassy in Peking suggests that the ef- 
fect of favourable policies towards heavy industry may be seen in 
the latest output statistics. Heavy industrial output was up 3.4% in 
April compared with March this year and up 4.9% in May com- 
pared with April. Light industry, meanwhile, grew 4.7% in April 
compared with March but only 1.5% in May compared with April. 

The 11 measures continued Premier Li Peng’s “double guaran- 
tees” policy of feeding large enterprises on cheap credit and raw 
materials, and allocate Rmb 40 billion in the next five years for 
“supplementing flowing assets” to allow firms clogged with 
stockpiles to keep producing. 

But other measures concentrate on making sure enterprises do 
not ignore renovation in their drive for production quota bonuses. 
The government estimates that a third of funds for renovation were 
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previously misdirected, with managers spending some of this 
money for raw materials rather than renovation. Some US$105 bil- 
lion has been promised by Li over the next five years — 
equivalent to investment in this area over the past 10 years. 

This year priority areas can tap Rmb 5 billion worth of bank 
loans, and profit-makers have access to depreciation funds worth 
Rmb 3 billion. Proceeds from recent bargain stockpile sales must go 
towards modernisation and profits from product research can be 
retained to develop new products. State-enterprise investment in 
fixed assets in January to May was 18.6% higher than for the same 
period last year. 

A rash of conferences on technology and the appointment of 
county-level technology officers have prompted analysts to fear 
that China will imitate the stagnation of the Brezhnev years in the 
Soviet Union, which also depended on technology rather than 
structural reform for progress. Firms may benefit from a series of 
measures designed to wrest power from local government. One 
measure suggests enforcement of a clause in the ineffective 1988 
Enterprise Law, giving a firm the right to refuse impromptu local 
government fund demands and another suggests centralised 
supervision, to stop officials cooking up safety or hygiene fines. 

Enterprise groups which combine firms from different regions 
are still weaker than local bureaux in terms of dictating policy to 
member units. But this experiment will continue, ostensibly to im- 
prove weak factories and allow eco- 
nomies of scale. 

Profits from increases of 25-45% 
in the state-set price for steel pro- 
ducts and 40% for cement must also 
be spent on modernising technology. 
Although prices for p ta products, 
including timber, will be gradually 
raised to market levels, key materials 
such as coal, oil and gas will remain 
fixed, perhaps for the sake of stability. 

A reform-leaning document was, 
however, passed by the State Coun- 
cil in mid-June. The Main Points on 
the Reform of the Economic Structure 
proposes upholding rights given to 
factory directors in the enterprise 
law. These included the right to 
choose lower management and to fire 
bad workers. In one Japanese busi- 
nessman's experience, managers grudgingly undertake long-term 
modernisation projects because liability for failure rests with them 
alone, even though central government allocates such projects and 
the factory's party unit chooses personnel to tackle them. 

Western analysts have seen the document as a sign that re- 
formists like Vice-Premier Zhu Rongji are trying to wrest power 
from the state planners, since it calls for a “steady” expansion of 
stockholding companies and the merging of loss-making units with 
profitable concerns. But according to a Chinese Government re- 
searcher, it is a routine document drafted by one of former 
party leader Zhao Ziyang's think-tanks — the State Commission 
for the Reform of the Economic Structure — which has been 
sidelined. 

Most of the government's "new" measures have been tried in 
Shenyang. As Zhu pointed out, huge funds have already been al- 
lotted to modernising Tiexi in the past two five-year plans with no 
result. Foreign investors have preferred to build from scratch in the 
city's new development zone than try to "graft" modern techno- 
logy on to the Japanese colonial factories cluttered with 1950s 
Soviet machinery as the government proposes. 

Motor-vehicle Gold Cup was one of the first enterprise groups, 
and all its workers are theoretically stockholders. But while the 
company correctly dealt with 1990's slump by redesigning its old 
models, its inability to restructure or to shed workers resulted in an 
Rmb 80 million loss that may take up to three years to recoup. wm 
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f ^w hina's five special economic zones (SEZs) — Shenzhen, 

> Zhuhai, Shantou, Xiamen and Hainan — are on the move 
TALA again, with each growing at a different speed. Unlike in the 
earlier part of the past decade, the SEZs are facing the 1990s largely 
^on their own — with less funding and policy incentives from Pe- 
pu The SEZs will continue to be laboratories for economic reforms, 
_ but their role is likely to become less important as SEZ privileges ex- 
|. pand to other parts of China. The most recent area to benefit from 
this expansion is Shanghai's Pudong district, which enjoys similar 
-.. privileges to those in other SEZs, though it is not called an SEZ as 
such. 
A number of the SEZs have also had their physical areas en- 
-.. larged over the years. The smallest of the five SEZs, Shantou in 
*... Guangdong province, is expected to quadruple its 52-mv area from 
^1 November to include the entire Shantou municipality. Shantou 
- authorities had requested the expansion as early as 1987 but the 
central government only gave its approval this year, official sources 
A change of leadership is expected after the SEZ's upgrading. 
|. The present mayor of Shantou, Chen Yanfa, and party secretary 
Lin Xingsheng are both slated to retire at the end of the year. 
-.... Sources say a potential candidate for mayor is Wu Bo, a current 

vice-mayor and administration director of the zone. 
5 A larger area would give the zone economies of scale and attract 
|. more foreign investment, Wu said recently. The zone has ambiti- 
ous plans to improve its infrastructure over the next five years. 

"S. The plans include the building of a 600-m coal-fired power sta- 
* tion, a deepwater port capable of handling 35,000 dwt ships, a 
_ highway connecting the city to Shenzhen and part of 
the Shantou-Canton railway line — which is part of the Guang- 
_ dong government's five-year plan to improve access to its eastern 
_. flank. These investment projects are expected to cost billions of 
- yuan, part of which, SEZ officials hope, will be funded by foreign 
| investment. 
_ A major drawback of the zone, analysts say, is its lack of ready 
. . links to a large group of foreign investors. Shantou's overseas kin- 
. -ship and cultural ties are not as numerous as those of Shenzhen 

and Xiamen. Shenzhen easily communicates with Cantonese- 
` speaking Hongkong while Xiamen shares a common dialect with 
ative Taiwanese. 
_ Shantou, on the other hand, does not have as many native sons 
overseas, though it, too, has its share of rich patrons, the most fam- 
us being Hongkong property tycoon Li Ka-shing. Li, however, 
;.so far preferred to donate large sums of money to social 
ilities rather than invest in Shantou for commercial return. 
ist year, Shantou attracted foreign investment commitmertts 
3$273.5 million compared with Shenzhen's US$693.4 million, 
ccording to the national State Statistical Bureau. But Shantou is 
not the poorest performer. Hainan, the biggest SEZ in terms of 
-physical size, attracted the least commitments, at only US$162 mil- 
“lion last year. 
- The most impressive growth is still to be found in Shenzhen, 
which chalked up a 63% rise in industrial output last year to Rmb 
18.9 billion on top of 1990’s 31% growth. Zhuhai and Hainan too 






























recorded strong growth of 73% and 61% respectively from much 
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The sez leadership received a boos : 
was allowed to open a centralised stc hange in July after sev- 
eral months of delay, believed to have been caused by Peking’s un- 


happiness over the zone's poor management of its experimental 
bourse last year. The bourse was the second in the country — 
Shanghai was the first to have a stock exchange, which opened in 
December 1990. 

Shenzhen has ambitious plans for infrastructure building that 
could complement and, probably in the long run, match Hong- 
kong’s capabilities. Its US$200 million international airport, located 
near Fuyung town outside the SEZ's border separating it from the 
rest of Guangdong, is scheduled to open for trial use in September, 
though completion of facilities is likely to extend well into next 
year. Work on the project began in 1989. It is partly financed by a 
US$27 million soft loan from the Kuwaiti Government. 

Project officials are quick to point out the airport's complemen- 
tary role to Hongkong’s Kai Tak airport, a mere 70 km away. A 
newly constructed ferry pier — about 10 minutes by shuttle bus 
from the airport terminal — will provide high-speed boats taking 
travellers to and from Hongkong within an hour, according to Li 
Sihua, head of the project's planning division. Officials are also 
considering the possibility of a direct shuttle-bus service connecting 
the airport to Hongkong's Kai Tak. 

The single-runway airport, which has room for considerable ex- 
pansion if necessary, will have a capacity of up to 10 million pas- 
sengers a year, said Li. He expected that the airport would eventu- 
ally divert some traffic away from Hongkong, which is expected to 





HOUSING 


A home of 
vour own 


By Tai Ming Cheung and Robert Nadelson in Peking 


hina's urban housing system is being reformed to bringan 
end to the practice of universal, virtually cost-free accommo- _ 
dation by substantially raising rents and encouraging resi- 
dents to buy their own properties. - | E 
Changing the system will be an extremely difficult and protract- 
ed process, however, because of the intimate relationship between 
housing and employment in China. Most urban accommodation 
is owned by enterprises and government-run housing bureaux, 
rather than individuals, and they only provide housing for their 
employees. Also, the cheap, heavily subsidised rents are tied to the 
low wages that most workers earn. — : 
The central aim of the housing-reform programme is to increase _ 
the financial responsibilities of residents in the management of — 
their own homes and, therefore, to allow the government to con- - 
centrate its resources on the construction of new accommodation to -> 
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reach its capacity of 24 million passengers by 1994. 

Another massive project is the development of a deepwater 
container port at Yantian, near the bonded zone of Shatoujiao, bor- 
dering Hongkong. Blessed with a naturally deep and well-shel- 
tered harbour, the port could rival Hongkong's Kwai Chung con- 
tainer port in 20 years if the Chinese Government succeeds in 
building fifty 10,000 tonne-berths by the early part of the next cen- 


Once these facilities are in place, the port could handle an esti- 
mated throughput of 80 million tonnes a year, said Zheng Yuheng, 
a manager of Shenzhen Dongpong Industry Co., the Shenzhen 
government unit responsible for the port's development. 

But size is not everything, Zheng admitted. Whether Yantian 
will be able to attract significant international business will depend 
on the quality of the management and other supporting services, 
he said. Some 40% of cargo handled in Hongkong is destined for 
the mainland. Some of this business could be diverted to Yantian, 
he noted. 

The first phase of the port development involving the con- 
struction of six berths, with a throughput of 2.8 million tonnes, 


account for an average of around 8-15% of wages. 

u Consequently, the central government in June told local 
authorities to draw up specific housing-reform programmes for the 
<next few years that focus on substantially raising rents and pro- 

moting home sales. This marks the renewal of government interest 

in commercialising the housing sector. Following a series of limited 
experiments from the mid-1980s, major housing reforms for many 

of China's cities were started in 1988. 

But the programme was put on the backburner following the 
June 1989 crackdown when conservatives regained the ascendancy 
in economic policymaking and attempted to roll back reforms. The 
government has only restarted promoting more cautious reform 
policies gradually within the past year, with housing reform as part 
of a more comprehensive overhaul of the social welfare system, 
once again emphasised as a priority target. 

Local authorities have begun, therefore, to implement housing- 
reform programmes. The Peking municipal government has told 
work units and the local housing bureaux, for example, to increase 
rents from the present Rmb 0.11 (2 US cents) per m? to Rmb 0.55 
by 1993, which would account for 45% of an average wage. Rent 
increases are based on the costs of maintenance, interest from the 
capital value of the property and depreciation. 

While Peking residents will have to pay all of this increase from 
their own pockets, similar rent rises in other parts of the country, 
such as Shanghai and Yantai in Shandong province, are covered by 
extra housing allowances. The rationale for this move is to per- 
suade people that it makes more sense to buy their properties, 
making use of this additional subsidy, than to pay the higher rents. 

This policy appears to have been a failure as few people so far 
have taken the opportunity to buy rather than rent. It is estimated 
that only 1-2% of homes in Yantai, which was the first city to un- 
dertake housing reforms from 1986, have been bought. For Peking, 
in which experimental housing reforms have so far been confined 
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is to 5e pe] by 1993. One third of t 
estimated US$300 million first phase i 
being financed by a 30-year soft loan from i 
Japan, E 
Dongpong is. looking for a Hongkong - 
investor to help develop some 7 km? of the ` 
port area into an industrial, storage and re- 
sidential area, said Zheng. Although some 
Japanese developers have expressed an in- . 
terest in developing the area, the Chinese ` 
Government has indicated a preference for © 
Hongkong investors, 4 Zheng said. | 
of for ar major ports placed 
y development list for ~ 
the next five years. The others are ‘Dalian, -Ningbo and Meizhou 
Bay in Fujian. E 

So far, none of the other SEZs have caught: up with Shenzhen in 
terms of foreign investment and economic growth because they are 
too far away from Hongkong to capitalise on the colony's re- 
sources. Although Xiamen is attractive to Taiwanese investors, 
many of whom trace their roots there, the lack of direct communi- 
cation links between Taiwan and the mainland has hampered busi- 
ness growth. 

The early wave of Taiwanese enthusiasm for the mainland ap- 
pears to have cooled, particularly for Xiamen during the first quar- 
ter. Xiamen sources noted that new commitments from Taiwanese 
investors were 85% less than a year ago. Discouraged by bureau- 
cratic hassles, some of the existing investors are threatening to .. 
leave, the sources said. First-quarter commitments at US$63.9 mil- 
lion were only 10% of 1990's full-year pledges, official figures show. . 

Leadership changes are also slated for the two SEZs. Liang . 
Guangda and Zou Erjun, mayors of Zhuhai and Xiamen respec- 
tively, are both said to be under pressure to leave, having been at 
their posts for most of the past decade. @ Elizabeth Cheng 
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to around 10% of the city, only 4% of homes within this experi- 
ment have been sold. i 

The reasons for this reluctance to buy are economic, cultural 
and political. The cost of purchasing accommodation is probably. 
more than most people can afford, despite a wide range of incen- 
tives and discounts. The prices of most residences are pegged to _ 
how much an average worker can earn in six years, which is Rmb 
10-15,000. d 

For a couple who usually both work, it would take only three — 
years to earn that amount. Even with such preferential terms, "the. _ 
gap between rents and the costs of homes remains too high," Li 38 
says, to be sufficiently attractive to most people. . B. 

But because work units provide homes for life for their employ- sis 
ees, there is very little incentive to buy homes if there is almost no 
danger of losing them. In addition, the notion of private Property 
is a difficult concept for most people to grasp in a socialist ec 
nomy, especially when politically the government gars to 
stress that public ownership remains the cornerstone in China's 
economic reforms. | 

How private a property is after being purchased is also dus 
Although officials say that home owners are allowed to sell their a 
commodation if they wish, there are numerous restrictions on who 
they can sell to and who can buy. Buyers usually have to prove 
they have a genuine need to purchase the property, such as their | 
current accommodation being either too small or in a poor state of - 
repair. "The Chinese housing market differs from capitalist coun- wee 
tries in that the aim is not to buy homes for profit but to live in,” 
says Li. 

These restrictions apply only to homes that are sold at preferen- 
tial prices, which are a fraction of market rates, by work units and 
housing bureaux. A small free market in housing has sprung up, 
but prices are well beyond the reach of all but a handful of well- . 
off individuals, such as private entrepreneurs and Overseas Chi- 
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'artments sold on this market in recent months 

"have averaged Rmb 2,000-2,200 per m?. 
.—. A major financial aim of the housing reforms is, the government 
hopes, to curb inflationary pressures by helping to soak up the 
massive accumulation in personal savings in the past few reces- 


ese. Prices of apa 











_ sionary years. Bank deposits have ballooned to an estimate of more 
- than Rmb 800 billion. Urban consumer spending patterns also ap- 


` pears to be changing. Attention is gradually focusing away from 
-the purchase of televisions, refrigerators and other traditional lux- 
. ury goods popular in the 1980s, but which a growing majority of 
amilies possess, to new areas such as home improvement. 

To promote this still nascent interest in home ownership, the 
 govemment is also providing preferential loans through the 





state-run banking system. Interest rates for home loans, currently 
around 3-4% for a 20-year mortgage, are significantly lower than 
other bank interest rates. Analysts, however, say that offering sub- 
sidised interest rates could encourage rather than dampen infla- 
tionary pressures. 

One housing-reform measure borrowed from Singapore and 
being used by a number of local authorities, including Peking and 
Shanghai, is the deduction of a proportion of workers' salaries that 
would be deposited into a housing investment fund which could 
be used to buy a future home. A number of work units in Peking, 
for example, have begun to deduct about 15% of workers’ wages 
for this purpose. The work units also provide an equivalent 10% 
contribution to top up workers' savings in the fund. E 








Floods may 
doom gorges 


r By Yuan Fan 

-PFE he catastrophic floods in China this year have not only 
: wreaked havoc on the country's infrastructure, and made a 

feared power shortage even more likely, they may also have 


tipped the balance in favour of the controversial Three Gorges 
‘hydro-electric power scheme on the Yangtze River in southwestern 










Hr After the two-year respite of the 1988-90 austerity programme, 
the current industrial upturn had already brought fears of a re- 
-.  newal of the country's chronic energy shortage. 
-.. China's industrial output grew in the first five months of 1991 
«(0 by 13.4% over the same period last year, while energy production 
in the same period remained flat at 408 million standard tonnes 
- (UN standard coal, b.t.u. equivalent. The standard tonne is used to 
<- measure all forms of energy, from coal, oil 
and natural gas to hydro and other forms of 
power). 
55. For the whole of this year, planners 
have pencilled in a modest 2% increase (to 
|. 1.06 billion standard tonnes) in energy. At 
the same time, industrial production could 
^ grow by as much as 12%, according to 
. . economist Liu Guoguang of the Chinese 
..... Academy of Social Sciences. 

... This disparity threatened a reprise of the 
inid-1980s mismatch. Industrial output rose 
16.776 a year, on average, from 1985 to 
.. 1989, while annual increases in energy production averaged only 
~ 4.7%, As a result, China — nominally the world leader in coal out- 
put and third biggest energy producer overall (after the US and 
Soviet Union) — has perennially suffered from energy bottlenecks. 
"Brown outs" consistently prevent enterprises working at full capa- 
< To overcome these problems, the newly unveiled Eighth Five- 
Year Plan (1991-95) aims to increase energy production at about 376 
a year to 1.2 billion standard tonnes by 1995. This year, the govern- 
ment is sinking 75 mine shafts with a total capacity of 112.1 million 
tonnes of coal, as well as building 75 power projects with a com- 
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the plans before the floods hit. The latest 
jor industrial and agricultural areas from the 
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northeast to the southwest, could put some of these schemes on 
hold, while increasing the likelihood of the hotly debated — and 
costly — hydro-electric dam on the Yangtze. 

Proponents of the Three Gorges project claim that the dam will 
not only add billions of kilowatts to the power grid, but also put an 
end to the age-old problem of recurrent floods like this year's. 5o 
far, though, final approval of the plant has been postponed by en- 
vironmental, defence and financial considerations. 

The latest meeting on the Three Gorges scheme was held 
in mid-July, amidst frenetic flood relief efforts in the Yangtze 
basin. Helped by the crisis atmosphere, if the project gets the green 
light, it could significantly augment energy output — as long 
as it does not divert funding away from other vital projects. 

Upsetting as the floods were to the energy sector, they were 
even more devastating to the country's infrastructure. The setback 
is all the more galling as it comes on the heels of an infrastructural 
development push over the past few years. The government in- 
vested Rmb 50 billion in fixed assets this year, a 10% increase over 
1990. 

Since June, however, the floods have cut bridges, power lines, 
trunk railroads and arterial highways. The disaster has damaged 
industrial, communications and farming facilities in 18 provinces, 
as well as such major cities as Shanghai, Peking and Wud. 

Anhui province, one of the worst-hit, suffered the near total ob- 
literation of its irrigation system, along with millions of hectares of 

! farm land. Bridges and telecommunications 
links were washed out, and the provincial 
capital, Hefei, was waist-deep in water. 

Cleaning up after such a disaster could 
siphon off resources that would have been 
vital to the large-scale capital construction 
programme that had been mapped out for 
the coming years. Under the five-year plan, 
China envisaged outlays of Rmb 2.6 trillion 
on fixed assets, a 30% increase over the pre- 
vious half-decade. 

The plan gave priority to construction 
of railways, airports, seaports, highways 
and communications centres. The country's 55,000-km rail net- 
work was to be expanded by the addition of a 2,000-km direct 
link between Hongkong and Peking, while new connections 
Fh also to be made to the key ports of Tianjin and Qinhuang- 

ao. 

As in previous years, the most rapid upgrading of infrastructure 
is planned for the coastal cities. Amid all the political and economic 
fury surrounding plans for a new Hongkong airport, in the neigh- 
bouring Shenzhen Special Economic Zone construction is under 
way on a new US$200 million airport — to be in operation by the _ 
end of this year — as well as China's first high-speed railway, due `~ 
to run (at 160 km/h) by 1994. | 

Other major infrastructural projects on the drawing boards are 
underground railways to ease the traffic congestion of Shanghai, 
Guangzhou, Nanjing and Qingdao. Water supply projects are also. 
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planned for Shenyang, Xi'an and Chongqing. 
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What's more convenient than a business 
centre right next to a business centre? 
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need to go out of your way to do 





business in Guangzhou. The new commercial district is alive 
with enterprise. And the Garden Hotel is in the heart of 
it. 2 But we're close to more than just commerce. The 
train station is only 10 minutes away, the airport 20 minutes. 
And one of our air-conditioned limousines can pick you up 
from either. ag You'll also find air conditioning in each of 
our 1,112 luxuriously appointed rooms, Not to 
mention IDD, colour TV, in-house movies, a mini-bar 
and a host of amenities that make you feel at 


home as soon as you arrive. WF Then, after a 
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good night's sleep, we can help 
you do a good day's work. Just 
visit our business centre, fully equipped with telex, fax, 
typing, copying and other secretarial services. ig Or, 


if you prefer to work out, visit our health club, 






swimming pool, squash or tennis 
courts. nig There's even 

billiards, a shopping arcade, 
beauty salon, bank, post 
office and tour services. Ar Everything, in short, to let 
you combine business with pleasure. And what could 


be more convenient than that? 





Open for business. And pleasure. 
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The Garden Hotel 
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368 Huanshi Dong Lu, Guangzhou, The People's Republic of China. Tel: 338989 Telex: 44788 GDHTL CN Fax: 350467 
Hone Kone Sales Office- 99/F. Lee Gardens Hotel, Hysan Avenue, Hong Kong Tel: 8056910 Fax: 5778197 
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Will new money destroy buildings the bombers spared? 


Going down the tubes 





By Murray Hiebert in Hanoi 


he heart of this old, French colo- 
nial city is a network of small, tree- 
lined streets and low, narrow 
houses with curved, red-tiled 
roofs. The downtown shophouses have 
long captured the imagination of Vietnam- 
ese artists and foreign visitors. But Hanoi's 
old commercial quarter is now threatened 
with extinction. 

Already ravaged by decades of neglect 
and over-crowding, the area is now falling 
victim to the city's new moneyed elite. 
Merchants who have accumulated capital 
under the ruling Communist Party's recent 
economic reforms are replacing the old 
houses with the same type of tall, flat- 
roofed shophouses with grate-metal doors 
that have become so popular in other Asian 
capitals. 

City officials bemoan the rapid destruc- 
tion of Hanoi's unique architectural heri- 
tage and recognise that this could rob the 
Vietnamese capital of its main attraction for 
tourist dollars. But they have failed so far to 
introduce stiff laws to halt the trend. 

“If the People's Committee doesn't 
adopt regulations soon to protect Hanoi's 
architecture, then in two, three or five years 
there will be nothing left to protect," says 
Nguyen Truc Luyen, head of the capital's 
Union of Architects. Luyen estimates that 
half of the old houses have already been 
destroyed, but most observers believe the 
actual figure to be much higher. 

The so-called "36 Streets" area, lying in 
the heart of Hanoi around Hoan Kiem (or 
'returned sword") Lake, has its origins in 
the 11th century when King Ly Thai To 
shifted the Vietnamese capital to Hanoi. In 
the centuries that followed, craftsmen and 
merchants moved in from the countryside 
and set up guilds to provide handicrafts 
and consumer goods for the royal family 
and its staff who lived in a nearby citadel. 

Different types of craftsmen — sil- 
versmiths, leather workers, dyers and so 
on — settled together according to their 
trades, giving names to the "36 Streets" by 
which they are still known today. The area 
continued to prosper despite later changes: 
the shift of the capital to Hue, in central 
Vietnam, 800 years later and the French 
colonisation of the country in the late 19th 
century. 

As the "36 Streets" became more dense- 
ly populated, the residents developed a 
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unique architectural style — 
long, narrow dwellings known 
as "tube houses," designed to 
give each family a room fronting 
onto the street from which to do 
business. Many of the surviving 
tube houses, built in the late 19th 
and early 20th centuries, are as 
little as two metres wide but can 
be up to 60-100 m long. 

The front room of a typical 
tube house can be opened up 
by removing sliding wooden 
panels from a large window to 





Ambience threatened. 


turn it into a shop for selling the 
household's products. Behind 
the shop is an open-air inner 
courtyard, which provides light, 
ventilation, and a place for relax- 
ing and raising decorative fish or 
ornamental plants. Next come 
the family's living quarters, fol- 
lowed by another courtyard 
which includes the kitchen and 
bathroom. 

The most charming feature of 
these old tube houses are the 
low, up-turned roofs covered with home- 
made red tiles. The walls are made of 
bricks held together with a mixture of 
sugar-cane juice, sand and lime; Vietnam 
did not have cement when the houses were 
built. 

Although the “36 Streets” escaped US 
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Hanoi 
tube house 








bombing in the 1960s and early 
1970s, the old houses began de- 
teriorating rapidly during the war 
years due to lack of maintenance, 
as all resources and energy were 
devoted to defeating the Ame- 
ricans. Without repair, many of 
the roofs began to leak, which 
caused their wood supports to 

, rot and the masonry walls to be- 
come unstable. 

The decline continued after 
the end of the war because the 
victorious communist govern- 
ment ploughed most of its re- 
sources into building new fac- 
tories and upgrading its army. 
Tube house tenants felt uncertain 
about whether the state would 
allow them to continue living 
where they were, so they invest- 
ed little of their own capital in fix- 
ing up the premises. 

Hanoi's exploding post-war 
population — it has nearly quad- 
rupled (to about 1 million) since 
1954 — puts further pressure 
upon the old houses. Today five, 
seven, and even 10 extended 
families occupy some of these 
traditional dwellings, which were 
originally designed to house 
only one family. The average 
resident of the “36 Streets” has 
only 1.5 m? of living space, less 
than half the already meagre 3.6 
m? per person in other parts of 
Hanoi, according to architect 
Luyen. 

The overcrowding and the de- 
teriorating condition of the old 
houses have prompted many of 
the area's merchant families 
to upgrade and expand their 
houses, now that they have once 
again begun accumulating money 
thanks to the past five years of 
economic reform. But, because of 
land scarcity in the area, most 
new construction is upwards, 
which violates the traditional 

skyline of the "36 Streets." 

The result is a spate of new flat-roofed, 
three or four storey structures of the sort 
that already mar the commercial areas of 
other Asian cities. In theory, Hanoi pro- 
hibits this architectural style in the "36 
Streets" area, "but these [regulations] exist 
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mainly on paper," admits Trinh Hong 
Trieu, deputy director of the city's construc- 
tion department. "Often when people 
apply for a building licence, they have al- 
ready built the house according to their 
wishes. After they're caught, they have to 
pay a fine, but it's so low that they're will- 
ing to pay it." 

Trieu says the city is currently drafting 
stiffer laws which it hopes to have in force 
by the middle of next year. But the cash- 
strapped Hanoi government has plenty of 
other pressing problems on its mind, such 
as controlling the serious flooding in the 
city. 
Lest architectural conservation gets lost 
in the shuffle, Luyen and others urge local 
officials to concentrate on only a small area 
for protection. They also recommend that 
the new laws should insist only on preserv- 
ing the traditional roofs and facades of the 
old tube houses, allowing tenants to up- 
grade the areas away from the street. 

But Trieu admits that even these modest 
regulations could prove unpopular with re- 
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Hanoi's only tourist draw. 





sidents in the "36 Streets." "The majority of 
citizens there want modern houses, so it's 
difficult to struggle against them," he says. 
To tackle this problem, Hoang Huu Phe, a 
Vietnamese architect studying at the Asian 


Non-trivial pursuit 


What is arachybutyrophobia?” One by 
one, the six competing teams in the finals 
of a recent quiz contest failed to answer, 
and the question was thrown open to the 
Calcutta audience at large. Amid en- 
thusiastic applause, a young man pro- 
vided the right answer: it is the fear of 
eating a peanut butter sandwich lest the 
gooey peanut butter sticks to the roof of 
one's mouth. 

Later the young man confided that, 
having memorised the names of 720 
phobias, he had waited for seven years 
for someone to ask what arachybutyro- 
phobia was. Such patience is increasingly 
finding its reward as the family entertain- 
ment of quizzing is taking off in popular- 
ity. The beneficiaries are not just contes- 
tants and audiences, but — most impor- 
tantly — commercial sponsors. 

The fad began in the 1960s as a parish 
hall parlour game in Calcutta. But, in the 
past two decades, Indian quizzing has 
grown from a trivial pursuit to a multi- 
million rupee industry that now helps to 
sell everything from instant noodles to 
designer sports shoes, toothpaste and 
whisky. 

Quiz contests — on prime-time televi- 
sion, radio, in national print media and at 
venues like clubs and educational institu- 
tions — have emerged as one more chan- 
nel to facilitate middle-class India's con- 
sumer boom. Currently there are eight 
commercially sponsored national quiz- 
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zes, each with an average budget of over 
Rs 500,000 (US$25,000). 

Big money has made quizzing a glitzy 
affair. Once upon a time, quiz contest 
winners could hope to walk away with 
little more than a modest trophy, a book 
token or a brace of live ducks. Now- 
adays, they could win substantial cash 
awards, expensive electronic equipment 
or international airline tickets. 

The hype and glory accorded to such 
events have turned quizzing into a pas- 
time cutting across barriers of age, occu- 
pation and 1Q level: a recent quiz con- 
test attracted a record total of 1,350 
four-member teams from all over the 
country. Madras alone contributed 254 
entries. 

Apart from these mega-quizzes, there 
are numberless smaller events. It is esti- 
mated that Calcutta — still considered 
the quizzing capital of India — plays host 
to over a hundred school, college and 
club quizzes every year. 

The king-emperor of this quizical 
realm is undoubtedly Neil O'Brien, 56, a 
Calcutta-based publishing manager and a 
nominated member of the state legisla- 
tive assembly. He compered Calcutta's 
first organised quiz in 1967. Today, 
O'Brien's quiz columns in two local 
newspapers attract over a thousand let- 
ters a month from readers. 

Increasingly, these days, the active 
role of conducting quizzes has devolved 
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Institute of Technology in Bangkok, has 
suggested that Hanoi should introduce in- 
centives, such as business tax reductions 
for households financing their own repairs 
of the traditional houses. 

A report on the area prepared for Un- 
esco last year recommended that the city 
should find ways to relocate some of the 
area's dense population, but officials say 
this will be almost im le because of 
the lucrative location of the old quarter. 
"People don't want to move," says Luyen. 
"They are used to life here and they use 
their houses not only for living but for mak- 
ing their livelihood.” 

But many Vietnamese and foreign resi- 
dents of Hanoi are worried that the con- 
tinuing debate over regulations is dragging 
on too long. “If they don’t do something 
fast, they'll spoil the town," warns a cul- 
tural attaché at a Western embassy. "If 
Hanoi wants to develop tourism, they'll 
have to preserve the '36 Streets.' If they 
turn Hanoi into a new Bangkok, no one 


will come." 


on his son Derek, 31, an advertising 
executive cum self-employed quizmaster. 
The younger O'Brien annually travels 
between 20-30,000 km organising quiz 
shows across the country, drawing on 
the family "data-bank" of over 100,000 
questions gleaned — and constantly re- 
plenished — from reference works and 
mass media over the years. 

Sample questions: What, according to 
Mahatma Gandhi, was one of the few 
useful inventions of modern technology 
(the Singer sewing machine); why is 
Royal Salute whisky so called (because it 
is matured for 21 years, and 21 guns sig- 
nal a salute for royalty); whose reported 
last words were "Don't worry. Relax." 
(Rajiv Gandhi). 

Last year, a quiz sponsored by a foot- 
wear multinational had a real-life 
rickshaw puller hauling his vehicle past 
the competing teams who were ask- 
ed questions relating to Dominique 
Lapierre's City of Joy. "This year too we 
have something novel up our sleeve," 
said a company spokesman. 

Good, dean, family style fun, 
perhaps, for the audiences. But, with so 
much at stake, the fad is anything but fun 
for the contestants, or "quizzards" (a 
word coined by a local journalist and sub- 
mitted for inclusion in the Oxford English 
Dictionary). 

D-day often finds them taking the 
afternoon off from work and hiding 
out at home — ice-pack on their heads, 
black coffee at their elbows — to bone 
up on current events, sports or nursery 
rhymes and all kinds of trivia — the junk 
food of the appetite for knowledge. 

m Jug Suraya 
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Winds of yesterye 





Children in the Wind by Joji Tsubota. Kegan 
Paul International, London. No price given. 


Readers of English-language kids' books 
will find this first-ever translation of a 50- 
year-old Japanese children's classic very dif- 
ferent from the kind of children's fiction 
they are used to. Children in 
the Wind is a far cry from the 
usual plot-heavy adventure 
story. 

Instead, the "action" 
mostly goes on in the minds 
of the two central characters, 
Zenta (age 11) and Sampei 
(seven). No "stream-of-con- 
sciousness” monologues, 
though, nor even allegories 
of mental states (as in Sal- 
man  Rushdie's Haroun, 
Review, 29 Nov. '90). 

Rather, Tsubota lets us 
know what his kids are 
thinking through their 
small actions — things like 
thwacking a tree with a stick, just for poise, 
or riveting attention on some passing frog 
or bug when one's own thoughts are too 
painful to face. 

These little observations weigh far more 
in Tsubota’s account than the major 
"events" of the story — the arrest and im- 
prisonment of the boys' father on embez- 
zlement charges, the family's eviction from 
its home and the separation of the two 
brothers. Such developments are only 
dimly understood by Zenta and Sampei. In 
fact, this mystery, and the children's efforts 
to make sense of it all, are what makes the 
book tick. 

Translator Robert Epp provides a de- 
tailed “afterword” explaining to foreign 
readers such basic information as how Ja- 
panese houses and clothing work, as well 
as how Children in the Wind fits into modern 
Japanese history. The story was first 
serialised in the Asahi Shimbun in 1936, dur- 
ing Japan's edgy interlude between the 
Great Depression and pre-World War II 
militarism. 

This all helps sharpen the background 
of the story (and offset the jarring Gee- 
whizzery of the American colloquialisms in 
the translated dialogue). But Tsubota's 
children by no means depend on their 
cultural or historical context for their “real- 
ity." 

Modern kids anywhere in the world 
can just as easily recognise such dodges 
as the botched attempt to prove self- 
sufficiency in the kitchen, the bid to 
evoke a missing brother by playing with 
once-shared toys and the bravado about 
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small stunts when big problems loom. 

Spot-on observations like these save the 
story from mawkishness. So does Tsubo- 
ta's integrity in letting his characters 
actions speak for themselves. The boys 
are not goody-goodies, but they come 
off pretty well in the end. They tide each 
other through, and their 
mother as well. They even 
manage to make peace with 
their one-time tormen- 
tors after a lost document 
conveniently reappears 
to clear their father of the 
charges against him. 

The upbeat ending may 
be contrived, but the story is 
hardly shallow. A good read 
for the start of a darkling 
decade when lots of Dad- 
dies could lose jobs and lots 
of children could find them- 
selves left "in the wind." 

m Anna and Lincoln Kaye 





Golden means 
and ways 


Confucian Heritage and its Modern Adaption: 
The East Asian Region edited by Gilbert Roz- 
man. Princeton University Press. No price given. 














Confucianism, it seems, has at one time 
or another, meant all things to all men. The 
famous translator Arthur Waley considered 
the Analects of Confucius to be the embod- 
iment of moderation, a thought system that 
succeeded because "it contrived to endow 
compromise with an emotional glamour." 
Yet in 20th-century Asia, Confucianism has 
been vilified as the root of feudalism and 
national weakness. 

Confucius' recipe for personal morality 
starts with benevolence (ren). Other ingre- 
dients are filial piety (xiao) and compliance 
(shun) to guide one's relations with others 
— all within a framework of respect for the 
traditional rites of the state. There was a 
web of tension between these elements, 
however. Rulers were seen as divinely ap- 
pointed, and support for them could be 
withdrawn if they deviated from the Con- 
fucian path. 

By the Song dynasty (AD 960-1126), the 
Neo-Confucian "design for living" filtered 
through to all levels of Chinese society. 
This ritualised orthodoxy would prevail in 
China until the 1911 revolution, reinforced 
by the civil service examination system. It 
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was this brand of Confucianism which was 
exported from China to the rest of East 
Asia. 

The essays which make up this book 
look at the social meaning of this tradition, 
particularly at the grassroots level, and at- 
tempt to analyse its impact on contempo- 
rary China, Japan and South Korea. The 
editor, Princeton sociologist Gilbert Roz- 
man, is mainly concerned with the rise of 
East Asia as an economic force. 

This, he suggests, “will be the most seri- 
ous non-military challenge to the West and 
the North [i.e. the Soviet bloc] in modern 
history.” In Rozman's terms, “Con- 
fucianism" is shorthand for the shared 
heritage of East Asia. As such, he contends, 
it is one of three great systems of thought 
[along with Marxism-Leninism and capi- 
talism] currently competing for “world 
supremacy.” 

Pretty apocalyptic stuff, that. A cruel 
cynic might suspect a hint of Western hy- 
steria over the prospect of economic 
markets usurped by stony-faced Orientals 
armed with high-definition TV sets. 

As non-cynics, however, we must ac- 
cept Rozman's stated aim to encourage the 
West to understand Confucianism and 
learn how it has been combined with other 
20th-century ideologies. He also hopes to 
encourage a regional consciousness among 
East Asian countries, something he consid- 
ers to be singularly lacking. 

Not that Confucian ideology ever bore 
that much of a family resemblance among 
the various East Asian countries. Con- 
tributor Martin Collutt suggests that even 
in the Edo period (1603-1867) in Japan, 
when Neo-Confucianism was officially en- 
dorsed, its values never permeated society 
to the extent they did in China. 

For one thing, the examination system 
that did so much to promulgate the ideol- 
ogy in China never took such a firm hold in 
Japan. Instead, powerful families tried to 
limit meritocracy, while samurai values and 
the influence of Zen Buddhism remained 
strong. 

Against this background, Rozman sets 
out to explain why “writings on China re- 
peatedly attribute backwardness to Confu- 
cian beliefs, while studies of Japan usually 
credit them with paving the way for rapid 
development.” He isolates five levels of 
Confucianism — Imperial, Reform, Elite, 
Merchant and Mass — and suggests that 
different combinations of these contributed 
to the drastically different recent history of 
the two countries. 

In Japan, Confucianism was just one of 
many ideologies. It never became directly 
associated with the emperor, as in China. 
As a result, it could be rejected relatively 
painlessly in the early Meiji era (1868-1912), 
but equally painlessly re-adopted soon after 
as a buffer against all-out Westernisation. 

In China, on the other hand, Confucian- 
ism was so bound up with the Qing state 
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that the collapse of the dynasty left an ideo- 
logical vacuum which resulted in chaos. 
Japan's "merchant" Confucian tradition 
was given full rein in the 20th century, Roz- 
man suggests, while China's imperial tradi- 
tion persisted, and, after 1949, "pushed 
Stalinism to an extreme." 

Other notable contributions include 
Patricia Ebrey's essay on how Confucianism 
has fared over the past 150 years in China, 
and Michael  Robinson's 
analysis of the "taxidermy of 
tradition" in South Korea. 

The book is, however, 
long on history and short 
on prediction, or even de- 
tailed analyses of contem- 
of long obsolete feudal 
rites, while studiously re- 
searched and no doubt of 
value to academic histo- 
rians, sit uneasily alongside 
Rozman's original sociologi- 
cal thesis. 

The absence of discus- 
sions of Singapore, Hong- 
kong and Taiwan is also re- 
grettable. Nonetheless, lat- 
ter-day Confucian scholars 
— and merchants, too — 
may wish to add this to their — 
five cartloads of books. T 

8m Duncan Hewitt 





Soul brothers 
up in arms 


One Soul One Struggle: Region and 
Revolution in Indonesia by Anton Lucas. 
Asian Studies Association of Australia/Allen & 
Unwin, Sydney. No price given. 


The Indonesian revolution of 1945-49 is 
seldom seen as a social revolution. Unlike 
China or Vietnam, Indonesia experienced 
few major changes in its social structure as 
a result of the independence struggle. In 
the new-fledged republic, Dutch property 
and commercial interests remained largely 
unscathed and colonial civil servants stayed 
at their stations. 

Yet for the masses that so enthusiasti- 
cally backed Sukarno in the months after 
his initial declaration of independence in 
1945, merdeka — freedom — meant far more 
than simply ousting the Dutch. It meant lib- 
eration from capitalism and the construc- 
tion of a new political order in which there 
would be no place for the erstwhile native 
lackeys of either the Dutch colonialists or 
the harsh Japanese occupiers. 

This volume is a painstaking reconstruc- 
tion of the Tiga Daerah (three zones) affair in 
Pekalongan, Central Java, one of the sev- 
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The Sage is coming. 


eral social revolutions during the interlude 
between the Japanese collapse and the 
proclamation of independence. Not content 
to simply evict the colonial masters from 
the country, these movements tried — 
futilely, as it tumed out — to implement 
the original merdeka vision in turning the 
world upside down. 

Thus it was that a barber turned bandit, 
Kutil, became police chief in one Pekalon- 
gan town. Islamic and com- 
munist elements were also 
to play a major role in the 
Tiga Daerah affair. Ranged 
against them were the 
district's ^ powers-that-be, 
whom the government of 
President Sukarno and espe- 
cially the elitist Republican 
army were anxious not to 
disturb, even though they 


level. 


by communists and Islamic 
radicals is one of the most 
remarkable features of the 
social revolutions of 1945-46. 
Both factions were implaca- 
ble in their opposition to the 
bureaucracy and vested in- 
terests. The sharp split be- 
tween religious and secular 
radicals, so pronounced by 
the 1960s, was not so evident 20 years 
earlier. 

Anton Lucas bases his account of the 
Tiga Daerah affair on hundreds of inter- 
views with participants in the events of 
1945-46. This enables him to come remark- 
ably close to the events of those years — 
sometimes perhaps too close. There is a 
danger in all oral histories for the writer to 
identify too closely with the participants in 
the story. Essential though oral sources 
may be, they should be complemented, if 
possible, by archival and newspaper 
sources to fill in the background. 

The oral history approach also makes for 
a certain parochialism that fails to place 
local goings-on in the context of broader na- 
tional developments for the benefit of the 
uninitiated reader. For instance, the Great 
Depression is here dismissed with a one- 
page mention, though it devastated Java's 
sugar industry (the world’s second largest 
at the time). 

These criticisms aside, however, Lucas 
has made a valuable contribution to the 
growing body of literature on the regional 
aspects of the Indonesian revolution. Under 
Indonesia’s two presidents, Sukarno and 
Suharto, the role of the ordinary people in 
trying to determine their country’s evolu- 
tion has been sharply curtailed. Lucas has 
performed a valuable service by showing 
that this need not always be the case. 

8 Michael Williams 
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In hindsight, the amount | 
of common ground shared | 
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THE LANDMARK 


HOTEL * 


has the key 
to keeping 
its guests 
well 
informed. 


As one of Asia's leading hotels, 


The Landmark — Bangkok 
understands that the frequent 


business traveller needs to keep 
in touch with what's going on in 


the Asian region. 


That's why it provides executive 


guests with the most 
authoritative publication 
on Asia. The 


Far Eastern Economic Review. 
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By Hamish McDonald in New Delhi 


ith a stringent deficit-cutting 
budget and new industrial 
policies that slash the licensing 
powers of the bureaucracy, 
the month-old New Delhi government of 
Prime Minister P. V. Narasimha Rao has 
swung the helm of the Indian economy 
hard towards the exposed environment of 
global competition. 
| Rao and his Congress party have turned 
.. the political weakness of their minority gov- 
-ernment and the country’s precarious ex- 
ternal solvency into a determination that 
(c dares opposition parties to block its mea- 
sures and risk having to cope with the 
catastrophic mess that would follow. 
or After the courageous start, their resolve 
_ will be under scrutiny in the coming weeks 
|. as vagueness and lacunas in the new 
policies need to be resolved. It will be two 
.. Or three years before it becomes clear 
"whether India has truly turned away from 
the autarchic course plotted after indepen- 
dence in 1947. 
India has raised false hopes before: the 
. . late Rajiv Gandhi sketched out a vision of a 
|. modern, fast-growing India in 1985-86 but 
^. could not deliver it because of his own inex- 
— perience and the obstructionism built into 
_ the system. The successor government of 
|... V. P. Singh also announced intentions to 
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Ha Idia, West Bengal, the 1,200 employees clock on every work- 
. ing day as they have since the factory was "commissioned" 12 
ars ago. Although officially rated at a capacity of 150, 000 ton- 
a year, the Haldia factory has not produced a RE kilo- 
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POLICIES 


reform the system of industrial licensing, 
but fell apart soon after. 

This time, the government has an ex- 
perienced politician in charge who has 
shown entirely unsuspected mettle in 
pushing through radical reforms. He has 
placed in key economic portfolios some 
ministers of undoubted ability and realism, 
such as Manmohan Singh (finance), P. Chi- 
dambaram (commerce), and P. Kumara- 
mangalam (law, which covers corporate 
regulation). 

In recent months a broad consensus has 
crystallised — at least in elite circles — that 
the model of a directed economy has long 
ceased to serve its purpose. The system 
was adopted to direct scarce capital to sec- 
tors of highest priority, to achieve equity 
and social welfare, and to embody the spirit 
of independence. 

But many Indians have come to realise it 
has also been marked by waste, obsoles- 
cence and the diversion of resources to- 
wards consumption by the well-connected. 
At the same time, basic welfare indicators 
have lagged behind those of comparable 
Third World countries which started deve- 
lopment without the institutions inherited 
by India from the British. 

The measures taken in the past month 
are intended to result within the next three 
to five years in an India that is close to hav- 
ing a convertible currency in trade, has 
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New Delhi starts to dismantle apparatus of economic nationalism 


ey to the door 


eliminated its overall budget deficit (which 
was running at 8-9% of GDP in the late 
1980s) and has industries competitive with 
foreign counterparts. That would leave a 
public sector which had retreated from 
much of its industrial role to devote more 
resources to education and health care. 
Finance Minister Singh told the parlia- 
ment on 24 July that India stood "at the 
edge of a precipice" as a result of the gov- 
ernment's fiscal deficit — the gap between 
total revenue and total expenditure — 
which had widened from 4% of GDP in the 
mid-1970s to more than 8% in the late 1980s. 
Internal public debt stands at 55% of 
GDP, with interest payments alone consum- 
ing 4% of GDP and 20% of total central-gov- 
ernment expenditure. The current-account 
deficit has expanded to 2.5% of GDP in 1990- 
91. These deficits have been financed in 
part by overseas borrowings: foreign debt 
stood at 2376 of GDP in March 1991, includ- 
ing deposits by non-resident Indians (NRIs). 
Singh's budget will provide a touch- 
stone of reassurance in the early stages, 
though some of his revenue projections 
look fanciful. He aims to reduce the fiscal 
deficit in 1991-92 (April-March) to Rs 377.3 
billion (US$14.6 billion) from last year's re- 
vised estimate of Rs 433.3 billion. Before the 
budget, it was estimated the fiscal deficit 
would be Rs 520 billion. 
Of the Rs 99 billion increase expected iri 


huge mistake and facing the e of. pablic eects unions. 
Haldia is perhaps the most extreme example of how m : - 
bureaucracy-knows-best approach has worked in practice. But. 
it is not an isolated case. The budget. announced ic Finance —— 
Minister Manmohan Singh on 24 July lists. 203 ce Vern: 
ment enterprises, which will receive 
lion) from New Delhi in 199: 
and Rs 22.5 billion in loans. ( 


_ the equity figure is slightly dox ig 1 loans are about the samu 
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tax receipts, no less than Rs 51 billion 
comes from increased customs duties. The 
estimation of customs receipts and the 
budget itself are dependent on Singh's 
judgment that a 20% devaluation of the 
currency in early July plus continuing hi 
tariffs will not choke off inward trade. His 
arithmetic is also supposed to take into ac- 
count the severe import cut-off since emer- 
gency controls were imposed in March. 
Singh has had to rely on per- 
sonal- and corporate-tax levels that 
will not be sustainable if the goal of 
broadening compliance is to be satis- 
fied. Even so, the increase in rev- 
enue from these sources is expected 
to be minimal. Company tax rates 


raise Rs 25 billion from the sale of 2096 
equity in selected public enterprises. 
Political concerns have eclipsed eco- 
nomic priorities in food subsidies, how- 
ever. Ration cards, a system of food credits 
intended to alleviate poverty, have been so 
widely distributed as a result of political pa- 
tronage that the subsidies are enjoyed by 
even quite wealthy households and are 
concentrated in the four biggest cities. 


India's budget 


will rise from 40% to 45% for of which: 
“widely held" companies and from Corporation tax 


45% to 50% for “closely held” firms. 
Personal-income rates have been 
held at existing levels, but Singh said 
his aim was to reduce the top margi- 
nal rate to 45% within five years 
from the present 50%. 

On the expenditure side, the sav- 
ings are not as great as many ana- 
lysts thought necessary and feasible. 


Some powerful lobbies are tackled, Sale of shares in state firms 


however. Farmers will find fertiliser 
prices rising by 40% after a cut in 
subsidies. The defence forces will re- 


ceive only a 3.8% rise in spending to of which: 

Rs 183.5 billion, a cut in real terms of Interest payments ~~ | 208.5 | 218.5 
5-6%. A 20% increase in petrol and Defence — 109.5 | 110.1 
cooking-gas prices, and increased Subsidies (food, fertiliser etc.) 85.2 95.5 


excises on cars and consumer Economic services 25.2 26.4 


electronics, will hit the middle 
classes. 

The previously announced trade 
policy removed export subsidies at 
the same time as the rupee was de- 
valued. Singh will also pursue the 
previous government's decision to 


-< hundreds of state-level public en- 
. terprises. 

. The new industrial policy 
Says little about closing or sell- 
ing failed public enterprises. In- 
dustries Minister P. J. Kurien's 
new policy statement did ad- 
mit "a number of problems" 
among public enterprises: poor 
productivity and project manage- 
ment, overmanning, poor train- 
ing and obsolescence. Many 


enterprises are a burden rather than an asset, he conceded. 
Henceforth, priority in government funding will be given to 


(agriculture, industry etc.) 
Grants to state. governments — . 29.9 2093]. — 
| eneral services qs service Hol aT a. 





infrastructural projects, oil and mineral exploration and extrac- tion packages." 


tion, new technology and defence, or to enterprises where good 
profits are being generated. In selected government enterprises, 
equity will be sold to provide better market discipline. 

"There are a large number of chronically sick public enter- 
prises incurring heavy losses, operating i ina competitive market 


and serving little or no public purpose," the industrial policy 
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Singh nds PPN Fed Be allocation 
these subsidies by 6% to Rs 26 billi 
showing that the prospect of urban unresi 
worries the Rao government. 
Another leak in spending is the Bus 
loan waiver scheme started in 1990 by the 





another Rs 15 billion from the government 
in 1991-92 if banks are not to go bust. - 

The government predicts real economic 
growth in 1991-92 of about 4% . 
(down from last year's estimated . 
5%) and inflation at 9-10% (from . 
12.1% by the wholesale price index -= 
last year) By this calculation, the > 
deficit will come down from 8.4% of. 
estimated GDP to 6.5%, which fulfils — 
a pledge made by the previous gov- = 
ernment last December to obtain 
emergency credits from the IME. 

Although the budget is thought 
to satisfy IMF conditions for further 
credit of around US$2 billion, Singh 
insists he had not discussed any spe- 
cific amount with the IMF. Whatever 
credit is allocated will be a standby 
facility to augment India’s foreign- 
exchange reserves, which at Rs 25 
billion now cover only two weeks of 
imports. 

The government hopes this will 
help reverse the outward drain from = 
the US$10 billion in foreign-currency 
deposits by NRIs and allow New 
Delhi to replace its problematic US$4 
billion in short-term commercial debt 
with medium-term borrowings. 

oeveral measures are aimed at an 
immediate inflow of foreign invest- 
ment. NRIs will be allowed to invest 
freely in property, but will not be 
able to repatriate earnings or capital. 
They will be invited to subscribe to 
tax-free five-year US dollar bonds 






document stated. "These need to 
be attended to." 
Further on, the document 
elaborated: "Public enterprises 
which are chronically sick and - 
which are unlikely to be turned 
around will, for the formulation 
of revival/rehabilitation schemes, 
be referred to the Board for In- 
dustrial and Financial Recon- 
struction or other similar high- 
level institutions created for the 


purpose. A social-security mechanism will be created to protect _ 
the interests of workers likely to be affected by such rehabilita: 


Organised labour is strongest in the public sector, and has an 
armoury of Gandhian peaceful weapons which can easily im- 
mobilise the country's major cities. Given its vulnerability on so 
many fronts, the Rao government will proceed: BeA and : 
the language of its industrial reform will be piis iq 
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with the State Bank of India, and will be 
able to transfer them to residents without 
being subject to a gift tax. 

Noting signs of “diminishing interest” 
in offshore India country funds, Singh has 
cut the tax from 25% to 10% on dividend in- 
come received by the funds from units of 
Indian mutual funds and on long-term cap- 
ital gains from such units. 

Direct foreign investment is being en- 
couraged, though less so, still, than in 
Southeast Asia. The Foreign Exchange Reg- 
ulation Act will be amended to raise the 
normally permissible foreign equity in joint 
ventures from the current 40% to 51%. Pro- 
vided ventures can finance their initial for- 
eign-exchange requirements from foreign 
equity, and provided they fall within a list 
of 34 priority sectors, approval will be 
“prompt.” 

The government said it was open to 
proposals from large multinationals for 
higher foreign equity where new techno- 
logy and access to markets was involved. 
Each case would be considered individu- 
ally. Du Pont Chemicals and Mercedes- 
Benz are two firms rumoured to be consid- 
ering India as a base. 

The government's caution has to be 
seen against a backdrop of continuing para- 
noia about foreign investment. Even as 
Singh expounded his new policies, politi- 
cians and journalists were baying for action 
over alleged violations by PepsiCo's In- 
dian affiliate. To meet stipulated export 
levels, the firm has been shipping tea, bas- 
mati rice and seafood under propri 


labels to US supermarkets, Singh said that 
India was “not a small country” and should 





JAPANESE 





Financial scandals are proving to be as 
hot as the Tokyo summer, as one institu- 
tion after another suffers the conse- 
quences of laxity and avarice during the 
rampant asset inflation of the late 1980s. 

First it was the the securities sector 
(with the client-compensation issue 
showing no signs of fading away), now it 
is the banking industry. What could be 
the biggest banking fraud in Japanese 
history has been uncovered at Fuji Bank. 
The country’s fifth-largest commercial 
bank admitted on 25 July that it had sack- 
ed four employees who ran a ¥260 bil- 
lion (US$1.9 billion) illegal loans scheme 
dating back to 1987. Three of the sacked 
staff have been accused by the 
bank of fraud and forgery. 

Loans were obtained from finance 
companies for 23 Fuji clients, mostly real- 
estate firms, who found it hard to secure 
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abandon the attitude that every foreign in- 
vestment was the foothold of a potential 
East India Company. 

Pending a wide-ranging review of the 
troubled banking sector, expected to take 
about three months, Singh has taken two 
measures to boost domestic lending. Con- 
trols on bank term-lending rates above a 
minimum have been lifted, while the con- 
troller of capital issues will no longer have 
the power to set interest rates and pre- 
miums on corporate debentures. 

The other aspects of the new industrial 
policy are more bold. Industrial licensing 
has been abolished except for a list of 17 
products deemed strategic, hazardous, pol- 
luting or for "elitist consumption" (includ- 
ing cars, colour TVs and videos, and certain 
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BANKING 


Called to account 


financing after an official clampdown on 
lending to the property sector. Forged 
deposit instruments credited to clients' 
accounts were presented as collateral for 
the borrowings. 

The bank said it discovered the deals a 
few months ago when one of the borrow- 
ers failed to make payments to a finance 
company, which then approached Fuji 
for collateral that did not exist. Fuji Bank 
took over the loans itself and obtained 
collateral from clients. The bank said that 
uncollectable bad loans totalled ¥27.1 bil- 
lion, or more than one fifth of its net pro- 
fit last year. The fall in Japanese land and 
property prices following the stock- 
market collapse last year apparently left 
the borrowers unable to repay their 
debts. Another major city bank, Kyowa 
Saitama Bank, has admitted a similar 
problem, which involved forged deposit 
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white goods). Strategic industries reserved 
for the public sector are arms and muni- 
tions, atomic energy, railways, and most 
forms of oil production and mining. 

With the new policy, the government 
abandons its use of licensing to force indus- 
tries into areas where start-up costs are in- 
creased by a lack of infrastructure. A re- 
quirement has been dropped by which 
term loans from financial institutions had 
included a mandatory convertibility clause, 
which indirectly gave the government the 
ability to interfere in companies. 

The notorious Monopolies and Restric- 
tive Trade Practices Act has been emascu- 
lated. This required all companies with as- 
sets above Rs 1 billion to seek government 
approval for most expansions of business, 
and sometimes even appointments of di- 
rectors. The government has abolished this 
provision. Large companies will no longer 
need prior approval of new undertakings, 
expansions, new product lines, mergers or 
takeovers. 

The changes should mean an enormous 
streamlining of project approvals. Business- 
men say that under the old system it usu- 
ally took three to eight months to obtain a 
preliminary approval, another four to six 
months for an industrial licence and six to 
12 months for clearance to be granted. 

Spokesmen for India’s industrial group- 
ings gave a warm welcome to the changes, 
and stockmarkets moved up sharply im- 
mediately after the budget. Interest was 
particularly strong in a wide range of indus- 
trial stocks, particularly those where foreign 
companies might take the opportunity to 
lift their equity up to 51%. s 






certificates worth ¥8 billion. A deputy di- 
rector has been dismissed. 

Meanwhile, Japan's Deposit Insur- 
ance Corp., which is jointly controlled by 
the Finance Ministry and the Bank of- 
Japan (BOJ), is to make a loan from the 
Y600 billion official deposit-insurance 
fund to help Iyo Bank, the 20th-largest re- 
gional bank, take over the Shikoku-based 
Toho Sogo Bank. This is the first time the 
fund has been employed since its incep- 
tion 20 years ago. 

Toho Sogo was the only one of this 
type of small bank which was unable to 
meet the conditions for converting into a 
category known as second regional banks 
in Japan. It had reached the point of vir- 
tual collapse, partly because of the con- 
centration of its loans to the shipping and 
shipbuilding sectors. 

Asked why the Deposit Insurance 
Corp.’s funds are being used to save 
Toho Bank as an entity rather than to pre- 
vent ordinary depositors suffering loss, 
the BOJ cites the need to preserve confi- 
dence in the banking system. 

m Anthony Rowley 
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Points from the Annual Statement by the Chairman of Anglo American Corporation, Mr Julian Ogilvie Thompson 


Bb The gold mining industry remains the flywheel of South Africa's 
economy: as the leading earner of foreign exchange, as a majoremployer 
and because of the multiplier effect it has on business activity. Any 
sustained upswing in the gold price would, therefore, transform South 
Africa's prospects, Despite the prolonged recession and weak prices for 
gold and other commodities in world markets, AAC's attributable earn- 
ings fell b: in 1990 because of the Corporation's policy 
of balanced diversihcation. AAC will be investing more than R6 billion 
in gold, coal and industry from 1991-1994, excluding new projects. 


by only 7 per cent 


B Despite the difficulties in the transition from the old apartheid order toa 
non-racial democracy, South Africa's achievements are more remark- 
able, its prospects more encouraging than anyone had a right to nope 
and there is steady progress on virtually allfronts. The termination of the 
US Comprehensive Anti-Apartheid Act is a big step forward. As big 
would be rhe restoration of South Africa's access to the International 
Monetary Fund. The delay continues to starve South Africa of new 
capital for desperately needed development. 


W The business community recognises that the new South Africa must 
address the deeply felt and justified grievances, as well as the aspirations, 
of those whom hd pushed aside. Anglo American and De Beers 
have unco to contribute R250 million over five years to the 
Privare Sector Initiative and have also increased the rate of contribution 
to their Chairman's Fund, which in 1990 committed R57 million to 
more than a thousand projects, mainly for education 
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@ Sustained economic growth must always be the priority. for without that 
nothing durable can be achieved. It is growth that generates formal and 
informal employment, broadens the tax base and increases the State's 
financial resources without jeopardising economic activity. The ‘quick- 
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fix' redistributive approach is counter- productive, lt fu 
y than self-reliance, institunonalises poverty ER 

. One cannot have higher taxes, high growth, h M sav 
investment — and yet low inflation — all at the same time. 
Nevertheless, there will have to be substantial action on poverty belore 
the benefits of growth become evident. Unless there is visible, tangible 
progress in addressing poverty and inequity, democracy will struggle to 
take hold and flourish in South Africa. 


The greatest challenge facing South Africans is not the devising of a new 
constitution. No consuration will, of itself, enable South. Africa ro 
develop into a stable, tolerant democracy, The key to tharis nor political 
but economic ~ how to grow the economy in such a way that the 
problems of poverty and inequity áre successfully addressed, nor justin 
the first heady years of the new South Africa, but in the longer term. 
Poverty and inequity in South Africa can be addressed, provided its 
new leaders do not act out of poverty of thought. The Anglo American 
Group will continue to make a significant contribution to a task which 
should unite us all. 


A company's first social responsi ibility is to stay in business. More than 
18,000 individuals own shares in AAC, and there are 165,000 who as 
present or former employees are members of our employee share- 
holder sc theme, In addition at least six million South Africans — 15 
per cent of the population — are indirec tly invested through pension 
funds, life assurance policies, unit trusts ar ad d he like. That is 
a measure of the broadening responsibilities of free e nterprise; it 
illustrates the increasing opportunities it can offer in what I hope and 
believe will be the truly dynamic and wealth-creating society of the. 
new South Africa 
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. By Jonathan Friedland 





^Y ingaporean entrepreneur Ong Beng 
M Seng showed all his trademark op- 
CAZ portunism when he scooped up a 
: number of properties at distress-sale prices 
. during the island republic’s recession of 
|... 1985-86. Since then, and especially in the 
(0 past three years, he has moved at break- 
neck speed in attempting to make his flag- 
.. .Ship company Hotel Properties Ltd (HPL) 
|. Singapore’s premier hotel and leisure con- 
See cen, 
|. But some analysts wonder whether he 
|. s running so fast that he must stumble: 
they. suggest that the immaculate timing 
. that characterised his moves of the mid. 
1980s has deserted him. For instance, Ong 
|» d$ committed to ventures that will make 
_ him the island republic's largest hotels 
=~ -Operator at a time when the market is ex- 
pected to be glutted. 1 
Cx Nor have his stockmarket moves shown 
___. the expected canniness. A purchase in 1989 
of a near-controlling stake in property 
... counter Malayan Credit knocked S$6.69 
-. million (US$3.8 million) off HPL’s bottom 
line in 1990. It was also the probable reason 
for the Stock Exchange of Singapore refus- 
... ing a proposed S$110 million rights issue by 
~ HPL in Tune. 
e The decision to tum down HPL’s cash 
` call will not thwart the firm's ambitious 
condominium and hotel development 
- plans. But it does represent a setback for its 
55 45-year-old managing director, a former in- 
,  Surance executive who works 18-hour days 
... and pads around his office in socks and an 
| open-neck shirt. 
Apart from property and hotel deals, 
. Ong has launched a string of ventures in 
Singapore, including an upmarket depart- 
ment store, a firm specialising in waterfront 
cruises, a concert-promotions company and 























though most of these enterprises are barely 
profitable or are losing money, they have 
the potential to make respectable contribu- 
tions to HPL's coffers. 
. Ong, who has franchises for Japan's 
ASICs sport shoes, Haagen Dazs ice- 
cream and the trendy Hard Rock Cafe, has 
also been looking further afield, opening or 
anning operations in Hongkong, Bang- 
. kok, Jakarta and Kuala Lumpur. 
. . The latest gambit to capture the hearts 
_ and wallets of Singapore's affluent youth is 
_ the HPL credit card, launched in July with a 
_ joining fee of 5$300 — S$100 of which can 
. be recouped through special offers — and 


usable only in outlets owned by or as- 
sodated with Ong. Card carriers will re- 
ceive discounts at retailers such as Emporio 
Armani and Valentino (private Ong fran- 
chises run by his wife Christina) and at Gulf 
Air and Indonesia's Sempati Air (an Ong 
family concern is the local agent for both). 

ouch diversification moves should not 
place too great a strain on the pockets of 
Ong and his partner and father-in-law 
Peter Fu. Ong married Fu's daughter while 
working at the ship-insurance arm of con- 
glomerate Haw Par and soon after joined 
his father-in-law’s oil trading company Kuo 
International. Past windfalls from Kuo In- 
ternational allowed Ong and Fu to snap up 
property in the US, Europe, Canada and 
Australia in the 1980s, in many cases 
paying cash. 

Ong still dabbles in 
the oil markets, accord- 
ing to traders in Singa- 
pore, but Kuo hit its peak 
in the late 1970s, when 
it made a profit of at 
least 5$200 million in two 
or three years from lucra- 
tive swap contracts with 
Indonesia's Pertamina 
and the Indian Govern- 
ment. 

In this respect, Ong 
appears to be follow- 
ing in the footsteps 
of another commodity 
trader - turned - property 
magnate who started in 
singapore, Robert Kuok. 
Like Kuok's commodities 
operations, Kuo owed its 
early success to the deft 
manipulation of politi- 
cised national commodities monopolies. 
Again like Kuok, Ong shuns personal pub- 
licity, has a tight-knit group of loyal execu- 
tives and is careful to maintain close ties with 
important politicians. 

Through a series of holding companies 
registered mostly in Hongkong and the 
British Virgin Islands, Ong and Fu own 
most of the Four Seasons hotels in the US 
and Canada, the Sydney Hilton, a half 
stake in the prestigious Inn on the Park in 
London and a 30% share in the Bali Hyatt, 
among many other trophies. They also 
own a number of other businesses, ranging 
from a jewellery boutique in London to the 
Australian franchise for Hyundai cars. Fu is 
the chairman of HPL. 

These offshore moves have given Ong, 
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who compensates for an indifferent educa- 
tional background with a quick and numer- 
ate mind, an advantage over other Sin- 
gaporean entrepreneurs. "Ong is less paro- 
chial than most businessmen here," says 
a merchant banker close to the family. 
"There aren't many people who are good 
enough to excel in a system where the en- 
trepreneurs in government-run companies 
have the advantage. Ong has distinguished 
himself in this way." 

Ong also scores high marks for his abil- 
ity to make friends among bankers and de- 
velopment partners of all stripes. He and 
Fu have strong ties, dating back to the 
heady days of Kuo, with Singaporean and 
Japanese banks. They have teamed up for 
investment purposes with equity partners 
such as C. Itoh and Indonesia’s Darmadi 
Group. 

And their links with major hoteliers, 
ranging from the Canadian Four Sea- 
sons group — with which HPL has a 
30:50 joint venture to develop proper- 
ties in Asia — to the Pritzker family of 
the Hyatt chain, appear good, accord- 
ing to hotel-industry sources. 

A far-ranging intelli- 
gence network has other 
advantages as well. Ong's 
most rewarding property 
deals have been made at 
the expense of others in 
distress. Just after the 
1985-86 recession in Sin- 
gapore, he scooped up 
properties at bargain- 
basement prices from 
Khoo Teck Puat and from 
Indonesia s Hendra Ra- 
hardja. He did. the same 
in Australia in 1989-90, 
first lending a hand to 
Alan Bond by buying in 
to the Sydney Hilton, 
then taking control of 
it when the high-flying 
beer baron went bust. 

Nonetheless, ^ HPU's 
capital base needs a boost 
if Ong is to achieve his 
ambitions for the company. Currently, its 
market capitalisation of S$600 million 
makes it only two thirds that of Overseas 
Union Enterprises and Kuok’s Shangri-La 
Hotel, the Singaporean counters it most 
closely resembles in terms of assets and cor- 
porate strategy. HPL finance director Chris 
Lim says: “We are a dynamic company and 
would like to see our funding base ex- 
panded so that institutional investors look 
at us more seriously in terms of liquidity, 
capitalisation and asset base.” 

HPL’s standing with investors has suf- 
fered lately. The company’s 1990 net profit 
of 5$2.8 million was only slightly higher 
than for 1989 — a year when ill-timed mar- 
ket punts rebounded on it, though in cur- 
rencies, not shares — and well below the 
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5$9,4-9.9 million forecast by most brokers. 
The firm's reputation is expected to take 
another blow in early September when 66.7 
million warrants it issued in 1989 are almost 
sure to retire out of the money. 

If this is the case, HPL will be denied 
5$147 million, forcing the company to take 
on additional debt. As of December 1990, 
HPL had total net debt of S$187 million, 
ops with © shareholders’ funds of 










e tightly timed 
| :velopmen | projects under 
way that will hugely. increase the size of 
HPU's asset base. 

The first is a 202-unit luxury condo- 
minium. venture on Orchard Road called 
Four Seasons Park that will cost $$140- 
150 million and will be financed out of 
pre-sales and a S$50 million credit faci- 
lity. Analysts expect the credit to be pro- 
vided by two Singaporean lenders, United 
Overseas Bank and Oversea-Chinese Bank- 
ing Corp. 

Ong had initially hoped to fund the 
project partially by selling half its under- 
lying land for S$76 million to Kowa Real 
Estate, an arm of the Industrial Bank of 
Japan, in April 1990. The sale was disal- 
lowed by the government in November 
under rules restricting foreign ownership of 
land in Singapore. (Kowa is still interested 
in buying some of the completed units, 
however.) 





PL will plough an anticipated net 

cashflow of S$270 million from that 

project into funding the $$130 mil- 
lion Four Seasons Hotel on Orchard Road, 
due for completion in 1994. The money will 
also be used to start a second, far bigger, 
hotel project on Cuscaden Road. HPL — 
which already owns the Singapore Hilton 
and a 50% stake in the Meridien — will 
become Singapore's largest hotel operator 
when the two ventures are completed, 
with 1,800 rooms. 

But analysts expect Singapore to suffer a 
glut of hotel rooms by 1993-94, particularly 
in the five-star category that HPL will domi- 
nate. Other hotel operators, including 
Kuok, are instead concentrating their Sin- 
gapore hotel-development business on the 
nearby resort island of Sentosa. 

“The fundamentals do not look very 
bright for the hotel industry in Singapore," 
says Peregrine Securities director Yap 
Teong Keat. HPL "will have to rely more on 
their deal-making side to see them through 
the next period." 

HPL's Lim insists that in the medium 
term, the company's network of recrea- 
tional and retail businesses will counterba- 
lance its dependence on hotels. Currently, 
HPL derives the vast majority of its pre-tax 
profit from the Singapore Hilton and Meri- 
dien; together they made $$14.5 million in 
1990. The non-hotel businesses collectively 
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made a pre-tax profit of $$5.8 million that 
year. 

In 1991 and 1992, the lion’s share of pre- 
tax earnings is expected to come from the 
550,000 ft? Four Seasons Park development. 
Brokers J. Ballas & Co., which is part- 
owned by Fu and Ong, expects pre-tax 
contributions from the project to amount 
to 5$40 million in 1991 and 5$60 mil- 
lion in 1992, with the balance booked in 
1993. 

According to Ballas, HPL's net attributa- 
ble profit is expected to reach $$37 million 
this year and $$54.7 million in 1992, boost- 
ing earnings per share from a measly 9 S 
cents in 1990 to 11.4 S cents in 1991, with a 
further increase to 16.9 S cents in 1992. 
Other brokers are a good deal more cau- 


Ong's leisure-diversification moves. “At the 
end of the day, once the condos are done, : 
the question becomes where will the profit - 
growth come from?" asks a Singaporean . 
brokerage analyst. "They have a lot of busi- 
nesses that sound impressive, but at the. 
outside, they will be contributing maybe _ 
5$5-10 million pre-tax.” E 

That is why Ong's 23% stake in 
Malayan Credit takes on greater signifi 
cance. Although the property company is. 
profitable, its market capitalisation out- . 
weighs that of HPL, and a successful 
takeover seems increasingly unlikely as . 
Ong's slate of big developments gets under. — 
way and the company's cash flow becomes. 
more constricted. 5 

The members of the Teo family, who- 
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Australia 

Hyundai distributorship 

Park Royale Perth 

Sydney Hilton 

Britain 

Armani and Bulgari stores 

Inn on the Park (50%) 

Canada 

Four Seasons (Montreal) 

Hongkong 

Hot Dossip Discotheque 

indonesia 

Bali Hyatt (20%) 

Maldives 

Bandos Island Resort 

Singapore 

Armani, Valentino and 
other boutiques 


Ballas and Co. (49%) 
Komoco Motors (5075) 
Kuo Qil 
Riverwalk Galleria 
Rubber House 
Winchester House 
us 
Four Seasons 
(Houston and Washington D. C.) 
Vista International Hotel (N. Y.) 


Balmoral. 


HPL House 


Malayan 
Credit 





tious; Barings Securities puts 1991 net profit 


at $$12.4 million with per-share earnings at 
a conservative 3.8 5 cents. 

"The thrust of our growth to date has 
been in real estate. We have the hard- 
ware in place and are capitalising on the 
opportunity to develop related software," 
Chris Lim says of HPL's move into every- 
thing from hosting rock concerts to selling 
hi-tech sneakers. "We are marketing our 
services to the same client base that stays in 
our hotels. These are potentially higher- 
yield investments that are not as demand- 
ing as real estate in terms of capital commit- 
ment." 

Most brokers are impressed by the way 
HPL is positioning itself, but they are less 
enthused by the earnings potential of 
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Singapore properties 


Cuscaden Road propertry 

Faster Lakehouse (Malaysia) 

Four Seasons Park 
Condominiums* 

Four Seasons Hotel" 


Meridien Hotel (50%) 
Robertson Quay site 


Avant Hotels international (Hongkong) 3. 


Other businesses 5 
Alkaif Mansion (restaurant) i 
Au Printemps Department Store 
Blue Moon (etait) 


Haagen Dazs franchise 
(Singapore and Hongkong): 


Hard Rock Cafe (50%) 
HPL card 

Tai Pan Cruises 

Joint Ventures in China 


KL Concorde Hotel. 












control 24.4% of Malayan Credit's stock, 
are fragmented and are not particularly 
friendly to each other or Ong. Further, 
Malayan Credit's primary Singapore prop- 
erties are not in the high-traffic areas that 
play to HPL’s existing strengths. 
If HPL were to sell down its Malayan © 
Credit holding, says Morgan Grenfell Sec- 
urities research chief Quek Peck Lim, “an 
immediate loss would be crystallised.” At > 
its current trading price of $$1.83 a share, 
the size of HPL’s unrealised loss is estimated 
at between $$13-28.5 million, depending on . 
the various estimates of the average price — 
paid. E 
Ong bought the shares in October 1989 
from Singapore-listed Cycle & Carriage and 
an unidentified seller. HPL's Lim says that ~ 






kolding is based ' "purely on the merits - 
the company as a long-term investment. 
They are in businesses related to what we 
know and do." 

But analysts say that when Ong bought 
his stake, he believed that a full-blown 
takeover was possible, perhaps in conjunc- 
tion with Tan Sri Datuk Basir Ismail, a 
former boss of Malaysia’s Bank Bumiputra. 
Basir had taken over earlier in 1989 as chair- 
man of Cyde & Carriage, a property de- 

veloper and distributor of Mercedes-Benz 
models. 

. Lim denies that HPL ever sought to take 

control of Malayan Credit in concert with 

- ;Cyde & Carriage or other Basir-controlled 
vU vehicles. 

- 0 The Ong-Basir link is a comprehen- 

(s sive one. Ong personally owns a 15% stake 

Uo dn Yung Pui, a Hongkong company set up 

by Basir and other Malaysian investors that 

in turn had a 15% stake in Cycle & Car- 

_ riage, making it the second-largest share- 

holder after the Kuwait Investment Office. 
Through HPL, Ong is a co-investor with 
‘Cycle & Carriage in the Hotel Merlin 
in Kuala Lumpur, the one-time cornerstone 
Of the Faber Merlin Group. In July, Yung 
_ ~~ Pui reportedly swapped its shares in Cycle 
& Carriage for a 21% stake in Edaran 
Otomobil Nasional, the distributor of 
=<- Malaysia's domestically produced Proton 
2 Saga car. 











“Yogether with Cycle & Carriage and 
vM a Hongkong-based investment af- 
EL filiate of Banque Indosuez called 
APAC Holdings, HPL paid M$113 million 
for the 700-room hotel in July 1989. HPL 
paid M$33.9 million (US$12.2 million) for its 
30% share in addition to a few more million 
Malaysian dollars in refurbishment costs. 
The renamed Hotel Concorde Kuala 
Lumpur, which is aimed at the four-star 
. market, wil open in the third quarter of 
. 1991, aiming to capitalise on the publicity 
- generated by also opening a Hard Rock 
Cafe within its grounds. 
According to securities analysts, HPL 
paid for its stakes in Malayan Credit and in 
the Concorde with the proceeds of its rights 
issue in 1989, money that was originally in- 
tended (publicly at least) to part-finance 
Four Seasons Park. Most observers believe 
hat Sing stockmarket regulators re- 
garded this as a misuse of the funds raised 
and decided to teach HPL a lesson by refus- 
ing it permission. for a further rights issue in 
June: ` 
| Analysts expect little action by HPL on its 
Malayan Credit stake until January 1992. At 
that point, the mandatory period for a gen- 
. eral offer at the highest price it paid for its 
- shares lapses. Malayan Credit shares now 
. Stand at a 25% discount to that price; in the 
meantime, HPL may seek to generate value 
|. out of its holding by convincing Malayan 
Credit of the merits of buying a chunk of 
the Four Seasons Park development. w 
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Double st I 


By Shada Islam i in | Brussels - 


ew curbs by the EC on Japanese c car 

imports raise a fundamental issue 

for trade in manufactures: should 
goods made in Japanese factories abroad be 
treated as if they had rolled off production 
lines in Tokyo or Nagoya? When it comes 
to cars, the answer for the EC is "yes," 
creating a trade precedent not just for the 
EC but elsewhere. 

The strictures are contained in a "volun- 
tary" export restraint agreement, which 
was approved by the 12 members of the EC 
on 26 July. This limits Japan's share of the 
EC car market to less than 16% by 1999. On 
the assumption that car sales will total more 
than 15 million units by then, Japan will be 
allowed to sell up to 2.4 million. Last vear, 
Japan sold 1.4 million cars in the EC, 10.5% 
of a total market of 13.7 million. 

On the face of it, a significant increase in 
Japan's share would seem generous. But 
the country's share of the US market is al- 
ready about 30%. What is more, the EC will 
count the sale of Japanese cars made in the 
EC (that is, in "transplanted" factories) as 
part of the import total. 

The new guidelines re- 
quire the agreement of 
Japan, but the Ministry 
of International Trade 
and Industry is strongly 
opposed to the inclusion of 
transplant cars in the over- 
all Japanese share of the 
EC market. Failing assent 
from Tokyo, the EC will 
probably make a unilateral 
declaration that sales in the 
Community from Japanese 
transplants should not ex- 
ceed 1.2 million cars, half 
the country's total. 

EC officials seem to 
want to square the circle. 
“There is no formal link, 
the transplants are completely free, they 
can invest as much as they want," says the 
EC's external trade commissioner, Frans 
Andriessen. But he admits that the EC's 
calculation of the overall Japanese share of 
the bloc's car market would have to "take 
into account the perspective of output from 
transplants." 

Japanese car makers say the EC is 
changing the rules. "We were told in the 
past that the EC preferred local production 
by Japanese firms, rather than direct ex- 
ports" says Ryuji Muroya of Toyota's Brus- 
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Japanese cars made in EC to be counted as imports 


sels office. “Now we just don't know. The 
EC is not being consistent." 

Under the new deal, all individual im- 
port quotas on Japanese cars imposed by 
Britain, France, Italy, Portugal and Spain 
will be replaced as of January 1993 by a 
transitional EC-wide agreement which will 
increase Japan's share of the total EC mar- 
ket to 1675 by 1999. France and Italy, how- 
ever, are insisting that Japan's share should 
not exceed 5% of the French market and 
8% of the Italian market by 1999. Car im- 
ports to the EC are supposed to be totally 
liberalised after that date. - 

The EC has been so concerned about 
Japan that it has taken little notice of car im- 
ports from other Asian countries, such as 
South Korea and Malaysia. These are small 
(27,100 from these two countries in 1990), 
but are rising rapidly. Sources say that 
though the EC has no plans to impose a 
Community-wide quota on South Korean 
cars yet, it will keep a close eye on the situ- 
ation over the next few months. 

For their part, Japanese companies have 
been very anxious to prove their "Euro- 
"We have transferred 
our manufacturing, re- 
search and development 
and our decision-making 
facilities to Europe," says 
Takashi Osawa, director for 
external relations at Nissan 
Europe. Nissan set up a fac- 
tory in Sunderland in Bri- 
tain in 1986, which is ex- 
pected to produce up to 
120,000 cars this year and 
perhaps 220,000 cars in 
1992. Nissan says its local 
content is already up to 80% 
of the cars' components. 

Other Japanese car 
makers are not far behind. 
Toyota and Honda are 
planning to start produc- 
tion in plants in Britain by 
the end of 1992. Honda owns 20% of the 
British car maker Rover and Honda cars 
have been rolling off Rover's assembly lines 
at the rate of 40,000 a year. Muroya of 
Toyota says his company's planned plants 
in Burnaston and Shotton will be "totally 
European." The 3,300 strong workforce will 
be largely British and components will be 
bought from European suppliers. Produc- 
tion at both plants is expected to start at 
100,000 units, growing to 200,000 units 
within a year. 

Some Japanese car executives have re- 





cently warned that investments in Britain 
could be cut back because of the restrictions 
on sales from transplants. Britain's trade 
. Secretary, Peter Lilley, admitted that the 


is. trade-off between imports and local pro- 


duction being offered to Japanese produc- 
ers would "threaten output and jobs in our 
industry." 

Elsewhere in Europe, Mitsubishi has 
concluded a deal to produce cars in the 
Netherlands with Sweden's Volvo. The 
joint venture, backed by the Dutch Govern- 
ment which has a 33% share in Volvo 
Netherlands, involves shipping motors 
from Volvo's French partner, Renault. The 
project aims to produce 200,000 small cars a 
year. Mazda is said to be "seriously look- 
ing" for European partners. Suzuki has 
struck a deal to produce cars in Hungary. 
The firm's hopes of exporting to the EC 
from Hungary depend on difficult talks be- 
tween the Budapest government and Brus- 
sels over future economic ties between the 
two countries. 

Japanese car makers deny EC allega- 
tions that the companies are being sited in 
Europe to avoid import quotas. “Japanese 
car manufactures want to make their pro- 
ducts as close as possible to their clients,” 
says Takayuki Imajo of the Japanese Au- 
tomobile Manufacturers Association. 

Imajo says that while large Japanese car 
plants in Europe receive the publicity, Ja- 
panese and European car makers have 
forged “a wide network of ties.” Daihatsu, 
for example, supplies body frames to Ber- 
tone in Italy. Toyota and Volkswagen in 
Germany jointly produce light trucks, Nis- 
san is manufacturing four-wheel-drive ve- 
hicles in Spain which will be marketed by 
Ford. Toyota has just agreed to market 
Volkswagen cars through its Japanese 
dealer network. 

European car makers, however, are not 
convinced that Japanese companies can 
ever really become “good Europeans.” Jac- 
ques Calvet, the president of French car 
giant Peugeot, warns that the Japanese car 
makers are out to “kill” the European car 
industry. He recently denounced Britain, 
home to Japan’s EC car plants, as little more 
than “Japan’s fifth-largest island.” 

Others worry that alliances with the Ja- 
panese will cause European car makers to 
lose their autonomy. “The Japanese are not 
here to transfer technology to Europe,” 
warns Evandro Bertuccioli, a senior Fiat 
executive in Brussels. “Our people may ul- 
timately lose their ability to produce cars in- 
dependently.” 

Most EC officials are equally wary of 
Japan’s European investments, arguing 
that the factories are little more than assem- 
bly plants set up by Japanese auto makers 
to avoid EC import restrictions. "Compar- 
ing cars made in Europe by Japanese and 
American companies is like comparing ap- 
ples and oranges," says an EC official. "US 
cars are "conceived, designed and built in 
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Europe . 


. Japanese cars are just assem- 
bled here.” This opinion appears to ignore 
the fact that US car makers have been mak- 
ing cars in Europe for decades. 

Within the EC Commission, only the 
commissioner for competition policy, Sir 
Leon Brittan, takes a different view. In a 
blunt rebuke to European car makers, Brit- 
tan recently warned that “cars produced in 
Europe by European workers are Euro- 
pean. It is high time the lobby groups 
stopped referring to Japanese-badged cars 
which are produced in Europe as if they 
were Japanese.” 

The Commission argues that the new 
car-import limits are needed to give Euro- 
pean manufacturers the “breathing space” 
they need to become more competitive. EC 
officials insist that the restrictions imposed 
on Japanese car exports will be removed by 
the end of the century, when European car 
makers are supposed to have caught up 
with the Japanese. But Japanese car makers 





say they fear the Commission may not 
have the courage to resist political pressure 
to extend the restrictions when they lapse. 
Commission President Jacques Delors 
has not disguised his preference for a 
long period of protection, arguing in talks 
in Tokyo that “automobiles are not a pro- 


duct like any other . . . this industry is a 
symbol, a representation of Europe's indus- 


Others in the Commission contest the 
need for prolonged protection. "The EC 
must be clear that it intends to achieve total 
liberalisation of the European car market 
when the transition period comes to and 
end," says Brittan. Past practice hardly in- 
spires confidence. National car quotas have 
been in place for 20 years, textile curbs for 
30 years and restrictions on steel imports 
are being gradually removed after 12 years. 

EC car makers insist that, given time 
and money, they can become more com- 
petitive. "European cars are just as good as 
Japanese models in style, performance and 
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Jain TON ben: dl the: 
Association of European Automobile Manu- - 
facturers. "But manufacturing costs are- 
cheaper in Jap an and the Japanese have a- 
shorter time pe for the dece of 
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e wn Cic a ees way e 
ese plants (includ- . 
ing factories in erica and Nissan 
in Sunderland) are roughly twice as pro- 
ductive as European manufacturers and. 
are guilty of fewer product defects. Car 
analysts reckon that a new Japanese car re- 
quires 1.7 million hours of engineering ef- 
fort on average and takes 46 months from 
first design to customer deliveries. Euro- 
pean cars need 8 million engineering hours 

and take 60 months to reach the showrooms. - 
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use by 2,000 to about 7,000. "Peugeot is 
far ahead in updating. its production pro-. 
cesses," says car analyst Stephen Reitman 
of UBS Phillips & Drew. Calvet's diatribe. 
against Japan is not just to grab media at- 
tention, he says. “Peugeot's workforce is 
also being warned that it must make 
changes in work practices to meet the Ja 
panese challenge.” s 
Europe's. national champions. wil. also - 
have to start expanding internationally. Car 
analysts say that the lack of a worldwide 
manufacturing base leaves them open to at- 
tack by their leading Japanese competitors. 
European car makers have won only a 
small fraction of the North American mar- 
ket, unlike their Japanese rivals. — ui 
To help it meet the challenge, the Euro 
pean car industry has called for massive aid ` 
from national governments and the EC.. 
Raymond Levy, president of the European. 
Car Manufacturers Association and. chair- 
man of Renault, warned Brussels recently - 
that "tens of thousands" of jobs were at 
threat at Renault alone. Although no fig- - 
ures have been released, the association is 
expected to ask for aE to biased ina d 












fend off rave A eka must com | 
from the companies themselves. Restraints | 
on imports, however, do provide EC c 
makers with hidden subsidies. Brittan hi 
promised some Community help wit 
management training, research and deve- 
lopment and for efforts to “cushion the so- 
cial consequences of change.” But he says- 
that the EC will not agree to an increase in. 
state aid to the car industry or to pay for the. 


"short-sightedness" of companies which 
have so far failed to invest in their long- | 
term survival. . 













til Lintner in Bangkok 

At the "Singapore" Depart- 
ment Store, up a narrow 
flight of stairs at the cor- 
ner of Rangoon's Bogyoke 
Aung San and Pansodan 
Vv f streets, an array of elec- 
tronic goods, refrigerators and machine 
tools is on sale. Businessmen, students and 
onks stare contentedly at a wide screen 
ith a karaoke version of You Light Up My 
ife playing. Others browse among the 
arities on sale, too poor to buy. 

.. The prices at this Rangoon outlet of SKS 
Marketing are marked in US dollars, but 
intil late May the two-year-old store also 
isplayed prices at a kyat. equivalent, 
ough the calculation bore no relation to 
the official conversion rate. That policy of 
dual pricing changed almost overnight after 
e most powerful man on Burma's three- 
ear-old State Law and Order Restoration 
ouncil (SLORC), Maj.-Gen. Khin Nyunt, 
made a speech reminiscent of the 
Ne Win era, a 26-year period when 
.Rangoon pursued its disastrously 
|. xenophobic "Burmese Way to So- 
|. dalism.” | 
“Instead of cooperating in the in- 

_/ terest of the nation, they only import 
goods that have good markets," 
Khin Nyunt said of the foreign in- 
vestors who took up the SLORC's 
offer to join the supposed free-mar- 
ket revival of Burma's economy, 
"and many of the people involved 
show immense greed to make in- 
stant wealth." 

:. The widely feared intelligence 
chief went on to implore entrepre- 
neurs to try "to avoid being labelled 
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ists” when his rambling speech cha- 
racterised them as just that. 
` After the speech, the kyat prices were 
quickly removed at the sks, Toshiba and 
Daewoo stores, which had calculated the 
US dollar-exchange rate at Kyats 55. This 
was far less than the black market rate of 
Kyats 75-80, but it was far above the official 
antasy of Kyats 6.4 to the US dollar. 
.. Other moves by the government also 
indicate Burma's open-door policies are 
nder reconsideration. A string of articles 
and cartoons in the official Working People's 
Daily have attacked the profit motive, and a 
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Cartoonist's view of greed in Burma. 


ECONOMIES 


Singaporean palm oil trader was arrested in 
June on profiteering charges. Also, Burma's 
Chamber of Commerce and Industry, 
which was to elect its own new officers, 
had a cabal of former military men ap- 
pointed to its board. 

Even more telling was a series of re- 
strictions on how businessmen can spend 
their foreign exchange, which was mooted 
in July. Exporters will be allowed to allocate 
only 90% of their profit towards imports, 
and they will be forced to spend 20% of 
that amount on items stipulated by the gov- 
ernment. Guidelines are also expected to 
confine certain types of exporters to specific 
imports. 

The result of these changes has been to 
"damage businessmen's confidence that 
they had a system they understood," an 
observer says. Adds an Asian diplomat: 
"Local merchants are now very confused 
and frightened." 

Because of their traditional prominence 
in the still-powerful Ne Win's pantheon of 
official demons, foreign entrepreneurs have 
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good reason to be cautious. Most were 
kicked out of the country unceremoniously 
between 1962 and 1964 along with 
thousands of Indian and Chinese business- 
men who made up the backbone of 
Burma's economy. 

Under Ne Win, the state took control of 
production and distribution in the indus- 
trial sector, and of the import and export of 
commodities. Banks and industry were 
nationalised, and private enterprise was 
forbidden. Soon, industry and commerce 
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were in disarray, with the production of ev- 
erything from oil to pharmaceuticals declin- 
ing. Rangoon, once one. of the most mod- 
ern cities in Asia and a banking and trading 
centre, began. degenerating to its present 
shabby, torpid state. | 

In the mid-1950s, Burma, Thailand and 
South Korea had roughly the same popula- 
tion, and all had per-capita incomes well 
below US$100 a year. By 1989, Thailand’s 
per-capita income was US$1,220 compared 
with the official Burmese figure of US$200; 
South Korea’s was 20 times larger. 

In 1987, the UN designated Burma a 
least-developed country, placing it in the 
same ignominious category as El Salvador 
and Ethiopia. Four decades earlier, Burma 
was one of Asia’s few countries to export 
both rice and oil. 

The economic situation facing the SLORC 
when it took over was grim: foreign-ex- 
change reserves stood at a paltry US$12 
million, US$5 billion of debt amounted to 
nearly 70% of GNP and the debt-service 
ratio amounted to 58-90%, depending on 
the analysis. Making matters worse, 
the brutal crackdown on de- 
monstrators that preceded the SLORC 
coup had resulted in a cut-off in in- 
ternational aid. — . 

Virtually broke and with no- 
where to turn, the SLORC invited for- 
eign businessmen back to Burma. A 
new foreign-investment law, replete 
with tax breaks, guarantees against 
nationalisation and the right to remit 
hard currency, was promulgated 
in November 1988. Burmese 
functionaries hit the road led by 
Brig.-Gen. David Abel, the minister 
of planning, finance and trade, who 
appeared in Singapore, South Korea 
and other friendly countries to drum 
up business. 

According to information sup- 

. plied by à Western embassy, 40 for- 
eign companies have invested US$661 mil- 
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larly forestry products an en 





ism has been modest, reflecting a. wide- 
spread view that the safest and biggest 


money to be made is in trading and re- - 





source extraction. Burma has no banking 
system to speak of, another disincentive to 
long-term investment, though the SLORC 
has promulgated a new central bank law 
that opens the door to the possibility that 
private banks could be established. 
Diplomats say the SLORC's capricious- 
ness has encouraged just the kind of men- 
tality disparaged by Khin Nyunt. Business- 
men have become expert at invoicing ploys 
and at manipulating Burma's exchange-rate 
regime to squeeze every cent of profit from 
transactions. The practice is widespread at 
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joint-venture companies staffed on the Bur- 
mese side by former military men with little 
commercial experience. 

The concentration on trading and on 
immediate resource extraction also reflects 
fears that popular resentment could result 
in a challenge to military rule. Unlike the 
1988 uprising, which was brutally crushed, 
a later one could conceivably dissolve the 
military s grip on policy. Such a change 
might not work to the advantage of those 
investors who provided hefty sums to the 
government in the form of signature 
bonuses, surety bonds and kickbacks. 

Burma's foreign-exchange reserves rose 
quickly after the open-door policy was 
announced, reaching an official peak of 
US$550 million in September 1990. 

The IMF estimates that foreign-exchange 
reserves in January totalled US$310 million. 
Unofficial estimates, compiled by embas- 
sies in Rangoon and including military 
rake-offs from the timber, gem and narco- 
tics trades, indicate that Burma's total for- 
eign-exchange holdings may be as high as 
US$850-900 million. 

Nonetheless, most analysts concur that 
the dominant impact of the open-door po- 
licy has been the mortgaging of the future 
of this resource-rich country for a quick 
buck. Deforestation is proceeding at an 
alarming pace, particularly in the rebel-con- 
tested north. Observers in China's Yunnan 
province say that between 80 and 100 
timber trucks from Burma cross the 
Chinese border each night, a far greater 
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number than those crossing into Thailand 
on behalf of Thai companies that have sec- 
ured the lion's share of officially acknow- 
ledged timber concessions. 

The pace of deforestation has quickened 
because of contracts with Thai logging con- 
cerns — many of which have close ties to 
the Thai military — and because of arrange- 
ments made by the SLORC with the frag- 
mented rebel groups that used to have a 
solid grip on the northern third of the coun- 
try. In exchange for regularising insurgent 
trade, the SLORC has secured peace agree- 





Official exchange 
rate to the US$ 
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ments. It is most probably taking a cut in 
the earnings, too. 

Officially admitted non-oil investment is 
confined largely to companies from Singa- 
pore, South Korea and Thailand, the gov- 
ernments of which have provided diploma- 
tic support to the SLORC. Thai companies 
are primarily engaged in logging, fishing, 
and gem and tin mining. Shortly after 
the SLORC took over, the  Chatichai 
Choonhavan government banned logging 
in Thailand. 

Singapore companies in Burma operate 
department stores, engage in light manu- 
facturing such as metal fabrication and the 
making of wooden doors, and provide oil 
and shipping services. Tradewinds, a sub- 
sidiary of state-controlled Singapore Inter- 
national Airlines, also flies to Rangoon. 

South Korean companies have open- 
ed two garment-assembly joint ventures, 
while Daewoo Electronics has established a 
US$10 million joint venture with state- 
owned Myanmar Heavy Industries to pro- 
duce televisions, stereos and refrigerators. 
Daewoo also commands its own show- 
room in a government-owned Rangoon de- 
partment store. A modest amount of Hong- 
kong investment has made its way to 
Burma, particularly in the hotels sector. 

Eleven Japanese trading companies, 
which were allowed by Ne Win to maintain 
a presence in Rangoon in 1965, are also 
operating. The most prominent of these are 
Nissho Iwai, Mitsui & Co., Mitsubishi 
Corp., Kinsho Mataichi and Marubeni 
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inflation rate 
(Left scale) 
Lip 


Corp. They are mainly en in the pur- 
chase of teak wood, of wie Dania is the 
world’s dominant supplier. 

A smattering of US, European and Ja- 
panese investments are in Burma as well, 
though diplomats say most companies 
from these countries are steering clear be- 
cause of government policies at home that 
discourage dealings with Burma. Some 
multinational companies, such as PepsiCo 
of the US in beverages and Schlumberger 
of France in oil services, have a presence. 

Unofficial investment activity, which is 
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almost exclusively in trading, appears the 
sole domain of Chinese traders who enter 
Burma from Yunnan province virtually un- 
checked to sell a wide range of goods. Yun- 
nanese and ethnic Chinese from the Bur- 
mese border district of Kokang, which until 
1989 was under communist rebel control, 
dominate the wholesale business in dry 
goods, beverages and low-cost durables in 
the northern city of Mandalay, 

New above-board investment has tailed 
off almost completely since May 1990, 
when the SLORC ignored the outcome of a 
national election that saw the opposition 
National League for Democracy capture 
80% of the seats in the National Assembly. 
“It became clear that the reform 
me was not moving along a coherent 
track,” a bank economist points out, “but 
on an ad-hoc basis. When the government 
needs a boost to its reserves, they let out a 
few more extractive concessions.” 

This approach has not only proved en- 
vironmentally disastrous, it has failed to im- 
prove short-term economic performance. 
This may underlie the SLORC's revanchist 
attitudes towards free-market reform. De- 
spite taking steps to decontrol agriculture, 
encourage foreign investment and legalise 
border trade, and reform a host of laws re- 
garding tourism and banking, life is every 
bit as hard for most Burmese as it was dur- 
ing Ne Win's socialist era. 

Inflation especially worries the SLORC 
because of its potential to re-ignite wide- 
spread social unrest. The most serious chal- 
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lenges to the government have come dur- 
ing periods of rampant inflation and when 
it demonetised the currency, as it did in 
1964, 1985 and 1987. 

Diplomats say average price increases in 
the first five months of this year were about 
60%, while real wage levels deteriorated. 
Instead of developing rational monetary 
and fiscal policies aimed at containing price 
rises, the SLORC sticks to what it knows 
best: giving orders and having them carried 
out at bayonet-point. 

In recent months, the SLORC has been 
sending loudspeaker trucks to markets and 
threatening traders with stiff punishment if 
they do not comply with an irrational but 
officially sanctioned price regime. One re- 
sult is the disappearance of expensive food 
such as chicken and pork from markets. 
These items are available only under the 
table to known customers. 

The military blames inflation on the 
surge of goods into Burma that fuelled GDP 
growth of a little more than 5% in 1990. 
Burma's record trade deficit of US$570 mil- 
lion last year is expected to grow 40% this 
year. In addition, industrial capacity 
utilisation hit a low of 10-15% in 1990 
largely because of poor management | 
and a lack of fuel but also because 
goods from China, India and Thai- 
land are undercutting Burmese pro- 
ducts. 

The growth of the Burmese econ- 
omy since the SLORC came to power 
has been driven by construction and 
logging. This includes government 
spending on roads, and on new 
towns such as Hlaing Thayar near 
Rangoon, where nearly 100,000 
people were forcibly located after the 
1988 uprising. Construction growth 
of 34% from 1988-90 and forestry 
sector growth of 34% in the same 
period largely explain how Burma 
managed to achieve last year's GDP 

n. 

Analysts say that while inflation will be 
spurred by rises in import prices, it is also a 
result of the government's myopic willing- 
ness to print huge amounts of its debased 
currency to fund a budget deficit conser- 
vatively estimated at 13.7% of GDP. The 
money supply was cut by 70% to Kyats 7 
billion after the overnight 1987 demonetisa- 
tion. It is now estimated at a record Kyats 
40 billion. 

Government spending appears almost 
solely military-related. Official statistics 
from the Ministry of Planning and Finance 
put defence expenditure at 32% of Burma's 
budget for the fiscal year ended on 31 
March, but independent analysts put 
total-defence related spending at closer to 
50% of the Kyats 12 billion total. This fac- 
tors in spending by the Ministry of Home 
and Religious Affairs, which controls the 
National Intelligence Bureau, as well as a 
percentage of spending by state-owned in- 


dustry, the Information Ministry, the gov- 
ernment pension fund and the Health 
Ministry, which provides medical services 
to the army. 

The SLORC is also using much of its for- 
eign exchange for military purposes. The 
lowest estimate for its arms purchases is 
US$500-600 million. Some analysts believe 
existing and future arms-purchase commit- 
ments primarily to China to be as high as 
US$1.2-1.4 billion. It is not known how 
these arms are being paid for. 

Budgetary constraints are acute because 
of Burma's status as an international 
pariah. Since the 1988 crackdown on the 
democracy movement, almost all foreign 
aid to Burma has been cut off. This has hit 
the SLORC hard since nearly 90% of Burma's 
total US$5 billion foreign debt was ex- 
tended on concessional terms by donors. 

Burma receives no credit from the 
IMF, the World Bank or the Asian Develop- 
ment Bank (ADB) and US and EC aid 
programmes have been suspended. 
Japan, which has traditionally been 


Burma's biggest donor, now provides only 
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Blackmarket bazaar for imported goods. 


enough funds to keep its projects operat- 
ing. South Korea is keen to start an assist- 
ance programme, according to diplomats, 
but it is being restrained by Japan and the 
US. 

The upshot of the aid cut-off has been a 
sharp curtailment in government spending 
on social services. The handful of aid work- 
ers left in Burma report anecdotal evidence 
of increases in malnutrition and in infant 
mortality. Despite modest increases in gov- 
ernment spending on education, they re- 
port a decline in the number of children 
completing elementary education. Many 
families cannot afford uniforms, books or 
tutorial fees. 

"There is a silent emergency here," an 
observer says. “There are few dollars being 
spent on water, health and sanitation.” 

Alongside the aid cut has come a reduc- 
tion in advice proferred by international in- 
stitutions. Foreign banks and UN agencies 
Say the SLORC has been unresponsive to 
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their suggestions and the military has been 
having difficulty recruiting competent 
technocrats to run the economy. 
“There are very few people in the gov- 
emment with any experience at all with 
market economics,” a multilateral bank 
economist says. “They simply do not have 
the capacity to manage a workable eco- 
nomic programme.” 
Many of Burma's civil-service elite have 
been arrested, killed or have gone into 
exile. Burma’s cabinet members are military 
men with little formal education, and most 
carry several portfolios. For instance, SLORC 
chairman Saw Maung has only five years of 
basic eaucation and serves as head of state, 
minister of defence and minister of foreign 
affairs. Of the 18 SLORC members, 10 have 
had only primary, middle or high school 
education. Of the remaining eight, only 
four have completed college or have an 
equivalent level of education. 
Nor is there much other talent to draw 
on. Regional commanders, who generally 
are not well educated, are seldom eager 
to take responsible positions in Rangoon. 
They are making too much money 

3 from up-country commerce. Of- 
ficers are frequently offered money, 
services, gems and other gifts for 
turning a blind eye to, or facilitating, 
narcotics and other contraband 
trade. 

The lack of experienced 
policymakers and refusal to take ex- 
ternal advice has meant that the 
SLORC has steered clear of what 
many economists say is the main 
obstacle preventing a turnaround 
in Burma’s distorted economy: its 
overvalued exchange rate. Brig.- 
Gen. Abel, considered one of the 
few cabinet members of any sop- 
histication, argues that Burma 
would have little to gain by de- 
valuating the kyat since almost all 

exports are raw materials. Forestry pro- 
ducts alone accounted for 32% of the official 
tally in 1990. 

A recent ADB report disagrees. It says 
that exchange-rate reform is necessary to 
counteract declining production and ex- 
ports, the large losses taken by Burma's in- 
efficient state enterprises, the erosion of the 
tax base and the growing inflationary pres- 
sures. Reform would also help to draw in 
more foreign investors, the ADB says. 

The SLORC has taken tentative steps to 
address exchange-rate distortions. It has al- 
lowed China border trade to be conducted 
at a kyat-to-yuan exchange rate that works 
out to about Kyats 55 to the US dollar. Cer- 
tain foreign companies and embassies have 
also been allowed a rate that works out to a 
similar exchange rate. Then there is the 
ubiquitous tourist trade in 555 cigarettes 
and Johnnie Walker Black Label, which al- 
lows travellers to Burma to fund one to two 
weeks of spending. 4 
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ECONOMIES 2 


Foreign oil companies are coming up dry in Burma 


, Licensed to drill 


By Jonathan Friedland in Rangoon and 
Bertil Lintner in Bangkok 
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Two years after 10 foreign 
companies signed produc- 
tion-sharing agreements 
with state-run Myanmar 
Oil & Gas Enterprise 

| (MOGE) and began explor- 
ing Burma's vast underdeveloped in- 
terior, no new oil has been recovered. 
While foreign oil-company executives in 
Rangoon are optimistic about the potential 
for a big strike, they admit that working 
conditions are more difficult than expected 
and the cost of recovery greater than antici- 
pated. 

Assumptions of a bonanza, however, 
appear to be based solely on a 1988 UN De- 
velopment Programme report based on 
government estimates that places total re- 
serves at 3-5 billion barrels. Known reserves 
are estimated at a modest 51 million barrels, 
or less than Japan's. 

Meanwhile, the presence of hundreds 
of foreign oil workers replete with heli- 
copters and four-wheel-drive vehicles has 
exacerbated Burma's energy crisis: the com- 
panies together are now the largest user of 
oil in Burma after the military. 

The companies are Petro-Canada; Amo- 
co and Unocal of the US; Idemitsu Oil 
of Japan; Yukong of South Korea; Kirkland 
Resources, Premier Oil and a joint venture 
between Croft Exploration and Clyde 
Petroleum of Britain; Royal Dutch/Shell 
Group, a British-Dutch joint venture; and 
Broken Hill Proprietary (BHP) of Austra- 
lia. 

Analysts estimate that Burma’s oil fields, 
operated by MOGE, are producing only 
12,000 barrels per day (bpd) — down from 
30,700 bpd in 1985 — because of misman- 
agement and the use of outdated equip- 
ment. 

The entrance of foreign drillers provided 
a brief fillip to Burma's foreign-exchange re- 
serves in the form of hefty signature 
bonuses ranging from US$5-15 million 
each. But the country is now importing 
more petroleum than it is producing. 

Diplomats say overall supply is roughly 
two thirds less than what consumption de- 
mands. Cooking fuel, diesel and petrol are 
in short supply, particularly in rural areas 
where tractors stand idle for lack of fuel. 

Moreover, frequent power shortages 
have hampered already poor industrial pro- 
ductivity. According to the latest figures 
=. available, kerosene production decreased 
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55% between 1983 and 1988. The decline 
resulted in greater — and ecologically 
harmful — dependence on fuel-wood and 
charcoal. 

Petrol and kerosene smuggled into the 
country from China are occasionally avail- 
able, particularly in Mandalay and towns 
further north. But these fuels are of poor 
quality and cost more than US$3 a litre, 
more than 100% higher than a year ago. 
Observers say higher fuel prices were 
primarily responsible for an increase in the 
inflation rate to 60% in the first five months 
of this year. 

To help redress the shortages, MOGE 
is soon expected to open its fields in the 
country's central belt near Prome to pro- 
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F: Shell (Netherlands) 
6: BHP Petroleum (Australia). 
t Exploration 


A: Amoco (US) 
B: Yukong (S. Korea). 





duction-sharing agreements. On 4 July, the 
MOGE approved a general proposal on en- 
hanced oil recovery. Although terms have 
not been disclosed, foreign oil companies 
are expected to be encouraged to bid for 
service contracts with payment to be pro- 
vided to MOGE in the form of a percentage 
of crude extracted. The split is expected to 
be 80-20, with MOGE taking the lion's share. 
It is likely that MOGE will demand some 
form of signature bonus even on service 
contracts. 

Foreign oil-company executives are 
enthusiastic about the proposal, especially 
since their operations have slowed because 
of domestic fuel shortages. They note, 
however, that even though output from 
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of improved exploration an 
techniques, the logistical problem 
porting and refining crude will still be 
large one. 


capacity of 56,000 bpd, but capacity utilis. 
tion is low at 36%, while processing cost 
as a result, are high. MOGE insists on having 
crude processed in these refineries, which 
are outdated and inefficient even in the best 


tanker-barge, the only feasible way, is dif- 
ficult. Also, siltation on the Irrawadd: r River 
makes delivery time-consuming anc 
pensive. oe 
Foreign oil-company executives. give E 
MOGE and its director-general, Tin Tun, © 
high marks for a cooperative attitude. They 5 
also laud the relative generosity of the ini- 
tial concessions, particularly in light of the 
Ne Win regime's antipathy towards foreign 
investors. But they complain of unpredicta- © 
bility on the part of other government... 
functionaries, particularly local military offi- . 
cials in concession areas near or within 
rebel-contested territory. 

Other gripes centre around Burma's 
nightmarish telecommunications and air- 
travel network, its inadequate legal system, 
and nettlesome rules and regulations 
that seem almost designed to add costs. 
Companies are obliged, for instance, to 
process seismic data in Rangoon at three to... 
four times the cost of doing so in Singa- — 
pore. mu — 
Diplomats say that for all their come _ 
plaining, oil companies have escaped much 
of the corruption and bureaucratic rigidity: 
that plague Burma's other foreign invest 
ors. "The oil companies are not particularly 
concerned about the government's vacillat- 
ing attitudes towards foreign investment 
because they know they are the golden 
goose,” an Asian diplomat in Rangoon: 
says. “The SLORC [the State Law and. 
Order Restoration Council] still harbours ~ 
the belief that they will strike a lot of ol and = 
the country's financial problems will disap- 
pear." 

Foreign oil-company executives say they 
have always been prepared for a tough > 
road in developing one of Asia's last un- a 
charted oil patches. Aside from the security 
problems created by a dozen or so ethnic 
insurgent movements and the inherent dif- = 
ficulty of dealing with a heavy-handed mi- . 
litary regime despised by the populace, > 
they knew from preliminary studies 
that most new hydrocarbon discoveries 
would be at expensive depths of 5,400- . 
6,600 m. a 
What they had not reckoned with, how- = 
ever, was the complicating factor of nume- 
rous subterranean high-pressure zones that |. 
make drilling dangerous. Yukong, the first ` 
foreign oil company to sign a production - 
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agreement and to begin drilling, spent 
huge sums to airlift drilling mud by 
helicopter from Singapore after a well it 
spudded last year threatened a blow-out. 
Observers say the well, which was recently 


capped, cost the company at least US$20 
. million. 


Other companies have not had much 


. better luck. Analysts say both Amoco and 


BHP have drilled and capped dry wells. Six 
to eight exploration wells are expected to be 


. in operation by the end of 1991, but the 


prognosis that any will tap into recoverable 


reserves remains uncertain. Together, oil 


. companies have poured an estimated 


US$415 million into their exploration ef- 
forts. 
. Observers say the day of reckoning will 


goon be coming for several oil companies, 


| particularly for smaller concerns such as 
_ Kirkland Resources and Premier. Kirkland 
a . Resources is exploring in an area near the 
(o Thai border that is disputed by Mon and 





Karen insurgents, and Premier is exploring 
in an onshore area and in the Gulf of Mar- 
taban. A Singapore-based analyst says, 
"1992 will be the year when most [com- 
panies] make their minds up." 

But the risks of doing business in Burma 
do not appear to bother some companies. 
MOGE is evaluating teriders for five onshore 


ps blocks. Three lie along the Arakan Coast 


southwest of Rangoon, while another is 
southeast of the capital. 

The fifth and potentially most promising 
block is in Kachin state, in an area where 


* «^ the Kachin Independence Army operates. 


At present, the government controls only 
garrison towns in the area and the roads 
between them. 


p OGE is also expected to open 
NE offshore concessions to bidders in 


the Gulf of Martaban for the first 


_ time since 1977. Originally, 13 blocks were 


licensed to Japanese, West German, French 


and Italian companies on production-shar- 
. ing terms in 1973. However, the concerns 











agreed to a Thai proposal for the develop- 
-ment and production of natural gas in the 
' Gulf of Martaban. The project, which will 
. cost USSI billion, includes the construction 
_ of a pipeline to transmit natural gas from 


p relinquished their concessions after finding 


little oil worth exploiting. 
Companies bidding to explore the 


offshore area are believed to include British 
"Gas, ldemitsu and Mitsubishi Corp. of 
Japan, Total of France and Nebsco of Aus- 


tralia. Analysts expect MOGE to grant the 


. Concessions by year-end. 


Burma's military government has 


<o. Burma’s southeastern coast to Thailand via 
~~ Three Pagodas Pass. 


The size of natural-gas reserves in the 
Gulf of Martaban is estimated to be 3-6 tril- 
lion ft. The deal has been agreed upon by 
the Petroleum Authority of Thailand’s Ex- 
ploration & Production Co. and MOGE. w 








national priorities against the costs of a less e: 


should study their problems and tailor their o 
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Too-hasty retrea 


Across Asia, governments are in hot pursuit of the Holy Grail of privatisation and _ 
deregulation. State-owned monopolies responsible for transport, power, communi- 
cations and the like are being turned over to private-sector concessions. Protected 
and closely controlled industries such as banking and aviation are being exposed 
to full competition. The hoped-for prize: reduced strains on state development 
budgets and cheaper and more efficient services for consumers. 

But the benefits are not so black and white. The ills of state control — corruption, 
inefficency and protected oligopolies — are well known. The ills of privatisation 
and deregulation have hardly been examined. 

In the first place, what does the rolling-back of state control do to rural develop- 
ment goals? Asia's developing countries face hard choices on how to allocate funds 
between urban and rural projects. Often, profitable urban services subsidise those 
in less populous, difficult-to-reach rural areas. Thailand's state-owned Petroleum 
Authority, for example, has for years kept fuel prices in rural areas on a par with 
urban ones, even though its up-country operations are more costly. 

These kinds of cross-subsidies are essential in many Asian countries to ensure 
that the benefits of development are spread widely. Given the size of their rural 
populations, few Asian governments could get away with charging more and offer- 
ing less to lower-income families in the countryside. To attempt to do so would not 
only risk a political backlash, but also fuel migration to overcrowded cities. 

| -—  — Putting these kinds of services in the 
hands of concessionaires only takes care 
of the money makers. Private operators 
will not want to shoulder the burden of 
unprofitable rural services — so govern- 
ment agencies will have to fill the gap. 
Shorn of the successful parts of their ope- 
rations, and left with those that no one 
else wants, can they ever be expected to 
operate efficiently? 

Even in a developed country like the 
US, deregulation of communications in 
the mid-1980s did no favours for rural 
consumers. Por urban telephone users, 
charges fell, and there was a rush of new 
services. For rural subscribers not. pro- 
tected by user-owned local cooperatives 
and the like, charges rose. 
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gaps and failings a government may have to 
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leader 


Fact: Ericsson has designed cellular systems for che earth's most formidable geography: across 
the desert of Oman and the barren kilometres of Canada, in the mountains of Switzerland, 
the hills of San Francisco, the streets of Hong Kong and along the Malay Peninsula. 

A leader accepts no limits. When it comes to the entire scope of telecommunications, not 
simply mobile, who else but Ericsson can guide you on the strength of technological 
leadership? 


ee corium ERICSSON & 


SIEMENS 


20,000,000 vacuum cleaners — 
making a clean sweep of dust 


It was in 1906 when Siemens 


introduced its first "suction pump" 


to the market, a 150 kg 
heavy-weight contraption, 
designed to take the dust out of 
carpets. Today, 85 years later, 
vacuum cleaners have become 
standard equipment of every 
household. 


Siemens has played a decisive 
and innovative role in this 
development by continuously 
improving the quality and 
efficiency of its vacuum cleaners. 
20 million units produced so far 
bear testimony to this long- 
standing success, which is being 
continued five thousand times 
every day. 





Besides being Europes largest 
vacuum cleaner manufacturer, 
Siemens offers a complete range 
of technically advanced, 
high-quality household 
appliances ranging from 
dishwashers to refrigerators, TV 
sets, video recorders and a host of 
smaller appliances. To maintain its 
leading position and to constantly 
improve its entire product range, 
Siemens invests heavily in 
research and development. The 
result: unsurpassed durability, 
increased energy efficiency and 
maximum protection of the 
environment. 


Siemens (Pte) Ltd 
MCS 

151 Lorong Chuan 
03-01 New Tech Park 
Singapore 1955 


Quality is our strength. 
Siemens. 
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Siemens offices are also located in 


Beijing. Bangkok, Hong Kong, Jakarta, Kuala Lumpur, Manila. Seoul and Taipei 


Perfect taste is a true sign of maturity. 


It can only be acquired with time 
and experience. 
lhe combination of a selection of the 
finest whiskies, each matured in 
oak casks for at least twelve years 
and the dedicated experience of 


our master blender have created 


Ballantine’s Gold Seal Special Reserve. 


The exclusive mellow. rounded taste 


of maturity. 
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alaysian tycoon Lim Thian Kiat is 
quietly stripping Multi-Purpose 

A Holdings, the former investment 
arm of the Malaysian Chinese Association 

(MCA), of its majority stake in listed Dunlop 

Estates. He has already shed Multi-Pur- 

pose's majority shareholding in listed Mag- 
num Corp. through a related manoeuvre 
that has received little notice. Analysts say 
the moves will give Lim more personal con- 
trol of Magnum’s lucrative gaming opera- 
tions. 

In a complex series of share sales and re- 
stricted offerings and private placements of 
convertible unsecured loan stock, Lim is 
further consolidating a process that began 
in 1989, when the MCA — a member of 
Malaysia’s ruling coalition — approved his 
purchase of a 28.9% controlling stake in 
Multi-Purpose through Kamunting Corp. 
Before the transactions, Multi-Purpose held 
a 66.876 direct stake in Dunlop, an invest- 
ment and property company, and a 39.876 
direct holding in Magnum, Malaysia's pre- 
mier betting concern. 

If the loan stock is fully converted into 
shares, analysts say Multi-Purpose will ef- 
fectively lose its corporate controlling stake 
in Dunlop to Lim through a dilution of its 
interest to 38.9% from 66.8%. But this 
would take place only if Lim moves on his 
option under a private placement of loan 
stock to acquire 29.8% of Dunlop in a per- 

. sonal shareholding. 

. Analysts say Multi-Purpose's divestiture 
of Dunlop and Magnum has been a three- 
Stage process. The first stage was com- 
pleted in February, when Dunlop acquired 

a 32.975 stake in Magnum from the Inter- 

Pacific group of companies headed by 
Malaysian businessman Vincent Tan Chee 

Yioun. Tan was then retreating from a take- 

over battle with Lim for control of Magnum. 

Companies tied to Inter-Pacific sold 41.8 

million Magnum shares to Dunlop for 

M3$310.2 million (US$111.4 million), or 
M$7.42 a share. Dunlop paid for the pur- 
chase by issuing M$310.2 million in conver- 
tible unsecured loan stock at M$1 a share. 
.. Of this amount, M$260.2 million was 
< placed with Lim and Dunlop's sharehold- 

. ers to offset the costs of the acquisition. 
Inter-Pacific was allotted another M$50 mil- 
lion under the exercise. 

- The second stage was executed almost 
simultaneously when Dunlop completed 
its issue of loan stock to existing sharehold- 
ers on the basis of one loan stock for every 
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l. K. Lim expected to tighten grip on Dunlop Estates 


Mammoth shuffle 


three shares held. The company also made 
a private placement of M$171.7 million in 
unsecured loan stock to Lim. 

The final stage took place in April, when 
Lim used his controlling stake in Multi-Pur- 
pose as leverage in convincing sharehold- 
ers to dispose of the company's entire Mag- 
num stake to Dunlop for M$375.1 million. 
Dunlop paid for the share acquisition with 
cash raised from the M$427.6 million sale of 
its plantation assets to Industrial Oxygen 
Inc. in 1990. 

After acquiring the Magnum shares 
held by Multi-Purpose and Tan, and after 
adjusting for a special issue to bumiputra 
(or indigenous Malay) investors, Dunlop 
has control of the gaming concern with a 
51% equity position. Bumiputras received 
30% of Magnum’s shares. 


T. K. Lim 


The public. 





Analysts say the convertible unsecured 
loan stock issued by Dunlop to Lim can be 
converted into Dunlop shares any time 
until their date of maturity in June 1996. If 
Lim exercises the conversion at a ratio of 
one ordinary M$1 share of loan stock for 
each M$1 share in the company, he would 
end up with a 29.876 stake in Dunlop, 
bolstering the indirect control he already 
enjoys through Multi-Purpose. 

Lim has yet to exercise the conversion, 
but few analysts doubt that he will even- 
tually do so. Even if he does not act im- 
mediately, the conversion right will serve 
as a handy vehicle to consolidate his control 
of Dunlop in the next five years. 

The arrangement is fraught with advan- 
tages for Lim and his allies. The restricted 
offer of M$88.5 million in convertible unsec- 
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ured iaa stock toD do 
holders allows them to sv 
for Dunlop shares for M$ 
lower than Dunlop's $ 
M$3.24 a share on 2 
Dunlop loan stock, 
rate of 10% per ann 
higher rate than th 
6% currently offered by 
the market. | 
Bumiputra buyers of : 
will also be able to make 1 
a heavily discounted. 
MS$$2 a share, resulting 
traordinary gain of 
num's share price we 






















Purpose’ S chief executive ahd biggest 
shareholder} and other executives at Multi- 
Purpose and Dunlop acted in the best in- 
terests of shareholders in approving the 
transactions. They also question whether 


Multi- 





the directors of Multi-Purpose and Dunlop 
discharged their duties properly under 
Malaysia's Companies Act. The law stipu- 
lates that corporate boards must act in the 
best interests of shareholders. by seeking |. 
the highest returns possible from the sales . 
of securities and placements of other instru- AS 
ments. 

Multi-Purpose's shareholders will lose . 
direct control of Dunlop and Magnum, and 
Dunlop's shareholders face diluted earn- 
ings per share if Lim exercises his loan- 
stock conversion right. Magnum' s share- 
holders will also see their earnings per 
share diluted as a result of the bumiputra 
issue. 

Lim, however, defends the transactions. 

He points out that the loan-stock agree- ^ 
ment was reached in late 1990, when trad- — 
ing in Dunlop’s depressed shares on the 
Kuala Lumpur Stock Exchange (KLSE) was 
suspended because of the company’s sale 
of its plantation assets. 

As a result, Lim argues, the loan-stock 
conversion ratio is reasonable: “We have 
to look at the situation at that time instead 
of now.” 

Analysts say such corporate gymnastics 
constitute another coup for Lim, who 
wants to consolidate his hold on Dunlop. 
and Magnum to guard against any hostile 
takeovers. In addition, the Magnum issue. 
for bumiputra shareholders is likely to - 
make him even more popular with govern- 
ment officials who have supported his busi- 
ness activities. 

Further, the placing of Dunlop and = 
Magnum effectively under Lim's yoke al- 
lows the entrepreneur to counter his cash- 
flow problems by funnelling the } profits of - 
these companies directly to hims elf and 
Kamunting instead of indirectly by way of . 
Multi-Purpose. Kamunting, which is still — 
recovering from financing the costs of its 






M$592 million acquisition of Multi- 
in 1989, would welcome more direct help 


from Dunlop and Magnum. n 












"n what could be her last major eco- 
nomic-policy initiative, President Cora- 
MK. zon Aquino has ordered the implemen- 
tation of a tariff-reform package for the 
Philippines. But the programme is as much 
. a triumph for entrenched business groups 
as it is for presidential mettle. | 

... The measures are a diluted version of 
-Executive Order 413, a sweeping overhaul 
-of the tariff regime which Aquino was 
<- forced to suspend in August 1990 in the 
face of vigorous opposition. Under this 
order, duties on most imports would have 
|... been reduced to a maximum of 30%, with 
immediate effect. 

The new programme, which will apply 
_. from 22 August, will give domestic indus- 
.. tries four years to adjust to the increased 
_ competition from foreign goods that will re- 
sult from the reduced duties. Several local 
- industries, however, will still be able to 
|... shelter behind high tariff walls. 



























TRADE 


lextile deal 
stretched 


A 17-month extension of the Multifibre 

Arrangement (MFA) which governs 

world trade in textiles, dashes Asian 

hopes of a significant increase in textile 

exports to developed countries next 

year. But the alternative was chaos. If 
. | the MFA had lost legal force on 31 July, 
_ |< world textile trade could have degener- 
. ated into a damaging free-for-all. 

.. "Our main objective has to be to pro- 
tect actual trade," says Andrew Wong, 
-Hongkong's deputy trade representa- 
tive in Geneva. But the ultimate aim of 
.. Asian exporters remains the integration 
. of the textile trade into the Gatt 
.. framework, which is part of the troubled 
: Uruguay Round of global talks. The MFA 
has been extended until the end of 1992, 
= by- which time it is hoped that the 
. Round will be successfully completed. 
_| Asian countries went into the MEA 
.| talks demanding assurances that impor- 
ters would refrain from introducing any 
.| new restrictions during the 17-month 
| period. Although they have not ob- 







Aquino yields to special interests 


20 July, just before Congress opened its last 
session, to take advantage of a "flexibility 
dause" in Philippine law that allows the 
president to revise tariff rates when Con- 
gress is in recess. In effect, it has the ap- 
proval of Congress, as it was drafted by a 
joint executive-legislative committee head- 
ed by Rep. Hernando Perez, the chairman 
of the powerful ways and means commit- 
tee of the House of Representatives. 

Under its doomed predecessor, EO 413, 
the effective protection rate would have 
been reduced from the current 25% to 19%. 
The new programme will bring it down to 
2176 over a four-year period ending in July 
1995. A muted response by the media re- 
flects the satisfaction of local business 
groups with the new programme. 

One of the main elements of EO 413 
was to introduce a simplified four-tier tariff 
structure: a 376 impost on raw materials not 
produced domestically, 10% on those avail- 
able locally, 2076 on all intermediate pro- 


tained their main objectives, there are 
some gains. The MFA extension protocol 
reaffirms the general Uruguay Round 
commitment to restrain protectionism. 

For the moment, both the EC and 
the US have made it dear that they will 
use the MFA extension to forge "techni- 
cal" extensions on the existing terms of 
their bilateral agreements with the main 
textile suppliers. Hongkong has already 
agreed to a four-year extension of its 
bilateral agreement with the US and a 
one-year prolongation of its accord with 
the EC. In both cases, no new restric- 
tions or cutbacks were imposed. The US 
has also signed extension agreements 
with China and Macau. 

Textile-importing nations argue that 
talks on short-term improvements in 
bilateral deals will only distract trade 
negotiators from what exporters want: a 
gradual abolition of the MFA in order to 
secure a long-term liberalisation of 
world textile trade. 

With industry lobbies in the US and 
the EC campaigning for tougher textile- 
import policies, Brussels and Wash- 
ington will argue that negotiations lead- 
ing to completely new bilateral pacts 
may result in an increase, rather than a 
reduction, in import restrictions im- 
posed on Asian textile suppliers. 

| a Shada Islam 


FAR EASTERN ECONOMIC REVIEW 














For example, the earlier order would 
have cut from 50% to 30% the duties on 
beer (dominated by San Miguel Corp.) as 
well as on toiletries (domestically produced 
by multinational Proctor and Gamble and 
by Philippine Refining Co.). The new order 
maintains the tariffs at their current rate. 

The country's biggest industrial project, 
the Philippine-Japanese joint venture Re- 
public-Asahi Glass Corp., said last year that 
EO 413 would torpedo its P300 million 
(US$10.8 million) float-glass project if tariffs 
on glass products were lowered from 5096 
to 30%. The order maintains the rate at 
2076, to be gradually phased down to 30% 
by July 1995, 

Finance Secretary Jesus Estanislao — 
who has been crusading for drastic tariff-re- 
form measures since he assumed office — 
is philosophical about the mangling of his 
package. "We have to accept political 
realities and just hope that the programme 
[will] build up momentum in the coming 
years," said Estanislao. “It is a consensus 
we've arrived at in a democracy." 

For the administration, the time-scale of 
the programme is politically astute: the first 
phase will come into operation in July 1992, 
at about the time Aquino will be vacating 
Malacanang Palace. According to sources, 
the Aquino administration will now be de- 
manding that Congress pass into law new _ 
taxes that it is seeking. This is the payback ` 
the administration expects for effectively 
giving the legislature a role in the order. 

The finance secretary's acquiescence in 
the new executive order is also convenient. 
The aborted EO 413 would have reduced 
customs revenues by P19.9 billion in the 
first year of its implementation. Such a rev- 
enue loss may have been manageable last 
year. But after the demands placed on the 
budget by Mt Pinatubo's volcanic erup- 
tions, it would have been a serious loss to 
the exchequer. | _ 

Because of the phased nature of EO 470, 
revenue losses resulting from the reduced - 
tariffs will amount to only P4.6 billion in its - 
first year of implementation, with total rev- 
enue losses from the programme estimated - 
at P18.2 billion over five years. 

The finance secretary is apparently 
culating that the executive order will senda 
signal to Philippine business that the era of - 
protectionism is.coming to an end. Cosset- 
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ted industries are likely to start trying to im- 
prove their efficiency (or even move out of 
sectors in which they are uncompetitive) 
within the four-year programme. Once this 
shift starts, resistance to the reforms will be- 
come so dissipated that the issue may 
move off the political agenda. 

Finance Undersecretary Diosdado Ma- 
capagal noted: "What is important is that 
the programme has taken on board Con- 
gress," unlike the aborted EO 413. The gov- 
emments strategy also recognises the 
value of legislative inertia: it is extremely 
difficult in the Philippines to amend a regu- 
lation or law after it is imposed or enacted, 


as s proven by the «housse T: Marcos pres- 


' idential decrees still in force. 


50 far, the new tariff-reform programme 
seems to have pleased most interested par- 
ties. Even the Department of Trade and In- 
dustry, considered a bastion of protectionist 
ideology, has no complaints. "The most im- 
portant feature of EO 470 is that it 
rationalises the tariff system, and corrects 
the decades-old bias of trade policies 
against agriculture," Trade and Industry 
Undersecretary Gloria. Macapagal-Arroyo 
pointed out. Arroyo noted that the effective 
rate of protection for manufacturing will be 
reduced from 36% to 30% under the execu- 
tive order. 

Tariff Commission chairman Chulia 
Azarcon said that the revenue losses would 
mean gains for local industries in terms of 
lower production costs. "It is only now that 
[businessmen are] realising that EO 413 
[which] many of them were protesting 
against last year would have meant millions 
of pesos in savings for them," she said. 

In the past, when a consensus could not 
be reached in the policymaking process, or 
when vested interests were stubbornly 
opposed to change, the government has 
opted to postpone making a decision. In 
this case, though, the administration has 
refused to be dissuaded from its reform 
programme, for all its compromises g 
imperfections. 





BUDGETS 
Kiwi care 
cut 
Finance Minister Ruth Richardson con- 
ot tinued her assault on New Zealand's 
| welfare state in the National Party's 
budget for the fiscal year ending on 30 
| June 1992. She introduced heavy cuts in 
old-age pensions and other welfare 
benefits, charges on health services for 
the better-paid and a tax on salaries to 
cover non-work-related accidents. 
Richardson, who announced the 
budget on 30 July, said the pension cuts 
— the govermment's largest expenditure 
item — will result in annual savings of 
NZ$650 million (US$372.5 million) by 
1994 and NZ$1 billion by 1990. The age 
of entitlement for old-age pensions will 
be raised to 61 from 60 on 1 April 1992 
and progressively thereafter until it 
reaches 65 in the year 2,000. Welfare and 
- social-security savings will total about 
NZ$441 million in this year’s budget. 
` The government also trimmed 
| NZ$159 million from this year’s health 
| 


expenditures, primarily by instituting 
the charges for certain health services. 


The government now subsidises most 
medical bills, but in the future, higher- 
income earners will have to pay for the 
first five visits to a doctor by their 
families as well as the first 10 days of 
hospitalisation. The government also 
placed a 0.5-0.7% levy on workers’ 
wages to help fund the country's acci- 
dent-compensation plan. 

Another NZ$131 million was sliced 
from housing assistance and NZ$113 
million from defence. In addition, 
Richardson did not allow government 
departments and agencies any compen- 
sation for inflation in spending or salary 
adjustments. This will keep salary in- 
creases close to zero this year. 

The budget projects overall spending 
at NZ$29.8 billion, NZ$3.5 billion lower 
than an October Treasury forecast and 
NZ$2 billion lower than last year's esti- 
mated outlay. Its projected total revenue 
of NZ$28.1 billion would be NZ$860 
million below the year-earlier level. The 
overall financial deficit is predicted to 
narrow to NZ$1.7 billion from NZ$2.9 
billion last year. 

Richardson hopes the budget will 
constrain domestic economic activity but 
improve profitability for exports, which 
will depend on healthy growth in Japan, 
the US, Europe and Australia. 

ui Colin James 
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Moves made on BCCT's 


South Asian assets 
Up for 
grabs 


By Salamat Ali in Islamabad and 
Sucheta Dalal in Bombay 


TIT ae mir eet rmn Nim tnt te n eurer a hnr rer st niti ian 


akistani authorities are studying a 
p by an affiliate of the collapsed C 
Bank of Credit and Commerce Inter- s 
national (BCCI) to acquire its three branches __ 
in the country. The bank's operations inIs- — 
lamabad, Karachi and Lahore have stayed __ 
open throughout the worldwide BCCI crisis, — 
though withdrawals have been capped to. __ 
prevent a run on deposits. Im 
The takeover bid has been made by 
Bank of Credit and Commerce Emirates |. 
(BCCE), whose 17 branches in the United 
Arab Emirates (UAE) have also continued 
trading. Abu Dhabi-registered BCCE is 40%- 
owned by BCCI and 60% by other UAE in-- = 
terests. It has assets of US$1.6 billion. B 
Negotiations between the State Bank of = 
Pakistan (SBP, the central bank) and a BCCE 
delegation culminated in late July in the 
sudden arrival in Islamabad of a special 
envoy of Abu Dhabi ruler Sheikh Zayed, . 
whose family is the majority shareholder in . 
both BCCI and BCCE . The envoy was under- 
stood to be carrying a message from Sheikh 
Zayed to Prime Minister Nawaz Sharif. = = > 
Abu Dhabi has close ties with Pakistan 
and has often come to its aid in the past... 
Sheikh Zayed maintains warm relations - 
with most Pakistani leaders, whatever their. __ 
political camp. He and BCcr's Pakistani de-. 
positors have a clear interest in seeing the 
BCCE bid succeed. E 
The Pakistani authorities are meanwhile 
understood to have rebuffed an official of —— 
the Bank of England who visited Islamabad __ 
to discuss the BCCI crisis. Although Pakis- 
tani officials have not revealed the content: 
of their discussion, it is likely that the 
British central bank wants BCCI's Pakistan 
operations frozen, in line with the action 
taken elsewhere. Pakistani officials are un 
derstood to have indicated that their main 
concern is the protection of local depositors, 
and that the future of BCC's local operations 
is a matter for the SBP. E 
BCCI’s operations in Pakistan made 
Rs 393 million (US$16 million) pre-tax profit: 
in 1990. The bank has liquid assets in Pakis- - 
tan of Rs 6.2 billion, and other assets ; 
booked at Rs 891 billion. Its advances in > 
Pakistan total Rs 6.2 billion, Rs 4.2 billion of — 
which are loans to the Pakistan Government. = 
When the BCCI scandal broke, initial ^. 
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panic among the bank's 71,000 Pakistani 
depositors drained the three branches of 
Rs 1.8 billion. The sBP subsequently limited 
vithdrawals to a maximum of 2096 of the 
sum on deposit, or Rs 100,000 — an action 
"which stemmed the bank run. 
' Finance Minister Sartaj Aziz has denied 
a statement ascribed to him in the British 
press that BCCI might have laundered drug 
Yoney in Pakistan. Aziz said he had been 
rring to BCCI's overseas operations, not 
ve local ones. Pakistan's fairly rigorous 
"supervisory system and exchange controls 
‘would not allow any scope for such mal- 
“practices, he said. 
^. BCCE's takeover bid will have to cross 
‘some legal hurdles, though it is possible the 
Pakistan Government will override any ob- 
-~ jections from BCCT's liquidators. In the nor- 
- 7 mal course of events, the liquidators would 
_ have to agree to the sale, and sale-price, of 
-the Pakistan branches. | 
^. Elsewhere in the Subcontinent, the Re- 
— — serve Bank of India (RBI) is seeking to liqui- 
-= date BcCIs sole Indian branch, though a 
sale is still possible. Several banks appear 
interested in taking over the Bombay unit. 
Among them are foreign banks with 
representative offices which have been 
seeking full banking licences. Unconfirmed 
^c. reports say Chase Manhattan, Emirates 
© Bank and Banca Nazionale del Lavoro of 
Italy head the list. Foreign banks with es- 
tablished branches, such as Citibank and 
Standard Chartered, may also be interested. 
The strongest bids, however, are likely to 
come from the two big nationalised banks, 
State Bank of India and Canara Bank. 
The RBI closed the Bombay branch on 6 
July and filed for its winding-up nine days 
later. Although the branch is part of BCCI's 
_.. Cayman Islands-registered overseas arm, 
RBI officials appear confident it can be dealt 
-.. with separately for the purposes of liquida- 
| tion. 
"^ S, M. Parande, an official of State Bank, 
which has been appointed provisional 
. liquidator, said that on a preliminary ana- 
lysis, the BCCI unit appears sound. He also 
noted that under Indian reserve require- 
ments, over 50% of its funds were safely in- 
` vested in government-approved securities. 
^. Jn the year to 31 March, the branch 
. posted net profits of Rs 52.4 million (US$2.7 
. million). It had total deposits of Rs 3.8 bil- 































timate the value of its offices at around Rs 
. 400 million. 
.. In Sri Lanka, meanwhile, authorities 
chave- allowed. Bccr's. Colombo bank to 
 reopen under new management. The 
branch, also part of BCCI Overseas, has 
been taken over by Seylan, a local private 
bank. The branch was closed by Sri Lankan 
authorities on 5 July. It has about 2,000 
clients. 
|. BcCr’s four branches in Bangladesh, how- 
- ever, have stayed closed since 6 July, cutting 
. off cash and credit to 40,000 customers. $ 





lion and assets of Rs 5.3 billion. Bankers es- 


Visible proble 


he assumption that two-and-a-half 
years of double-digit inflation has 
done little to damage Hongkong's 

! international competitiveness is 
about to be put to the test — and the evi- 
dence to date augurs ill. 

The test will be Hongkong’s trade per- 
formance in the second half of the year. 
The territory’s trade pattern is strikingly 
rhythmic: it exports more in the second 
half, and tends to re-export more, too — re- 
couping trade deficits recorded in the early 
months. 

This year, however, second-half export 
performance will need to be especially glit- 
tering. Hongkong's visible trade deficit for 
the first six months was HK$21.7 billion 
(US$2.8 billion), compared with HK$8.2 bil- 
lion and HK$13.5 billion in the same 
periods of 1990 and 1989. 


Monthly 
balance A 


Three months’ 
o cumulative 
balance 


which have grown less than 3% in annual 
terms since 1989. In June, domestic exports 
totalled HK$18.8 billion — lower than both 
June 1990 (HK$18.9 billion) and June 1989 
(HK$19 billion). Total first-half domestic ex- 
ports amounted to HK$104.9 billion. This 
was higher than 1990's dismal first-half total 
of HK$100.6 billion, but still only 2.8% 
above the HK$102.1 billion recorded in the 
first half of 1989. 

Unfavourable trading conditions cannot 
be entirely to blame, since re-exports have 
been booming. In the first half, re-exports 
totalled HK$233.1 billion — up 27% from a 
year earlier, and up 45% from the corres- 
ponding period in 1989. No sign of dead 
markets there. 

If historical trading patterns are re- 
peated, domestic exports in the second half 
are likely to total HK$126-131 billion, im- 
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The key problem is domestic exports, 









ports will amount to around HK$432 billion 
and re-exports (though here the prospects 
are less clear) are likely to be in the range of 
HK$268-294 billion. - 

The best scenario, then, is for a second- 
half trade deficit of some HK$7 billion, 
making a total 1991 deficit of HK$29 billion. 
The worst scenario is dramatic: a second- 
half deficit of HK$38 billion, bringing the 
total to a yawning HK$60 billion. (In the 
past 10 years, Hongkong's worst trade gap 
was HK$16 billion, in 1981.) 

In the three years 1988-90, Hongkong's 
surplus on invisible earnings ranged from 
HK$18.7-29.6 billion, according to Asian 
Development Bank figures. Even if Hong- 
kong matches the best of these figures in 
1991, it would have a current-account 
surplus of only HK$600 million under the 
best-case trade scenario, or a deficit of 
HK$30.4 billion under the worst scenario. 

Only a dramatic pick-up in second-half 
export performance — of around 25% — 
would produce a visible trade surplus. 
Economists’ raised GDP forecasts of 3.3% 
this year would not be enough. Moreover, 
there is no optimism to be gained from 
Hongkong manufacturers' orders-on-hand 
figures: in May, they were a paltry 2% 
higher than a year earlier. 

Meanwhile, there is no sign of a let-up 
in domestic demand for retained imports, 
and few signs that inflation is likely to fall 
quickly. Real M1 is still growing at 3-4% 
year on year, after shrinking throughout 
1990. And total bank lending in May was 
still roaring along at a 32% year-on-year 
growth rate, with Hongkong-dollar lending 
growing at 15%, and loans for use in Hong- 
kong expanding at 16%. 

Inflation has fallen to 12.3% from a spike 
of 13.9% caused largely by proposed, then 
rescinded, fiscal measures. But there seems 
no reason to expect it to fall below 10% in 
the foreseeable future. 

On the positive side, there are signs that 
the services sector is attempting to increase 
its competitiveness. Latest figures show 
year-on-year wage rises in May of just 8% 
in services, compared with 1876 in manu- 
facturing and 14% in construction. A fur- 
ther squeeze on wages can be expected, 
since estimates of unemployment rose to 
2.476 in March-May. 

_ But it may be too little, too late: by next 
year the monstrous airport project — with a 
HK$99 billion. price tag, according to the — 
lest estimate — will be adding more fuel ` 
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Philippine company unveils 
plans for oil refinery 


> Pilipinas Shell Petroleum Corp. (PSPC) on 
25 July announced plans to build a US$508 
million oil refinery in Tabangao, Batangas 
province. The proposed plant will handle 
110,000 barrels of crude oil a day. PSPC’s 
local and foreign shareholders will 
contribute US$259 million to the project, 
with the rest being financed by overseas 
loans syndicated by the International 
Finance Corp. (an arm of the World Bank) 
and the US Export Import Bank. PSPC is 
69.5%-owned by Britain's Shell Petroleum 
Co. The refinery is due to open by 
mid-1994, when Philippine oil demand is 
expected to start outpacing existing 
refining capacity. 


Indonesia sets timetable 

for bourse privatisation 

> The chairman of Indonesia's stockmarket 
regulator, Ba , said on 27 July that 
the Jakarta Stock Exchange will be fully 
privatised in October. The exchange has 
been operated by the government since its 
inception in 1977. Bapepam chairman 
Marzuki Usman said 281 securities houses 
will become shareholders in the exchange, 
which will have an initial paid-up capital of 
US$3.8 million. Brokers said additional 
contributions would be required from 
shareholders to upgrade trading and 
settlement facilities. 


Siam Agro-Industry 
faces Bangkok delisting 


> The board of the Stock Exchange of 
Thailand voted on 30 July to delist 
pineapple canner Siam Agro-Industry Co. 
for refusing to follow official procedures in 
paying dividends to shareholders. The 
company's shares had been suspended for 
nearly three months following its sudden 
decision to pay a dividend that would have 
benefited only the majority shareholders. 
The stock exchange decision requires 
final approval by the minister of 

finance. 


ADB to issue bonds 

in Taiwan market 

> Most of an Asian Development Bank 
issue of “Little Dragons Bonds," valued at 
US$100-150 million, will be floated in 
Taipei, though some will also be issued in 
Singapore and Hongkong. The year-end 
issue has been encouraged by the Central 
Bank of China, which hopes the bond sales 
will help internationalise Taiwan's financial 
markets. The coupon, however, is 
expected to be several percentage points 


8 AUGUST 1991 





below Taiwan government-bond rates. 
Bond dealers say that if there is insufficient 
interest by local banks, the central bank 
will absorb the issue. 


Dhaka's export goals 
call for 29% growth 


»> Bangladesh set export targets of Taka 
77.4 billion (US$2.1 billion) for fiscal 
1991-92 (started 1 July) and Taka 100 billion 
for 1992-93 in a biannual export-policy 
statement issued on 29 July. The targets 
represent annual growth of 29% over the 
Taka 60 billion of exports sold in the year 
just ended. The 1990-91 total was a rise of 
19% from the previous year, reflecting the 
dampening effect of the Gulf War and the 
cyclone which devastated Bangladesh in 
April. 
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Hyundai chairman signals 

role in China project 

> South Korea will participate in a 
free-trade zone that China plans to open 
near its borders with North Korea and the 
Soviet Union, Hyundai group chairman 
Chung Ju Yung said on 26 July. The zone 
is to be set up along the Tumen River 
estuary, east of Yanji, to promote free trade 
with the two Koreas and the Soviet Far 
East, Chung said. The Hyundai chief, who 
was returning from a week-long trip to 
Peking, also indicated that he is postponing 
plans to set up a car plant in China until 
Peking and Seoul establish diplomatic 
relations. That could happen as early as 
1992, Chung said. 
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Japan studies ways 

to balance investment 

> Japan is considering steps to redress its 
imbalance of inward and outward 
investment. The country's manufacturing 
industries have received only US$18 billion 
in foreign direct investment, compared 
with the US$310 billion which Japanese 
industries have invested overseas. 
Apparently responding to international 
pressure, an advisory panel to the Ministry 
of International Trade and Industry has 
suggested that new incentives are needed 
to encourage foreign direct investment in 


Japan, as well as imports of foreign goods. 
One proposal is to set up special zones in 
which foreign investors would receive 
preferential tax treatment and access to 
concessional finance. 


Former Jademan chief 

faces new charges 

> The former chairman of Hongkong 
publishing house Jademan (Holdings), 
Tony Wong Chun-loong, and his sister 
Patricia Wong Miu-ling were charged on 
30 July with misappropriating HK$23 
million (US$2.9 million) from the comic- 
book company from 1986-89. The Wongs 
were already on bail pending appeals 
against their conviction in January of 
conspiracy to defraud Jademan of HK$33 
million. They were both sentenced to jail 
for those offences. Jademan is now 
controlled by the Sing Tao newspaper 


group. 


Taiwan acts to facilitate 
remittances to China 

> New rules approved by the Taiwan 
Government permit some local banks and 
post offices to provide foreign-exchange 
services and send remittances by 
individuals in Taiwan indirectly to China. 
The rules enable the local institutions to 
match services already provided by some 


foreign banks 


Jakarta banks promise 
to cut interest rates 


> Indonesian banks pledged to cut interest 
rates on time deposits to 21-2375 from 
25-27% following an appeal by Finance 
Minister Johannes Sumarlin on 24 July. 
The new rates were expected to take effect 
on 1 August. Bankers said Sumarlin's 
appeal was directed to Indonesia's seven 
state-owned banks, who control almost 
three fifths of all banking assets. Lower 
rates would provide some relief for a 
credit-starved private sector and should 
discourage offshore borrowing. 





Last sale to 29 July 


- Current tain (0d) 
_ Dec. delivery 





Commodities 


E Latest 










Rubber Kuala Lumpur (8) 
2c: Gurrent delivery (Aug) ee ue BAB BO 
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5*5 white fob 312.00 
Soyabeans Chicago (5) 
Current delivery (Aug.) 562.40 
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Economic indicators, selected Asian countries 
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Eurocurrency and Asian currency unit deposit rates {%}} 


1 3 6 12 10 year govt 
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he China International Trust & In- 
vestment Corp. (Citic), Peking’s 
foreign-investment agency, has 
shown unexpected grace and fore- 
Sight in its march uar d domination 
of strategic sectors of Hongkong's post-1997 
economy. Now, it is bringing two of the 
territory's premier capitalists directly into its 
publidy listed subsidiary Tylfull at prices 
pitched to their advantage. 

The entry of Li Ka-shing and Robert 
Kuok into the ranks of Tylfull shareholders 
will allow the counter, soon to be renamed 
Citic Pacific, both to broaden its funding 
base and to pick up stakes (again, at advan- 
tageous prices) held by its parent in Cathay 
Pacific Airlines and Macau's telephone 
monopoly, Companhia de Telecomuni- 
cacoes de Macau (CTM). 

Shroff has no doubt that Citic Pacific will 
in the not-too-distant future supplant Swire 
Pacific, Jardine Matheson and Li's own 
Hutchison Whampoa as the hong to watch. 

The likely next step: Citic and its 
new partners will attempt to nail 
down an equity stake in Hongkong's 
HK$99 billion (US$12.7 billion) Chek 
==] Lap Kok airport project. This may 

[be done via the stil modestly 
| capitalised Citic Pacific, but more 
“| likely through a combination of veh- 

icles controlled by the principals. 
Whatever the case, the latest deal 
5| certainly suggests that Kuok and Li 
>.) will be asked to ante up more cash 

;|. to Citic-related deals in the future. 
Their cost of entry in Tylfull, initially 
pitched at a 6.9% discount to the 
-unit's 28 June market price, is now at a 10% 
discount on the eve of the share allocation. 
` Post-placement, Kuok companies will hold 
-20% of Citic Pacific's enlarged share capital 
of 2.4 billion shares; Li's wryly named De- 
sert Storm will hold 5.4%. 

... Kuok and Li have agreed to subscribe to 
HK$250 million worth of 6% bonds conver- 
- tible on or before August 1994 at a price of 
HK$1.55 per share, a meagre 3.3% pre- 
mium to Tylfull’s current share price. 
The share and bond placements will 
- raise HK$2.5 billion which, with some debt, 
will be spent to boost Citic Pacific's asset 
“| base from HK$1.4 billion to HK$4.5 billion. 
^| Here, too, Citic appears to be in generous 
<| form. It is selling its 12.5% stake in the 
. | flourishing Cathay Pacific to Citic Pacific at 
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-| HK$8 a share, or a discount of 9% to its 31 
E July market value. 

CIM, too, is being proffered cheaply: 
tic is selling its 20%. stake in the firm 
hich i is 51%-owned by Cable & SES) 


Peking’s | 


at 12 times 1990 earnings. Not a bad price 
for a monopoly whose future is in the 
hands of Citic's ultimate parent: Peking. 

According to brokers Ong & Co., the all- 
new Citic Pacific, which already owns 
38.3% of Hongkong's second airline, 
Dragonair, and a few properties, will see a 
quick pay-off from the acquisitions. Net 
profit is expected to double to HK$275 mil- 
lion in the year to December 1991, with 
earnings per share climbing to 16.5 HK 
cents from 14.8 HK cents despite the dilu- 
tion. This neat trick will be accomplished by 
allowing Citic Pacific to equity-account its 
share of Cathay Pacific's earnings 

The Citic Pacific deal does, however, 
raise a few questions about what Li and 
Kuok are up to, other than taking out some 
political insurance. Roughly 30% of the 


Kuok stake in Citic Pacific is being sold at 
cost into two units of the Kuok family’s 
main Malaysian company, Perlis Planta- 
tions. These units, Federal Flour Mills and 








Malaysian Sugar Manufacturing, have a 
near complete and highly profitable lock on 
their respective local markets and have not 
diversified, much less invested abroad. 
Shroff senses a tax ploy. 

Then there is Li’s paradoxical behaviour 
towards Hongkong investment recently. 
On the one hand, Li has been effectively 
shorting his two Hongkong flagship coun- 
ters, Hutchison and Cheung Kong, through 
the issue of covered warrants. At the same 
time, he has made modest investments in 
local construction company Chee Shing, in 
the disreputable Lau Brothers Evergo 
Holdings and in the mysterious Wong Sai- 
chung s Pacific Concord conglomerate. 

Perhaps Li is taking more than just a 
company name from the inspired flank- 
ing manoeuvres of US general Norman 
Schwarzkopf. 


Winsor Industrial, Hongkong'slargestlisted t T sli 
textile firm, is a sunset SE of he deepest — 
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es 2 total share portfolio, a gain not regis- 


. have been stagnant for the pas 


m Jonathan Friedland can easily afford to maintain its dividend i in i 


violet in the repeated opinion of its chair- | 
man T. K. Ann. Over the years, T. K. has. 
cultivated a reputation for measured gloom 
about business prospects coupled with one | 
of the highest dividend yields on the | 
bourse: 8-9.5%. 

On the face of it, he has ample justifica- 
tion for pessimism. Winsor's turnover and | 
profits have dropped continuously since 
1988. The figures, however, cannot dis- | 
guise the fact that a number of moderately 
good things are happening at Winsor. 

A look at how this cash-rich company 
has been managing, and accounting for, its 
substantial equities portfolio, reveals some 
of the upside. Overall, the company re- 
ported a slight loss on its investment earn- 
ings, in contrast to the HK$36 million in- 
vestment-trading profits it earned the pre- 
vious year. The culprit was a HK$31.3 mil- 
lion fall in the net asset value of the com- 
pany's International Private Capital Fund. 

This reported loss masks a substantial 
, rise in the value of the company's 
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tered in the profit-and-loss account. 
Even including the International Pri- 
vate Capital Fund's losses, the value 
of the company's portfolio ended 
the year HK$76.8 million higher 
than its book value of HK$375.4 mil- 
lion. 

In most other areas, there are 
reasons for a little covert optimism. 
There is a Macau industrial property 
which has already been fully de- 
veloped (and paid for), but not yet 
sold "pending better offers." Rental 
income is expected to increase next year, 
following the "short-term" letting of previ- 
ously unlet warehouse space. And Winsor 
took the opportunity of a 39% drop in the 
Australian wool price in February to mark 
down its inventory — and to buy some 
cheap wool. 

Meanwhile, Winsor will benefit this 
year from investments in low-cost cotton 
spinning and weaving in Malaysia and in 
garment-parts making in southern China. 

T. K. Ann is a canny player who would 
doubtless recoil roffs optimism. And 
he has grounds ei ugh for studied pes- 
simism — Hongkong's s domestic exports - 
past two years - 
and no recovery in textile exports is likely 
until September this year. Nevertheless, in- 
vestors can be quite confident that Winsor 
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CLASSIFIED ADVERTISEME 


Investment Spportunty 






HOTEL POWER OF SALE 








SKYLINE TRIUMPH 
HOTEL. 


North Work (Toronto), Canada 






e 380 guest room, full service hotel 

* Recently completed expansion 

* Extensive restaurant, meeting/function 
room and recreation facilities 

* Financing may be available to qualified 
buyers 









Tenders for outright purchase must be received by: 
12:00 noon (E.S.T.), September 11, 1991 
For complete information, please contact 






COLI 


SALALTLAY PIECOCRLR 68 


BILL STONE 


Colliers International Hotel Realty 












Before July 26, 1991 
Phone: (416) 595-9433 Fax : [416] 595-5968 
After July 26, 1991 
Phone: (415) 777-2200 Fax : (418] 777-2277 







Colliers Macaulay Nicolls (Ontario) Inc. Realtor. 










_FOR SALE BY TENDER 
Gold Coast ¢ Australia 


NIECON TOWER 


A MOST PRESTIGIOUS 
sese OFFICE TOWER 4^ 


^| Master Builders Association | 
award winner for 1990 


FEATURES: ^ Absolute quality A The Gold Coast's ™ 

] most prestigious CBD office tower Ó Fully leased 
4 Major tenants include: Jupiters Development Ltd — Gold 
t^ I Coast Casino operators A Secure long term leases A Excellent 
=o | built in growth A Current nett income approx. $1.64 million pa. ' 
v [ & All outgoings paid by tenants A Excellent depreciation approx. 
RU d 41 million pa. 


FOR COMPLETE DETAILS CONTACT: 


2 dud Richard Ellis 


Chris: SCA Maicoim McClelland, 
Marketing Manager, international Div. Marketing Manager, International Div. 
^| PO Box 844, Surfers Paradise, PO Box 379, Surfers Paradise, 
.1 Gold Coast, Q- 4217, Australia Gold Coast, Q. 4217, Australia 
7 Ph: 75 88 0088 Fax: 75 92 1632 Ph: 75 38 8800 Fax: 75 50 1807 










































For QUALITY response... advertise in this section 


Haad joint venture partner, Set 
up rep office, Arrange technol- 
ogy transfer, Require business 


i while in Indonesia. P T ANA 

RATUMAS, Tel & Fax 62-21- 
| 5304765 P O Box 7302, JKBMI 
11073, INDONESIA. 
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ADVERTISEMENTS 







' INVEST IN INDONESIA? 


Standard Units: 
1/4 (v) page (230 x 41mm) US$1,472 


1/4 (h) page (120 x 88 mm) US$1,536 
1/2 (v) page (230 x 88 mm) US$2,944.— | 
1/2 (h) page (120 x 183 mm) US$3,072 | 
Full page (240 x 183 mm) US$6,144 — | 
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Two-week Seminar 


EC-ASEAN Relations - The Challenges 
in the 90s 


under the auspices of the Commission of the European 
Communities, organized by the European Institute of Public 
Administration, Maastricht, on 14-25 October 1991 


Would you like to take advantage of a unique opportunity to | 
analyze and discuss current developments within the European | 
Communities and the ASEAN region and to examine their impact | 
on EC-ASEAN relations? 
The programme for this two-week seminar for officials from the 
ASEAN countries, academics, and businessmen will address the | 
following issues: 
* European Union — Economic, Monetary and Political; 
* Enlargements and Affiliated Membership of the EC; 
* Initiatives for Closer Cooperation within ASEAN and 
the Pacific Region; 
Access to Markets; 
Policy Issues within EC-ASEAN Relations; 
Views on and Attitudes towards the Regions; 
Broadening the Scope of EC-ASEAN Cooperation. 


This activity is sponsored by the Commission of the EC within 

the framework of Human Resource Development in EC-ASEAN | 
Cooperation. It is organized by the European Institute of Public 
Administration (EIPA). For further information and to obtain | 
application forms, please contact, preferably by telefax: | 


X  & * 


Tale 
A e 


B = Ms Rita Beuter, EIPA, P.O. Box | 
Institut Europeen $ e | 
~ d'Administration Publique 1229, 6201 BE Maastricht, The | 
ii ao = Netherlands. Tel.: 31-43-296246; 
European institute |. "Telex: 56892; Fax: 31-43-296296. 


To place your classified ad, 
fax: Hong Kong (852) 8346051 or call: 


8328473 
2203603 
32700251 
3913275 
3639736 
5703123 


7773723 
8161011 


Taipei 
Manila 
Seoul 
London 
New York 
Auckland 


Hong Kong 
Singapore 


Tokyo 
Bangkok 
Sydney 
Jakarta 


8086618 
4130561 


3340008 |. 
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en city planners from the Shang- 

hai Academy of Social Sciences are 

in for an eye-opener when they ar- 

rive at the University of California 
at Berkeley this September. Their host, 
Fred Wakeman, an eminent historian of 
China, plans to show them how to play 
SimCity, a game that runs on a personal 
computer. 

SimCity teaches players about the rela- 
tive importance of taxes, pollution, crime 
and urban growth in general. It lets them 
make decisions, the effects of which are im- 
mediately displayed on an animated map. 
Players can view how increasing traffic 
creates pollution and lowers land values 
and how rapid growth can result in an in- 
frastructure that a city’s tax base cannot 
support. 

The opportunity to play city planner has 
become popular. SimCity, which costs less 
than US$30 in its basic version, has sold 
more than 300,000 copies in the 
US and 70,000 in Japan. 

Wakeman, however, be- 
lieves SimCity can be applied to 
more serious purposes. He is 
using the game to develop a 
simulation of Shanghai circa 
1880. If Wakeman gets the ini- 
tial conditions right, he could 
arrive at results that will resem- 
ble the city in 1930. 

Success in recreating the 
past would validate SimCity's 
attempts to predict the future. 
Particularly useful for Wake- 
man's visitors from the 
Academy of Social Sciences 
would be the ability to assess 
the impact on Shanghai's eco- 
nomy of such projects as the 
city’s Pudong development 
zone. Especially, that is, if they could vis- 


| ualise the long-term consequences of the 
| decisions they make. 


Such a simulation would be impossible 
using conventional econometric models, 
such as the one at the University of Penn- 
sylvania, which incorporates China's eco- 
nomic indices. These models are typically 
cumbersome to use and unintelligible to the 
non-specialist. But SimCity has its limits. 
Players cannot alter assumptions built into 
the package. If the game's simulated citi- 
zens do not approve of a player's decision, 
they can vote with their feet and leave. Not 
so in a real city like Shanghai. 

If simulation is to become really useful 
for decision-makers, more powerful but 
tools just as easy-to-use are needed. Re- 


70 






Future cities based on the past. 


AND 


searchers at the Santa Fe Institute hope to 
develop such tools. The institute was 
founded in Santa Fe, New Mexico, in 1984 
by a group of scientists, most of whom came 
from the nearby Los Alamos national labo- 
ratory where nuclear weapons originated. 

The focus of study at the institute is on 
entire systems rather than their compo- 
nents. At the institute, physicists are 
thrown together with psychologists, 
economists with immunologists, statisti- 
cians with historians. 

The advantage of this approach, insti- 
tute co-chairman David Pines believes, is 
that "armed with the knowledge of how 
one system functions, we are more likely to 
make progress in other systems." Know- 
ledge of the human immune system, for in- 
stance, may lead to insights into the evolu- 
tion of the political system in the Soviet 
Union. 

A shoestring budget — US$2.5 million 


TS 


for this year — means that the institute can- 
not afford to hire many permanent staff. It 
exists largely as a voluntary association of 
researchers who serve as an "external facul- 
ty" for a few weeks at a time. Nonetheless, 
the institute has earned a reputation for in- 
tellectual excellence. Part of the reason for 
this is the eminence of its external faculty, 
which numbers among it four Nobel prize 
winners. 

One of the Nobel prize winners is Stan- 
ford University's Kenneth Arrow, a neo- 
classical economist who has played a major 
role in the institute’s economics program- 
me, its largest and most successful. Funded 
by Citicorp, the programme is an attempt 
to move beyond neoclassical theory. 

Neoclassicism, which has recently re- 
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Modelling the future 


turned to vogue among some economists, 
argues that free markets can help 
economies move towards full employment 
equilibrium. It assumes that buyers and 
sellers are perfectly informed. 

Economists at the institute are de- 
veloping a model of the world economy 
that contains some novel features: 

P They are using new equations of non- 
linear dynamics and chaos. 

M They are applying new software tools 
such as neural networks and genetic al- 
gorithms. 

> They are using computers like physi- 
cists, not economists. 

"Rather than construct an elaborate 
model, we try a simple one, watching for 
environmental features to emerge that re- 
semble the real world," says physicist Pines 
in an explanation of the difference in 
methodology. "We use computer simula- 
tion as a way of arriving at a better under- 
standing of reality, rather than 
as a way of checking whether 
an existing model is based on 
reality." 


HAYE SOVINE AMET Bolded 


that the Santa Fe Institute 


more daring than social scien- 
tists." For example, Alfred Hu- 
bler, Pines' colleague from the 
University of Illinois, is apply- 
ing chaos theory to explain the 
behaviour of financial markets. 
Hubler is hoping that this will 
help to predict market trends, a 
profitable occupation. 

Doyne Farmer, another in- 
stitute researcher, believes he 
can predict stockmarket prices. 
By using neural networks, among other 
things, to highlight trends, Farmer says 
he has come up with "irrefutable evidence 
that prediction works." On the strength of 
this evidence, he has set up a company in 
Santa Fe to sell forecasts to financial insti- 
tutes. 

It is too early to know whether Farmer 
will find success. The conventional hypo- 
thesis holds that stockmarkets are efficient, 
and that prediction of share prices is impos- 
sible. 

Hypothesis, however, is not theory, and 
to the scientists at the Santa Fe Institute, 
one thing is clear. "We're creating a new 
kind of economics here, no doubt about it," 
Pines says. "It's exciting, and it's fun." 

m Bob Johnstone 
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Berkeleys Wakeman, who | 
serves as a scientific adviser to | 
the institute, says "the reason | 
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works is that physicists are a lot | 
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| tically the implication that the govern- 
ment's stance in the matter has had racial 
overtones. Who owns or manages a par- 
ticular bank plays no part whatsoever in the 
process leading up to a decision as to 
whether or not a bank should be rescued. 
In any event, I would point out. that the 





government has never been in the l 


each rescue would readily identify. 
D. A. C. NENDICK 
Secretary for Monetary Affairs 
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Hazardous to a healthy economy 

Cigarette smuggling in Hongkong is ram- 
pant [Cigarette cruisers, 11 July]. This is ob- 
viously seen from the fact that cheap, 
smuggled cigarettes, such as Kent, 555 and 
Marlboro, are fully imported and sold in 
many private shops — not only in southern 
China, but also in other coastal cities of the 
country. Spurred by profit, Hongkong’s 
smugglers are making large amounts of 
ugly and dirty money by harming the 
economies of neighbouring countries. 
China has been suffering a great loss in 
cigarette tax and the domestic cigarette in- 
dustry is being stricken as the result of slug- 
gish, locally made cigarette sales especially 
in Guangdong province. 

It is the duty of both the Hongkong and 
Chinese governments to curb such illegal 
activity. As the supply, storage and operat- 
ing base for cigarette smuggling, it would 
be much easier and more effective for the 
Hongkong Government to fight smuggl- 
ing. It is my strong feeling, however, that 
the Hongkong Government should have 
done more in this respect. 
Dalian, China 


WANG GUO HUA 





Wayward review 

After being shown Michael Malik’s review 
of T. S. Selvan's Singapore: The Ultimate Is- 
land [BOOKS, 20 Dec. '90] I was not particu- 
larly inspired to read the book. But upon 
the persuasion of friends I have just com- 
pleted it. Malik’s review lacks focus. It turns 
out to be too simple and wayward. A slow 
and careful reading will show any discern- 
ing reader that the author, basing his argu- 
ments on widely accepted facts, offers com- 
pelling and persuasive interpretations. The 
author penetrates and elucidates Lee Kuan 
Yew’s future plans with telling insight. The 
surmises and conjectures of Selvan have a 
plausible ring of truth in them. 
Singaporeans have often read about Lee 
and his politics mainly by foreign writers, 
but this is the first time I have read an at- 
tempt by a Singaporean. And the book has 
turned out to be a riveting triumph. This is 
certainly the most illuminating book on Lee 
I have ever read. The book helps the reader 
to better clarify Lee's plans and long-term 


of rescuing either the shareholders or the. 
management of failed banks as any impar- 
tial examination of the circumstances. ot " 
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goals. In truth, Iar beginning t 5 e 


“preciate and understand Lee's vision. Lee is 
greater than I thought. 


Written with flair, humour and wit, = 
seldom seen in Singa porean writing, the i 
book can be enjoyed: lary: 
man and the scholar. ' 






-... fly-catching act is EARE funny, but de E 

very telling. Why this book cannot be sold 
in Singapore is beyond me. 
- Singapore 


'A SINGAPOREAN READER 
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imprisoned symbol p 
Aung San Suu Kyi, who begins the third: 
year of house arrest this week, symbolises - 
both the hope and despair of Burma. In this ~ 
courageous prisoner, the military junta call- ` 
ed the State Law and Order Restoration 
Council (SLORC), has the tiger by its tail. 
SLORC insists that no political prisoners exist 
in Burma, only those who have violated its _ 
laws. The number of prisoners held in this 
nation-turned-Gulag is estimated to run in 
the thousands. | 

By uttering the truth that “denial of their 
right to life by a totalitarian regime" drove . 
the student-led protests of 1988 into a . 
nationwide movement and in exhorting | 
her compatriots “to persevere in the strug- 
gle,” this modern-day Antigone may have ` 
violated yet another of SLORC's Oppressive 
laws. In Burma, it is against the law to criti- 
cise the military government or advocate its 
demise. | 

She has astutely agreed to her captors' 
offer of freedom in exchange for exile 
abroad, on condition that: all political pri- 
soners be freed; the military junta transfer- 
red power to the victors in last year's par- 
liamentary elections; she be allowed to ad- 
dress her people over state-owned radio 
and television for 50 minutes; and she be 
permitted to walk from her home to the air- 
port, a distance of eight miles. The ball is 
now in SLORC's court. 

The international community must in- 
sist that Burma's military rulers uncondi- 
tionally free Aung San Suu Kyi. And recog- 
nise the National Coalition Government of 
the Union of Burma. 
Laguna Hills, CA 


Peace leads to progress 
With great respect to the REVIEW and its _ 
readers, I would like to clarify the informa- 
tion in the article entitled Peace Overtures 
[INTELLIGENCE, 25 July], to avoid any misun 
derstanding. E 
To our knowledge, Rev. Saboi jum, fe 
Hkun Myat and Duwa La Wom have never ~ 
been chosen nor authorised by the military — 
government in Rangoon to carry out nego- ~ 
tiations with Burmese ethnic rebels, nor are 
they currently serving as mediators in any .. 
peace talks. All three men are Burmese citi- 
zens who have a deep desire to see peace in | 
Burma, and who are tirelessly giving of 
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themselves and their own resources to seek 
any possibility for peace. 

The meeting mentioned in the article 
was not a "secret peace talk." The Kachin 
Independence Organisation, Karen Na- 
tional Union and the New Mon State Party 
are all members of the Democratic Alliance 
of Burma (DAB), and any peace talks must 
be held with the DAB. Such peace talks 
must also not be held in secret, but open so 
that all people of Burma and the world are 
aware of the process. 

Internal peace is the most important 
issue facing Burma today. No govern- 
ment which comes to power in Burma 
can achieve national progress or unity 
as long as the civil war continues. The 
DAB is fully committed to any process 
which will truly bring about internal peace. 
However, as the military government con- 
tinues a policy to annihilate the democratic 
forces of Burma, armed resistance must 
continue. SENG-RAW 
Bangkok Representative of Kachin Affairs 





Khmer Rouge ambitions 

In the letter Cambodia clean-up needed [4 
July], Willy Van Damme has correctly 
pointed out that ^without the liquidation of 
the top leadership of the Khmer Rouge no 
solution in which the Cambodians can de- 
termine their future freely seems possible." 





In fact, the so-called UN initiative to bring 
together all factions promises to legitimise 
the brutal leadership which caused so 
much suffering to the Cambodian people. 
The recently concluded peace agree- 
ment between the four factions may be a 
step towards that direction. With Pol Pot 
and his top henchmen firmly in command, 
any agreement with the Khmer Rouge risks 
not only providing a stepping stone to the 
Khmer Rouge's bid for power, but also re- 
newing the conflict once the Khmer Rouge 
have succeeded in becoming a part of a 
legitimate government. Van Damme has 
touched the heart of the problem by point- 
ing out that the UN proposal does not in- 
clude exiling the Khmer Rouge leadership, 
which was originally proposed by China — 
the biggest benefactor of the Khmer Rouge. 
Van Damme has correctly pointed out 
that “the key to a political solution for Cam- 
bodia should be the end of the bond 
between the Khmer Rouge and the two 
other factions. At the same time close coop- 
eration should start between the KPNLF, 
Prince Sihanouk and Hun Sen's govern- 
ment." In fact, the nominal allies of the 
Khmer Rouge must realise that by provid- 
ing legitimacy to the Khmer Rouge they are 
hurting their own interests. A return of the 
Khmer Rouge will mean the end of their 
political aspirations. Once in power, the 
Khmer Rouge will no longer need them ex- 


cept in keeping Sihanouk as a nominal 
head (as thev did in 1975) to gain interna- 
tional recognition. But for the rest, it will be 
the end. Even Sihanouk, as we know from 
his previous experience, will find the presi- 
dential mantle a burden rather than an 
asset. 

As for the Khmer Rouge, ways should 
be found to remove Pol Pot. In fact, it may 
be possible that a new leadership, freed 
from the patronage of the old elites, would 
completely renounce their party platform 
just as many former communist leaders 
have done in Eastern Europe and the 
Soviet Union. 
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Chinese quotas 
In his 5TH COLUMN [11 July] Frank Ching 
asks the US to Hit where it hurts and the 
US has complied by slapping China with a 
hefty US$14 million fine for evading textile 
quotas last year, 

According to US Customs Service and 
Commerce Department officials, China reg- 
ularly abuses its special privileges by ship- 
ping garments above quota through the 
back door. Last year US$2 billion worth of 
cheap garments came into the American 
market by this method. 

China uses phoney labels and docu- 
ments indicating that these clothes were 
















made in Maur Hisglong. Lebanon, 
E Honduras, Panama and the Gulf states in- 
cluding Kuwait. These countries have not 
.. used their US quotas. Customs officials sus- 
pect that Chinese materials are also being 
diverted through African nations. 
c < China's most favoured nation (MFN) 
| trade status allows all Chinese products — 
including textiles that are within the quotas 


: . = the lowest duties of any US trading part- 
|. mer. 


But 50% of China's MFN benefits one 


: -province alone, Guangdong, and as a re- 


e ~ sult, officials in Hunan are indifferent about 


its loss. 


By exporting textiles. above the agreed 
quotas by deception, China is biting the. 
hand that feeds it. Therefore, it has only it- 
self to blame if MFN is revoked by President 


CEDRICJANSZ 


‘© Self-made politician 

Derek Davies [TRAVELLER'S TALES, 8 Aug.] 
wondered whether Mrs Lee Kuan Yew in- 
troduced her son, Lee Hsien Loong, to 
Prime Minister Toshiki Kaifu. She did not. 
..He was not present at the dinner. B. G. Lee 
had never been his father's secretary. Nor 
did he inherit his father's seat, Tanjong 
Pagar. He fought for his own seat, Teck 
Ghee, and won it in the 1984 general elec- 





New Delhi 








fon with the third. highest percentage à 


votes — 78%. He won again in the 1988 
general election, this time with the second 


highest percentage of votes. YONG YING 
| Press Secretary to the 

Deputy Prime Minister and 

Singapore Minister for Trade & Industry 
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Potential versus reality 

I refer to the energy COVER STORY [1 
Aug.] and specifically to the article entitled 
A power of good by Amory Lovins. For a 
number of years Lovins has been preach- 
ing, with missionary zeal, potential achiev- 
able electricity savings of a high order. He 
also claims that new technologies, methods 
of financing and delivering them are 
sweeping North America, New Zealand, 


Australia and much of Europe. However, I 


can assure your readers that there remains 
a vast gulf between potential and actual 
achievement in North America, New Zea- 
land, Australia and much of Europe. The 
new technologies are certainly not sweep- 
ing those parts of the world. 

Japan has had the most.success in im- 
proving energy efficency as reported in 
Saints and sinners, and this improvement 
has much to do with the discipline and so- 
cial awareness of Japanese society, together 
with the extraordinary power of the Minis- 
try of International Trade and Industry and 


the Japanese Government, 
cal achievements in that 
nowhere in line with the po 
ments quoted by Lovins. 
While the aims of improving 
ficiency are to be applauded and are e: 
tial for the continued well being of ox 
style and future of this planet's envi 
ment, your r readers Mri: be 








The boom in many Asian ee : Ot 
will pa rapid growth in eiecti a en 


energy-saving ED. introductio 0 
building codes etc. Hopefully, nations with 
rapidly developing economies will not fall 
into the same pitfalls as have some of the- 
more developed nations in the past. How- 
ever, I cannot see other nations easily | 
achieving the level of energy efficiency en- — 
joyed by the disciplined Japanese society. 
Mt Pleasant, 

Western Australia 


€ ——————————ÁRÓ PP PPPAPRIPPTUPAERIERIEHAET AALAP E ALI GA ERR 


Correction 


The cover photograph for Burma’s economy: 2 
Highway robbery [8 Aug.] should have been 
credited to Tom Owen Edmunds — The Image 
Bank. = 


NORMAN W. FORD 
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IITF '91 
11th INDIA INTERNATIONAL TRADE FAIR '91 
November 14 - 24, 1991 








Participation in IITF '91 is a must for any foreign company looking for entry into 
vast Indian Market for Export, Business representations and Joint Ventures. 


More than 50,000 business visitors, entrepreneurs and 3 million people visited HTF '90. 


Scope of the fair 


Machinery and technology for power 
generation, transport, construction, 
telecommunication,environment 


è Petro-chemicals, chemicals and 
fertiliser machinery and technology. 
e Chemical inputs for agriculture. 


Space rentals Vue" 











protection, mining, agriculture, food 
processing, irrigation, textiles, garment 
making, applications of electronics in 
industry, optics, space, and small 
investment projects etc. 


Special displays 


€ Agricultural machinery, equipment & 


technology. 






> USS 100 per Sq m. (Covered space) 
> US $ 35 per. q. m. (Open space) 


Special facilities for foreign participants 


— Fair Quota for disposal of exhibits. 

— Custom clearance under ATA carnet 
system/importation of exhibits with out 
Bank Guarantee for 6 months. 

— Warehousing provision. 








Please contact : 

Manager (HTF '91) 

TRADE FAIR AUTHORITY OF INDIA 
Pragati Maidan, New Delhi-110 001 


Phone : 3319754, Telex : 031-61022, 61311, Fax : 91-11-331-8142, Cable:  COMEXH 
TRADE FAIR Rene OF INDIA 


SIRAT 
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- Japan : Scandal and Reform 
_ Japanese Prime Minister Toshiki Kaifu 
— has seized the opportunity of scandals in 
the banking and securities industries to 
|. try to push through parliament a proposal 
for drastic political reform. Kaifu's 
personal standing as a dean. politician 
“may have benefited from the banking 
: scandal but the affair could lead to the 
resignation of Finance Minister pe 
Hashimoto 10 


Philippines : Elections 

A Supreme Court decision that the next 
national and local elections should be held 
-on the same day poses a political and 
administrative dilemma for the 
Commission on Elections 11 


Philippines : Imelda Marcos 
Manila allows the Marcos family to return 
from exile to face charges of tax fraud, but 
Imelda would want a dramatic 
homecoming as a teary-eyed widow with 
. the remains of her late husband in 

|. Afghanistan : United Stand 

- —_ Afghan guerilla groups and Iranian and 
Pakistani officials achieve a rare consensus 
in the search for an end to Afghanistan's 
12-year-old conflict 13 


Indonesia : Presidency 
President Suharto is tipped to stand for 
another term at the 1992 elections 15 
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INTELLIGENCE 


Making Up 


The new chief of the Vietnamese’ 3 
Communist Party Do Muoi will travel to 
Peking for a summit with his Chinese 





















of the year — possibly as early as: 
September. Broad agreement for the 
summit came during a secret visit to 

. China by Gen. Le Duc Anh, who ranks 
. second in the ruling politburo, late last 
> month. Vietnam's Deputy Foreign 
Minister Nguyen Dy Nien and his 

. Chinese counterpart were scheduled to 
begin talks in Peking on 8 August to 
formalise plans for the upcoming summit, 
which will consummate the recent rapid 





counterpart, Jiang Zemin, before the end m 





New Zealand : Welfare State | 

New Zealand's welfare state, introduced 
in the 1930s ahead of most other 
countries, is to be drastically reshaped 
and reduced in what the government 
admits is partly a moral initiative 16 
South Pacific : Forum 

The annual meeting of many of the 


smaller Pacific states and their backers | | 
from the developed countries indicates 


the islands can expect little in new aid S. 


during the coming year 17 


China : Back to Mao ~ 
Mao's thought is in vogue again, not least 


among conservative party leaders seeking. 


to stem the reformist tide and embarrass 
paramount leader Deng Xiaoping 18 


Pakistan : Politics 
Disarray in the ranks of the ruling 
coalition and public agitation by the 
opposition produce a crisis for Prime 
Minister Sharif, already 
beleaguered by strains with 
the army 20 


Malaysia : Land Law 

A new law gives the 
government extra power 
to acquire land for 
development projects, but 
critics raise questions over 
its implementation and 
owners' rights 21 


India : Kashmir 
Since early 1990, the 


warming of communist party ties. Sino- 
Vietnamese relations soured in the late 
1970s when the two sides backed different 
factions in the Cambodia civil war. 


Financially Embarrassed 
Over 100 diplomats from 34 embassies 
accredited to South Korea have had a total 


^. of US$5 million in personal or chancery 


accounts held in the Bank of Credit and 
Commerce International’s (BCCI) Seoul 


— branch frozen since the BCCI's operations 


were suspended in early July. The cash 
shortage at many embassies — especially 
among 16 Latin American legations — has 
been particularly acute and some are said 
to be unable to carry out their normal 
duties. Paraguay’s Ambassador Anibal 
Raul Casal, dean of the diplomatic corps, 
invoked the Vienna Convention — which 
regulates such diplomatic issues as 
immunity — in requesting the South 














| secuity measures and Pakistan-aided 


armed sabotage are the hapless people, |. 
who have been further alienated from: 


.' India. Inevitably, in such a charged 


atmosphere of deep distrust and | 
uncontrolled violence, the rule of law has 
suffered and allegations of rape and 
torture have been levelled against the. — 
army and paramilitary forces. New Delhi - 
bureau chief Hamish McDonald reports 
that the army and the state's governor 
deny most of the charges even though 
some independent evidence tells a 





Scandals’ pom (10). 


Korean Foreign Ministry to intervene on 
the affected embassies' behalf. The 
ministry, however, responded that 
banking problems were not covered by 
the convention and it had no authority to 
help the diplomats. 


Hanoi's MIAs 

Chinese authorities are still holding at 
least 23 Vietnamese prisoners of war. Of 
these, nine captured during the brief 
Sino- Vietnamese naval engagement over 
the Spratly Islands in early 1988 are being 
held at the headquarters of the People's 
Liberation Army (PLA) southern fleet at 
Zhanjiang. It is believed that most of the 
other 14, captured during various border 
incidents over the past five years, are 
being held in PLA facilities in Nanning. 
China has so far refused to repatriate the 
prisoners, though no formal state of war 
exists between China and Vietnam. 











sympathies for the separatists, New 
- Delhi is making unsuccessful attempts to 
< restart the political process, writes. 
- contributor Rita Manchanda. In a related 

~~ piece, Islamabad bureau chief Sal amat Ali 
describes how democratic norms are also 
not observed in the Pakistan-controlled 
part of Kashmir 23 — 


Arts and Society | 


Millions of orphaned, abandoned, abused 
- and exploited children are yet to benefit 
"from President Aquino's ‘national 
treasure’ policy 28 


; Business Affairs 


North Asia : Economic Relations 

In a bid to cut their trade deficits with 
Japan, Taiwan and South Korea agree to 
double bilateral trade by purchasing 
goods from each other that are currently 
imported from Japanese firms 34 


India : Tourism 

"Visit India Year’ has fallen flat, with 
- arrivals between January and May 

plummeting 18.9% from the year-earlier 
period. Over-priced, unreliable transport 
and substandard accommodation are 
among the problems 35 


Thailand : Policies 
The government sets a date for the 
implementation of a value-added tax 39 








Most Favoured Relations 


The Chinese 
Government is 
expected to allow the 
immediate families of 
some five US-based AU 
Chinese dissidents — E 
including author Su — EB 
Xiaokang — to leave 
China this month. ER: 
The deal is believed Su. 
to be part of a bigger 
package of concessions that Peking has 
agreed to in order to secure an extension 
of its most-favoured-nation status from 
Washington. 


Fax of Strife 

US officials are upset they were not 
informed beforehand of Manila’s decision 
to lift the travel ban on Imelda Marcos. It 
is understood, however, that Philippine 
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Soviet Union : Economies 

Vladivostok, capital of the Soviet Union's 
Primor territory and home of its Pacific 
fleet, has long wanted to serve as the 
country's window to Asia. In the past, 
this ambition was stifled by Moscow's 
economic conservatism and the navy's 
reluctance to open up the region to 
foreigners. Today, however, new political 
winds in the country are allowing Primor 
to:stand up to Moscow and the navy. The 
local authorities are putting the finishing 
touches to a plan that would give the 
territory a free-market system. 
Correspondent Mark Clifford looks at 
how the area is demanding an end to its 
centrally planned economy and an 
opening up to foreign investment, 
particularly from Asia and the US. 
International finance editor Anthony 
Rowley examines how Japanese traders 
hope to do business in Primor 40 


Bangladesh : Policies | 

The government unveils a policy aimed at 
generating much-needed industrial 
investment 45 


Hongkong : Property 

The Ritz Carlton hotel is at the centre of 
speculation following the bankruptcy of 
its Japanese owners 47 





-Solomon Islands : Commodities 


Unilever develops a machine to extract 
the meat from coconuts, boosting a 
declining industry 47 


Executive Secretary Franklin Drilon could 
not get US Charge d'Affaires Thomas 
Hubbard on the telephone and that a 
fascimile message he sent the embassy 


was apparently not read until after the. 


news conference announcing the | 
decision. The US Justice Department is 


said to have been particularly incensed: at. 


not getting prior notice of the Philippine 
Government's decision. 


Learning the Drill 

The North Korean Government recently 
contacted foreign oil companies in an 
effort to obtain technical assistance for the 
development of an offshore natural gas 
field. Pyongyang has sought assistance 
from Australian, New Zealand, European 
and, unusually, US firms in its bid to 
renew exploration in Korea Bay off its - 
west coast after the Soviet Union and 
China withdrew their technical aid 
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programmes. South Korean companies 
have had some success tapping offshore 
gas fields on their side of the border, but 
have yet to assess whether they can be 


4 profitably exploited. 





Belated Apologies 





jnabid to win: outside acceptance, North 
i - Korean officials are becoming much more 


candid about their past mistakes. Talking 


toa group of ethnic Korean Christian 
leaders in New York in May, North 


Korea's former UN mission chief Han 5i 
Hae stunned the audience by apologising 
for persecuting North Korean Christians 
in 1948, while saying harsh methods were 
needed to deal with Christians' opposed 
to the communist takeover. Dropping the 
usual propaganda line, Han also 
conceded that South Korea was 
economically far more successful than the 
North. 
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Kaifu seeks political mileage from. banking scandal 


Chance for reform 


By Anthony Rowley in Tokyo 


ith his governmment battered 
almost daily by fresh financial 
scandals, Japan’s Prime Minis- 
ter Toshiki Kaifu appears to 
have detected a possible avenue of escape 
through his crusade for political reforms. 
Branded by some as a diversionary tactic, 
this could yet prove to be a successful 
strategy. 

The public spotlight was turned fully on 
Kaifu when he addressed an extraordinary 
session of parliament on 5 August to debate 
the scandals. The ruling Liberal Demo- 
cratic Party (LDP) leader linked financial 
reform with his “historical mission” to 
achieve political reform. 

Kaifu declared that the link between 
“politics and money” in Japan had led 
to a “popular distrust” of government. 
He suggested that “political ethics” must 
be established before tackling “sys- 
temic issues in the way politics and 
government currently work" in 
Japan. 

Kaifu’s proposal to introduce a 
new electoral system based on a 
combination of single-seat con- 
stituencies and proportional rep- 
resentation has been presented as an 
attempt to strike at the roots of poli- 
tical corruption in Japan, since the 
present multi-seat constituency sys- 
tem forces MPs to spend vast 
amounts of money during elections. 

However, the prime minister will 
find it hard to convince opposition 
parties — who stand to lose by the 
reforms — that his proposals have 
any relevance to recent banking and 
securities scandals. 

The securities industry compen- 
sation affair, plus widespread bank- 
ing fraud, has presented Kaifu's 
government with a scandal rival- 
ling that of the Recruit political-fund- 
ing imbroglio that brought down prime 
minister Noboru Takeshita's government in 
1989, 

The difference is that no one has yet 
suggested that Kaifu himself — who 
brought a clean if uncharismatic image to 
the LDP leadership after Recruit — has been 
directly involved in any of the curent scan- 
dals. Kaifu appears to be trying to use this 
fact to his own advantage in order to prom- 
ote political reform (REVIEW, 27 June). 





10 


The snag in his strategy is that the most 
powerful member of his cabinet, Finance 
Minister Ryutaro Hashimoto, is in deep 
trouble because of his involvement in 
both the securities and banking scandals. 
Hashimoto's political fortunes and hopes of 
becoming prime minister himself appear to 
have been badly damaged by revelations 
that his former secretary at the Ministry of 
Finance (MOF), Toyoki Kobayashi, had indi- 
rectly been a party to fraudulent banking 
transactions. 

Likening his position to lying on a "bed 
of nails," Hashimoto hinted that he might 
consider resigning once laws have been put 
in place to prevent a recurrence of current 
financial scandals. But Kaifu has urged the 
finance minister to stay on, according to 
Chief Cabinet Secretary Misoji Sakamoto. 

With the MOF already heavily embroiled 
in the securities industry scandal, the dis- 
closure on 3 August that Hashimoto's top 





Hashimoto and Kaifu: ‘popular distrust’ in government. 


political aide had ties to a former Fuji Bank 
official involved in a US$1.9 billion fraud 
came as a political bombshell for the finance 
minister. 

Having several weeks ago accepted a 
voluntary 10% paycut for three months in 
order to take responsibility for his minis- 
try's role in the securities scandal, it ap- 
peared there was no gesture short of resig- 
nation left for Hashimoto after the latest 
revelations. Instead he opted simply to 


apologise. 
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Hashimoto admitted at a news confer- 
ence that Kobayashi — who has now left 
the finance minister's office — introduced 
three people to Minoru Nakamura, a 
former section chief at Fuji Bank’s Akasaka 
branch. 

Nakumura has since been fired for his 
part in helping arrange loans to these and 
other bank clients, on the strength of 
forged collateral. 

This constituted the biggest single case 
of loan fraud in Japanese history and is cur- 
rently under investigation by the police 
(REVIEW, 8 Aug.). The three people Koba- 
yashi introduced to Nakamura — an actor, 
a restaurant proprietor and an athletic- 
club owner — obtained loans totalling ¥1.4 
billion (US$10 million) using forged collat- 
eral. One of the three is said to have been 
friendly with Hashimoto. 

Hashimoto branded his former secre- 
tary's behaviour "inexcusable" and apolo- 

gised for not paying greater atten- 
3 tion to the activities of his staff. But 
he claimed that he was never con- 
sulted on the loans — and that 

Kobayashi received no commissions 

for his intermediation. 


he banking scandal 
nevertheless has left a very 
bad taste, especially as a 
web of similarly fraudulent 
loan transactions, also involving 
Kyowa Saitama Bank and Tokai 
Bank, have recently come to light. 
The MOF is responsible for supervis- 
ing both banking and securities in- 
dustries in Japan. 

Kaifu chose to treat the banking 
scandals in a decidedly low-key way 
in his speech to parliament, saying 
only that he was “most disappoint- 
ed” and confining himself to “calling 
upon everyone concerned to realise 
the error of their ways.” But he had 
stronger condemnation for the securities 
scandal, which he said was “most deplora- 
ble” and violated “the standards expected 
of licensed companies and . . . seriously un- 
dermined general investor trust worldwide 
in the integrity of our stockmarket." 

Kaifu said the loan compensation deals 
in which the big four securities houses — 
Nomura, Nikko, Daiwa and Yamaichi — 
plus 13 other houses paid out a total of 
172 billion to 617 favoured clients in order 
to reimburse them for stockmarket losses 
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were "at variance with our ideal of a fair so- 


ciety.” 
He noted that “we are now hard at 


work drafting legislation, to be submitted 


to this session of parliament, amending the 
Securities Exchange Law, including a ban 
on discretionary accounts and a prohibition 
against after-the-fact compensation for loss- 





However, Kaifu made no concession to 
4 growing clamour in Japan for an indepen- 
dent Securities and Pxciange ee 






dustry i in place of the MOE. He r entioned 
only that the Provisional Council for the 
Promotion of Administrative Reform had 
been asked to consider "corrective policies" 
for the securities industry 

Kaifu's refusal to countenance plans to 
set up an independent commission to over- 
see the securities industry looked to many 
Observers suspiciously like an attempt to 
placate powerful bureaucrats at the MOF, 
who would be expected to fiercely resist 
such a proposal. But Kaifu is clearly intent 
on getting his political reform proposals 
through parliament before tackling other is- 
sues. 

He predicted that the proposed reforms 
would be “harshly painful" to many politi- 
cians, including some in his own party, but 
daimed that the need for them had been 
sparked by the question of political funding 
in Japan. 

The reform proposals call for a cut in 
the number of Lower House seats from 512 
to 471, thereby making it certain that a 
number of MPs, including younger mem- 
bers of the LDP, will lose their seats. In ad- 
dition, the introduction of a first-past-the- 
post system for at least part of the Lower 
House threatens to politically decimate the 
opposition. 

Unlike the Recruit affair, the securities 
compensation scandal has not yet directly 
reached politicians, though there are plenty 
of rumours that political figures were 
among those compensated. Individuals 
compensated by the Big Four have been 
identified so far only by their initials. 

According to a report in Mainichi 
Shimbun, Okasan Securities, a medium-size 
brokerage, paid Y22 million in compensa- 
tion to real-estate company Oruto KK at à 
time when its president was Shingo Kane- 
maru. 

Shingo's father is Shin Kanemaru, a 
former deputy prime minister and cur- 
rently chairman of the largest faction within 
the LDP. 

On the same day, Mainichi Shimbun 
claimed the published lists of those com- 


/.. pensated by securities houses are “short of 
.. 1,000 names, including the most important 


— the names of politicians.” The news- 
paper also claimed that smaller securities 
companies which had not been pressed by 
the government to name names had "prob- 
ably" made payments to politicians. n 


Dear Mr 
Clean 


While Prime Minister Toshiki Kaifu's 
cabinet could be severely shaken by the 

. current spate of banking and securities 
scandals, the prime minister himself 

- could benefit. Indeed he may now have 
some chance of gaining a second term 
as leader of the ruling Liberal Demo- 
cratic Party (LDP) when his current term 
expires in November. 

The main reason for this is the sud- 
den switch of popular priorities caused 
by the affair. Surveys conducted as re- 
cently as one month ago indicated that 
the public was looking for "greater dip- 
lomatic skill" and "internationalisation" 
from the next prime minister, thanks to 

rising public consciousness of Japan's 
global role after the Gulf War. "Clean 
politics" — an area where Kaifu scores 
highly — was very low down on the list 
of requirements. 

The public mood has since changed. 
In a telephone survey conducted on 28 
July, the Mainichi Shimbun found that 
53% of respondents wanted to see Kaifu 
serve another term. This contrasts with 
42% of voters who said they “sup- 
ported" the present Kaifu cabinet, a fig- 
ure almost unchanged from the news- 
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Too many candidates, 
too much money 


Election 


By Jo John McBeth in Manila 


he Commission on Elections (Com- 
elec) is facing what one senior official 
describes as its worst nightmare fol- 
lowing a Supreme Court decision that ruled 
as unconstitutional a legislative move by 
the House of Representatives to desyn- 
chronise next year's presidential, congres- 
sional and local elections. As it stands now, 
all three will be held on the same day — 11 
Ma 
While the date of the national elections 
is mandated in the constitution, the House 
felt there was flexibility for the timing of 
local elections, though the terms of provin- 
cial and municipal officials expire with 
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violation of the constitution. 







pape s s previous poll in june. 
ifu has b on dd ends. with 










Hashimoto and, in gen 
much a confident prime 
While Kaifu remains weak 
LDP, his role in parliament. — 


is more than usually crucial during the zu 
current crisis. Observers say he handled 
himself well at the opening of the cür- 
rent session, showing restraint in his 
comments on the securities scandal . 
while adroitly seizing the opportunity to- . 
push the issue of political reform. Topo 
faction leaders within the LDP now rec- - 
ognise that they “need” Kaifu. 

Kaifu may still be a dark horse in the 3 
November leadership contest, but other 
candidates have been seriously weak- . 
ened. Apart from Hashimoto, they = | 
include former LDP. secretary-general 
Ichiro Ozawa, now hospitalised for a _ 
heart operation, and Hiroshi Mitsuzuka, - 
leader of the second largest LDP faction. 
Mitsuzuka was recently obliged to admit — — 
that he had accepted funds from a busi —— 
nessman accused of tax evasion. pes 

E Louise do Rosario ~ 





those of the president and members of — 
Congress — on 30 June, 1992. ue 
The House passed a bill last month . 
which would have delayed the local polls 
until 11 November 1992 and allowed the = 
incumbents to serve to the end of that > 
month. The Supreme Court's main objec- = 
tion to that arrangement, however, was the 
holdover clause, which had the effect of |. 
lengthening the terms of the incumbents. c 
and shortening those of the successors in = 


Comelec had earlier suggested holding — 
the local polls before the national races, . 
with the victors taking office on 30 June. © 
But that hardly suited the sitting con | 

essmen, who feared they would then be — 
beholden to local officials for their support - 
in a country where governors and legis- . 
lators are often at loggerheads. Local offi- — 
cials do not want their polls to be held later 
because of fears that candidates who miss - 
out in the congressional race will then turn- 
around and run against them. 

During a time of economic downturn, 
one compelling reason to split the burden is .- 
the expense: synchronised elections will 
cost P1 billion (US$36.7 million), com 
pared with P600 million for separate polls. — 
But money may only be a secondary con- 








sideration given the chaos that many feel 
may arise during and in the wake of the 
elections. 
Comelec pushed for desynchronisation 
because it believes the 1992 elections are 
critical, coming at a time when there has 
been an erosion of faith in the democratic 
-. process. Commissioner Haydee Yorac says 
- if the elections are disorganised or worse, 
 dishonest, they could be "the final shove 
that will lead our people to embrace the 
alternative of those who espouse extreme 
- ideologies.” 
Under the existing setup, a syn- 
<:> chronised election means each of the 31 
.;. million voters will have to choose a pre- 
*- sident, a vice-president, 24 senators, one 
congressman, one governor, one vice-gov- 
= ernor, eight to 10 provincial board mem- 
> bers, a mayor, a vice-mayor and eight to 12 
+. town councillors. That is anywhere be- 
| c. tween 47 and 53 names, selected from a list 
-<> of 170 candidates or more. 
Comelec estimates the length of voting 
. ume will vary from seven to 12 minutes for 
.. the well-educated to at least 35 minutes for 
- the elderly and the illiterate. Just to make 
- that possible, polling hours would have to 
_ be extended from eight to 12 hours and the 
_ number of precincts increased from 103,000 
|. to 310,000. On top of that, the country's 
450,000 schoolteachers who traditionally act 
as precinct supervisers will have to be aug- 
<: mented by another 480,000 civilian volun- 
: teers. 
Then comes the difficult part: the count- 
... ing of votes, which could take as long as 
|. three weeks in some problem areas, de- 
pending on the number of objections and 
legal challenges to specific election returns 
— something that has become a common 
feature of Philippine elections. "As hours 
become days and days become weeks, the 
... possibility of serious error multiplies,” says 
_. Yorac. “From the purely management as- 
pect, this is going to be a nightmare." 
55 The constitution forbids a party-list sys- 
... tem, under which a vote for a candidate is 
| a vote for his or her running mate, but 
.. Comelec officials say it will be possible to 
get down to 38 names — a scenario that 
may be slightly more manageable — by 
permitting provincial board members and 
municipal councillors to be elected by dis- 
trict. 
_ That is about as much as it can do. 
House members still hope they can per- 
Suade senators to transform the Congress 
ito a constituent assembly to make the 
evant changes to the 1987 charter. But 
judging by a straw vote taken in caucus on 
31 July, which fell well short of the required 
three-quarters majority, it is doubtful the 
Senate will agree. Despite assurances of a 
fixed agenda, the Senate fears the lower 
house may also try to force a change in the 
political system from a presidential to a par- 
liamentary form of government that would 
do away with the upper house. n 
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CORY'S DESIGN 


Imelda, Manila clash over conditions for return 


Over his dead body 


By John McBeth in Manila 


he Philippine Government has lifted 
T the ban on the return of Imelda Mar- 

cos to the country. But Imelda does 
not want to come home unless she can also 
bring back the remains of her late husband 
Ferdinand Marcos. And there lies the crux 
of the matter: Imelda wants her homecom- 
ing to be that of the teary-eyed widow; the 
government insists that, however theatrical 
her entrance, the only way she can end her 
five-year exile is as an accused felon. 

In a 31 July announcement lifting the 
travel ban on the Marcos family, Executive 
Secretary. Franklin Drilon said President 
Corazon Aquino’s administration was “rid- 
ding itself finally of the remaining ghosts 
of the dictatorship.” But with the body 
excluded, officials seem anxious to take it 
one ghost at a time. As one Malacanang 
Palace source told the REviEw: "We're not 
ready to deal with it all at once. We want to 
get going on the legal stuff first." 

Whether it is politics of the macabre or a 
simple game of bluff, the affair is now likely 
to drag on until 1 October when the dead- 
line expires for a US Federal Aviation 
Agency hold order on the Marcos' remains. 
If the order is extended, Hawaiian au- 
thorities will direct the body to be moved 
to a community grave from the air-con- 
ditioned crypt where it has been preserved 
since Marcos' death in September 1989. 

Drilon authorised one-way travel docu- 
ments to Imelda, her son, Ferdinand 
“Bongbong” Marcos, her daughters Imee 
Manotoc and Irene Araneta, their hus- 
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bands, Tomas Manotoc and Gregorio 
Araneta, and three grandchildren, after au- 
thorities determined the family no longer 
presented a threat to national security. 

Although she called it unbelievable and 
cruel" of the government not to allow the 
return of Marcos' body, Imelda went ahead 
and picked up her travel papers from the 
Philippine Consulate in New York. Then a 
day later she and her children apparently 
had a change of mind, insisting they be 
given full-fledged passports. 

By that time, Solicitor-General Francisco 
Chavez had filed 11 charges of tax evasion 
against Imelda and promised a further 
"rain of charges," including corruption, 
over the next seven weeks. "Al Capone 
was sent to jail not through the heinous 
crimes he committed, but through tax eva- 
sion charges," Chavez noted. 

Eight tax fraud charges were also level- 
led against Ferdinand ]r, another eight 
against Irene and Gregorio Araneta, and 
two against Imee and Tomas Manotoc. The 
latest moves are aimed at meeting condi- 
tions imposed last December by Switzer- 
land's Federal Tribunal before it will con- 
sider ordering the return of US$350 million 
in Marcos money frozen in Swiss bank ac- 
counts. 

All told, the charges involve about 
P23.5 billion (US$862 million) in unpaid in- 






heritance and income taxes. Much of that 
amount represents the alleged non-pay- 
ment of duties on Marcos' assets which his 
widow is said to have inherited from her 
husband and for which overseas Filipinos 
are held liable. 








The decision to lift the ban came barely 
nine days after Drilon met US charge d'af- 
faires Thomas Hubbard to formally request 
an extension of the US departure hold 
order on Imelda for a further year. Hub- 
bard was told at the 22 July meeting, how- 
ever, that the Philippine Government was 
finalising charges against Imelda and 
would not need the travel ban for much 
longer. "We wanted to be in a position 
where we would be calling the shots in- 
stead of having things happen to us," 
said one presidential aide, explaining 
the reason for the extension beyond the 22 
July deadline. In fact, the REVIEW has 
learned that after initially favouring a fur- 
ther delay, Aquino finally relented at the 
urging of her key advisers several days 
later. 


In a country that appears to be craving 
more for entertainment than old-fashioned 
vengeance, news of Imelda's prospective 
homecoming has been greeted with eager 
anticipation. "We are an entertainment- 
orientated culture," explains political scien- 
tist Alex Magno. "Imelda is a walking 
sideshow. All we have at the moment is 
drabness and bleakness. There is a craving 
for some distraction." 

Imelda would be certain to provide that. 
But for how long? Although she could 
probably rattle a few skeletons in political 
closets, widespread speculation over the in- 
fluence she could have on the 1992 presi- 
dential elections seems largely over-blown. 
“She has some money,” says Magno, “but 
the major runners have their own funding 
structures already.” 

Many Filipinos feel it Imelda’s right as a 
Philippine citizen to return home. The 
same general sentiment applies to the late 
president's remains. Soon after the 31 July 
announcement, the Senate overwhelm- 
ingly approved a resolution calling for the 
body to be flown back for burial. 

Manila’s reluctance on this issue stems 
from the realisation it will have to accord 
Marcos a ceremonial funeral, befitting a 
former head of state. Given that and 
Imelda’s expressed intention to have his 
body lie in state in Manila’s Folk Arts 
Theatre or the Araneta Coliseum, officials 
fear the spectacle will detract from the main 
purpose of allowing her back in the first 
place: to be arraigned for alleged crimes. 

Government sources do not rule out the 
possibility of her being given a passport at 
some future date, which would allow her 
to return to Hawaii for the body. But they 
say if they gave her one now, she could use 
it to travel anywhere but the Philippines. 

Without her husband’s remains, the at- 
tention paid to her may not last for long. 
Marcos’ fellow lloconos from northeast 
Luzon have little sympathy for her. But 
many would resent her even further if she 
came home alone. "It's pretty macabre," 
says Magno, "but the politics of the corpse 
is more telling." g 
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AFGHANISTAN 


Guerillas. Iran, Pakistan reach consensus 





By Salamat Ali in Islamabad 


fghan guerillas based in Pakistan and 

Iran and officials from the two coun- 

tries have for the first time agreed to 
take a united stand on a political settlement 
of the Afghan conflict at a recently con- 
cluded meeting in Islamabad. The talks 
have not only cleared the way for a further 
meeting in Teheran by the middle of Sep- 
tember, but also proved to be a watershed 
for Pakistani-Iranian differences over Af- 
ghanistan. 

A joint declaration endorsed by the par- 
ticipants supported the five broad princi- 
ples UN Secretary-General Javier Perez de 
Cuellar ,proposed some months ago for a 
political solution to the 12-year Afghan 
problem, though clarifications are to be 
sought on some points. 

Attending the meeting — which fol- 
lowed intensive Pakistani-Iranian contacts 








Hekmatyar: backing UN ‘principles.’ 


in May and June — was Iranian Foreign 
Minister Ali Akbar Velayati and the repre- 
sentatives of the nine Iran-based mujahi- 
deen groups, four groups from the seven- 
party Afghan Interim Government (AIG) 
based in Peshawar, and three other inde- 
pendent guerilla groups also based in 
Pakistan. Gulbuddin Hekmatyar, leader of 
the fundamentalist Hizbe Islami group and 
formerly a member of the AIG, also partici- 
pated, but two other AIG component 
groups headed by Abdul Rasul Sayeef and 
Yunus Khalis kept away. 

The secretary-general of Pakistan's For- 
eign Ministry, Akram Zaki, was jubilant 
over the united stand taken by the mujahi- 
deen at the 29 July meeting. But Zaki — 
and Velayati — had other reasons for relief. 
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Solidarity of sorts 


Teheran and Islamabad have been worried 
that Washington and Moscow might reach 
an agreement between themselves to the 
exclusion of the Afghans and their neigh- 
bours, but statements following the Bush- 
Gorbachov summit in Moscow, held at 
about the same time, did not mention Af- 
ghanistan. 

In fact, the Islamabad meeting was as 
significant for Pakistan and Iran as it was 
for the mutually suspicious mujahideen 
groups. Pakistani-Iranian differences on Af- 
ghanistan came into sharp focus after the 
failure of their ministerial talks in February 
1989. Now, however, both sides agree on 
the inability of the guerillas to force a mili- 
tary solution and the reasonableness of 
Perez de Cuellar’s five principles. Also, 
they agree on the need for all Afghans — 
both inside and oustide Afghanistan — to 
participate in the evolution of a solution. 

Pakistan and Iran are also aware that the 
guerilla leaders do not share the sense of 
urgency that drives the two countries in the 
search for a solution. One form of pressure 
on Pakistan has been the refusal of Western 
and Arab donors on continued funding for 
Afghan refugees at existing levels. 

UN envoy Benon Sevan, who was in Is- 
lamabad in connection with the meeting, 
announced on 30 July a US$31 million cut 
in the UN-coordinated budget of US$136 
million for Afghan rehabilitation. Even after 
the cut, there is a gap of US$26 million be- 
tween the budget and pledges received. 
There is also a shortfall in commodities con- 
tribution, especially a deficit of 15,000 ton- 
nes in wheat. 

Pakistan and Iran are also impatient to 
proceed with their plans for regional eco- 
nomic and defence cooperation, but realise 
this is not possible until the Afghan civil 
war is ended. However, they still have to 
reconcile some differences in their ap- 
proach to a solution. 

Pakistan believes that President Najibul- 
lah's backers, notably the Soviet Union, 
would not make his political survival a pre- 
requisite of a settlement. The Iranians are 
not so sure, though both countries state 
publicly that Najibullah is unacceptable to 
any of the resistance groups. 

Further, while Pakistan is agreeable to a 
pivotal role for former Afghan monarch 
Zahir Shah, Iran does not see anything 
more than a transitory role for him in the 
interim government. But both have agreed 
to go along with any decision the Afghans 
reach on their own on this and other 
issues. ^ 
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Philippine guerilla 

leader, wife captured 

> Philippine agents have captured 
communist New People’s Army (NPA) 
chief Romulo Kintanar and his wife, 
central committee member Gloria Jopson, 
in an operation that has severely disrupted 
the urban guerilla network in Manila. 
Kintanar and Jopson were seized at Makati 
Medical Centre, where he had sought 
treatment for high blood pressure. The 6 
August arrests came after a series of raids 
over the past two weeks which netted 11 
other key functionaries, including two of 
Kintanar's closest lieutenants, and led to 
the smashing of an NPA communications 
centre in suburban Pasig. Sources credit 
the success of the operation to close 
cooperation between government agencies 
and a new computerised intelligence 
capability. It is not the first time Kintanar 
and Jopson have been in custody. They 
were captured in a rebel safehouse in 
March 1988, but seven months later they 
escaped from the Camp Crame stockade 
during a birthday party for the senior 
warden. Sources add that Jopson has since 
become the secretary of the Communist 
Party of the Philippines’ national finance 
commission. 


Second hat for 

Thai army chief 

> Thailand's annual military promotion 
round announced on 4 August has 
consolidated the lock of Chulachomklao 
Military Academy’s Class 5 and their allies 
on military power. Class 5 leader and army 
chief Gen. Suchinda Kraprayoon takes on 
the additional job of supreme commander 
of the Thai armed forces, replacing retiring 
Gen. Sunthorn Kongsompong. Sunthorn 
remains chairman of the military junta's 
National Peacekeeping Council. Assistant 
army chief Gen. Wimol Wongvanitch, also 
of Class 5, was promoted to deputy 
supreme commander, leaving him next in 
line when Suchinda leaves. The reshuffle 
paved the way for the eventual rise of the 
academy's Class 8 and Class 11. One of the 
Class 11 leaders is a cousin of Class 5 
graduate and deputy army chief Gen. 
Issarapong Noonpakdi, who is also the 
interior minister. 


Gun battle closes down 

Dhaka university 

> Dhaka University was closed down 
indefinitely on 30 July following a 
three-hour-long gun battle on the campus 
between two rival student groups. The 
violence stems from differences between 
rival student groups over election 
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procedures for the Dhaka University 
Central Students' Union. The row, which 
has been simmering for a month, has been 
exacerbated by the close links the various 
groups have with the two main political 
parties — the ruling Bangladesh Nationalist 
Party and the main opposition Awami 
League. 


Clear road for 

Vietnamese vice-premier 

> Vietnamese Vice-Premier Vo Van Kiet is 
the only candidate to be presented to the 
National Assembly to replace Premier Do 
Muoi, who was elected in late June to lead 
the communist party, according to Ho Chi 
Minh City's Youth magazine. The assembly 
will also elect new ministers of defence, 
interior, foreign affairs, finance and 
commerce, replacing leaders who lost their 
party posts at the June congress. The 
assembly will discuss a host of draft 

laws and major revisions to the 1980 
constitution. 
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Fiji hits out at 

Peking's policy 

> Fiji's Prime Minister Ratu Sir Kamisese 
Mara has signed an official technical 
cooperation agreement in Taipei to help 
the Fijian sugar industry. It was the Fijian 
leader’s ninth visit to Taiwan despite his 
government's formal diplomatic relations 
with Peking. Upon arrival in Taipei, he 
said that Peking's one-China policy was 
hypocritical and that the 15-nation South 
Pacific Forum, of which he is spokesman, 
had a right to discuss trade and economic 
relations with Taiwan. 
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DNO AYH 


Premier hints at 
early Singapore polls 
> Singapore is likely 
to hold a general 
election well before it 
is due in 1993, 
perhaps even by the 
end of this year, 
following Prime 
Minister Goh Chok 
Tong's comment on 4 
August that the 
election would be 
held "way before 1993." During a 
constituency visit, Goh, who succeeded 
Lee Kuan Yew as prime minister last 
November, said he is inclined to seek an 
earlier election in order to seek a clear 
mandate for himself and his policies. 





Goh. 


Tokyo politician denies 

funds allegation 

> A leading Japanese politician has been 
accused of receiving ¥300 million (US$2.2 
million) worth of political funds from a 
real-estate businessman indicted for 
massive tax evasion. Hiroshi Mitsuzuka, 
leader of the second-largest faction of 
Japan's ruling Liberal Democratic Party, 
denied the allegation. According to the 
Mainichi newspaper, Mitsuzuka received 
the money on three different occasions in 
1989-90 from the businessman, who runs a 
hotel and two golf courses in Mitsuzuka's 
constituency. 


Jakarta frees 

coup bid suspects 

> Indonesia released two former members 
of the outlawed Indonesian Communist 
Party from jail on 24 July, according to 
news sources. Marto Suwandhi and 
Rewang were jailed in the late 1960s after 
being accused of participating in a failed 
coup attempt in September 1965. The men 
were originally sentenced to life terms but 
had their sentences reduced to 20 years. 
Non-governmental sources say that 33 
former party members remain in jail. 


Hiroshima apologises 


for aggression 

P The city of Hiroshima apologised for 
Japan's wartime aggression for the first 
time in a peace declaration by its mayor, 
Takashi Hiraoka, during a ceremony 
marking the 46th anniversary of the atomic 
bombing of the city. Speaking before a 
crowd of 55,000 people, Hiraoka said 
"there can be no excuse" for Japan's 
aggression towards the people of Asia and 
the Pacific region four decades ago. 
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INDONESIA 


Suharto seen likely to stand again for president 


One more time 


By Adam Schwarz in Jakarta 


s Indonesia moves towards general 
elections planned for May 1992, 


there is a growing feeling among po- 
litical observers that President Suharto in- 
tends to stay in power for at least one more 
five-year term. 

Continued rule by Suharto, who has 
been in power for more than 24 years and 
will be 71 when the next presidential term 
officially starts in March 1993, will mean 
sustained reliance on technocrat-led eco- 
nomic policymaking and, at most, careful 
and tentative advances on the path to 
democratisation, economists and political 
analysts say. 

While Suharto has not publicly commit- 
ted himself to standing for another term, 
insisting that the decision rests with the 
People's Consultative Assembly — a 1,000- 
member body convened every five years to 
select the president — political observers 
said he is not acting the part of a man ready 
to retire. "Based on what [Suharto] 
is saying and doing, the most illogi- 
cal outcome would be for him to 
step down," one member of the 
ruling Golkar group said. The ab- 
sence of a credible alternative adds 
weight to the view that Suharto will 
stay on. 

A sixth term for Suharto would 
not come as a shock to Indonesia's 
political elite, though it would dis- 
appoint many students and intel- 
lectuals who yearn for political 
change. To control potential student 
unrest, Home Affairs Minister Ru- 
dini has banned political campaigns 
on university campuses. Critics say 
that, while this was perhaps pru- 
dent in the short term, the move 
may fuel frustration among students 
and other young people over the 
lack of opportunity for political expression. 

More surprising, perhaps, is that the 
prospect of Suharto remaining in power 
elicits few signs of protest from Indonesia's 
principal power bases — the armed forces 
(Abri) and the Islamic community, which 
makes up almost 90% of the country's 178 
million population. 

As recently as 18 months ago, thinly 
veiled dissatisfaction by several high-rank- 
ing and retired Abri officers over Suharto's 
leadership, coupled with complaints by 
some Islamic leaders that Muslim interests 
were being overlooked by the bureaucracy, 
led some political analysts to predict 
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mounting opposition to Suharto standing 
again. This has yet to happen. 

On the contrary, Suharto's hold on 
power may now be more secure than at 
any time during his presidency. Through 
a series of well-timed steps, he has sought 
to burnish his Muslim credentials and pre- 
empt religious discontent. While some 
Muslim leaders remain sceptical, it seems 
clear he has done enough to forestall any Is- 
lamic-based opposition, at least in the short 
term. 

Since early 1988, when Suharto replaced 
Gen. Benny Murdani as armed forces com- 
mander with his former adjutant, Try Sut- 
risno, speculation on where Abri loyalties 
lay has been widespread. But despite some 
misgivings over Suharto's leadership style, 
which some officers describe as increas- 
ingly aloof, Abri as an institution continues 
to firmly support him, analysts of the mili- 
tary say. While some officers would prefer 
Suharto to retire gracefully, it seems equally 
clear that Abri has little appetite to stand in 
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Suharto can depend on Abri support. 


his way if he sets his sights on another 
term. 

“Suharto stays, Abri supports. That's 
the whole story,” says Jusuf Wanandi, 
head of the Jakarta-based Centre for 
Strategic and International Studies. The 
chief executive of a large conglomerate ex- 
plains Suharto's support this way: "For 
both Abri and Muslims, as well as the busi- 
ness community, more of Suharto is the 
least riskiest way forward." 

Suharto has kept Abri near the seat of 
power for over 20 years, the executive said, 
even if in recent years many of the prized 
posts in the bureaucracy have gone to civi- 
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lians. In any case, Abri's political role is 
dwindling, analysts said, as civilian 
bureaucrats and diplomats take over the 
top jobs and the military's attention is fo- 
cused on creating a more professional fight- 
ing force. 

Further, Suharto has placed loyalists at 
or near the top of all branches of the armed 
forces — but especially the army. Maj.- 
Gen. Wismoyo Arismunandar, married to 
the younger sister of Suharto’s wife Tien, is 
currently head of Abri's strategic reserve 
command and is expected to move higher 
before the 1993 election. 

Suharto’s motives for wooing the Mus- 
lims are seen by some observers as an at- 
tempt to build a base of support outside — 
and to offset — the armed forces. Others, 
however, dispute this. 

“Suharto is an extremely confident 
leader. He is not worried about Abri's loy- 
alty and nor should he be. But he knows 
many Muslims feel they are being left be- 
hind [by the country’s development] and 
he wants to give them something,” said 
retired general Sayidiman Suryohadi- 
projo, a former ambassador to Japan. 
Nonetheless, Suharto’s efforts to overtly 
address Islamic concerns ahead of an elec- 
tion, whatever the motivation, has made 
some Abri officers nervous. 

After being steadily as a 
political force in the 1970s and 1980s, Islam 
has scored some victories so far this 
decade — for which Suharto has re- 
ceived the credit. Bills which have 
given greater emphasis to Islamic 
teaching in the national curriculum 
and allowed Muslim girls to wear 
veils in class, the creation of a new 
Suharto-promoted grouping of Mus- 
lim intellectuals and a haj pilgrimage 
have boosted the president's stature 
among many Muslims. 

Economic policies favouring the 
private sector and encouraging 
new, export oriented, investment 
have fostered faster growth and 
created new business opportuni- 
ties in Indonesia. The principal 
political danger is that the main 
beneficiary of this process, Indone- 
sias emerging middle class, will 
gradually increase its demands for 
more political "openness" from the govern- 
ment. 

Political analysts are unsure whether 
these demands will be a factor as soon as 
the 1992 election. But the debate over eco- 
nomic policy is likely to figure strongly in 
the election campaign. Over the past two 
years critics have blamed Suharto's eco- 
nomic ministers for a widening in 
in the distribution of wealth. In recent 
months, these attacks have been increas- 
ingly directed against the country's small 
but economically dominant ethnic Chinese 
minority. 

Public criticism of ethnic Chinese busi- 
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nessmen is rare in Indonesia, which takes 
pride in its politics of consensus and har- 
mony. Suprisingly, Suharto has let anti- 
Chinese sentiment spiral upward in recent 
weeks, raising concerns among some Abri 
officers and Chinese businessmen that next 
year's campaign might spill over into racial- 
based violence. 

"Suharto is making the Chinese take the 
rap for widening income disparities which 
his own economic policies were bound to 
bring about, and that's a dangerous game 
to play. He must be very confident he can 
control what he's setting into motion, but I 
know some businessmen who have their 
doubts," said one foreign banker. 

In addition, the rapidly expanding busi- 
ness interests of Suharto's children have 
come under critical scrutiny, making the 
broader notion of privileged businessmen 
a likely campaign issue, analysts say. 

With Suharto expected to retain the 
presidency, analysts say the vice-presi- 
dency may offer some clues to the nation's 
future leadership. The current vice-pre- 
sident, Sudharmono, a retired military 
lawyer, is unpopular among active officers 
and is unlikely to be kept on in the next 
term, analysts say. 

The army is expected to push Abri com- 
mander Sutrisno as the next vice-presi- 
dent. Political analysts say Sutrisno, who 
has been close to Suharto since the early 
1970s, is one of few candidates both re- 
spected by Abri and trusted by Suharto. 
Home Affairs Minister Rudini and Minister 
for Research and Technology B. J. Habibie 
both have been mooted as possible vice- 
presidential candidates but neither, at this 
time, are considered likely. 

A major re-alignment of power in the 
parliament is considered unlikely, though 
Golkar may lose some seats to the two 
smaller parties, the nationalist Partai De- 
mokrasi Indonesia (PDI) and the Islam-back- 
ed Partai Persatuan Pembangan (PPP). In 
May, 40 retired Abri officers symbolically 
left Golkar to join the PDI. More liberal 
members of the army would like to see the 
smaller parties gain seats in the next elec- 
tions in order to reduce Golkar's domi- 
nance and energise the 500-seat parlia- 
ment. 

A senior Golkar official said the group's 
core constituency was about 60% of the 
vote, with "about 10%” of the vote “up for 
grabs" during the campaign. Around 17 
million Indonesians will be eligible to vote 
for the first time in 1992, accounting for 
about 15% of the voting age population. 
The PDI, whose nationalist credo is popular 
with the young, ought to benefit from the 
influx of new voters but at present the party 
is mired in a divisive dispute over its leader- 
ship. Of the 500 seats in Indonesia's parlia- 
ment, 100 are reserved for the army and 
400 are chosen through a general election. 
In 1987, Golkar won 299 seats, PPP 61 and 
the PDI 40. a 
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NEW ZEALAND 


Radical changes hack away at welfare state 


End of gravy train 





By Colin James in Wellington 


ew Zealand has for decades prided 

itself as a social laboratory on the 

strength of the pioneering develop- 
ment of a welfare state from 1938 on. Now 
the system is being radically reshaped, 
some say dismantled. 

Prime Minister Jim Bolger’s National 
Party came to power last October on a 
promise to redesign a “cradle to grave” sys- 
tem under which health care and education 
were near-free, benefits and pensions were 
available to those unable to earn incomes 
from work and pay rates were protected by 
the state. 

The redesign has been drastic. The gov- 
ernment has: 
> Cut benefit rates and made them more 
difficult to get. 
> Cut pensions and said it will raise the 
age of eligibility and im- 
pose a tough income- 
means test. 

P Introduced or steeply 
increased user charges for 
a range of state-provided 
social services, particularly 
health. 

»> Deregulated the labour 
market almost completely, 
removing many of the pro- 
tections that the state for- 


changes the state supports 
will be generous compared 
with many countries. But 
both the government and 
the opposition Labour 
Party agree that the 
changes represent a shift from a system of 
universal social security to something much 
more modest. 

The justification has been a chronic 
budget deficit, which still amounts to 2.4% 
of GDP and has saddled New Zealanders 
with a government debt burden of 39% of 
GDP, among the highest in the world. But 
there is another, deeper motivating force 
behind the government's actions: a belief 
that the welfare state has sapped not just 
the economic well being, but the moral 
strength of New Zealanders. 

Finance Minister Ruth Richardson, prin- 
cipal architect of the changes, told the 
REVIEW that there was in the budget "an 
unmistakable message about self-reliance, 
about looking to your family first, not the 
state." 
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“I suppose New Zealanders, caught in 
welfarism for a long time, could interpret 
that as negative. But in fact that is the most 
positive transformation individuals can un- 
dertake." The ultimate aim: to replace the 
welfare state with an enterprise culture. 

And, while this has an economic ring to 
it, Richardson sees it as being of moral 
value to the individuals who make the 
shift. Explicitly agreeing that her program- 
me has a moral dimension to it, Richardson 
said: "I have no difficulty in saying that 
those who deserve our support . . . should 
secure it. Which means you make judg- 
ments based on values." 

Consequently, under the new order 
there should be incentives for people to get 
themselves off benefits and into work. But 
the incentives have so far amounted to 
goads: lower benefits and tougher qualify- 
ing conditions have forced people in des- 
peration to look for any 
13 work they can find. Exam- 
~ ples include a proliferation 
of queues of applicants for 
very low-paid jobs. 

Unemployment, which 
has tripled in the past dec- 
ade, is projected to stay 
around 12% over the next 
three years. The number of 
jobless in this country of 
only 3.4 million has been 
rising at the rate of 5,000 a 
month for the past nine 
months. Deregulation of 
the labour market in May 
has removed the security 
of all but a small minority 
of strongly  unionised 
workers from arbitrary dis- 
missal or cuts in wages. 

Unemployment and other benefit rates 
have been cut to give an incentive to be- 
neficiaries to find work. The same goes for 
the domestic purposes benefit, paid to 
single parents without jobs. As a result, the 
number of people on that benefit, which 
has steadily risen since its introduction in 
the mid-1970s, has over the past few 
months begun to fall slightly. Altogether, 
the government cut benefit payments by 
around NZ$1.6 billion (US$916 million) a 
year as from 1 April. 

Now it is hacking into the state pension, 
a venerated part of the social support land- 
scape since 1898. Under the 30 July budget, 
eligibility for the pension, since 1975 one of 
the world's more generous despite the 
country's economic decline, is to rise from 
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60 years at present to 65 by the end of the 
decade and a tough income-means test will 
be applied. 

New Zealand's population profile is 
rapidly ageing, forcing some review of in- 
come maintenance and health provisions 
for the aged that have to be paid for by a 
shrinking workforce. There is therefore a 
technical reason for the pension cuts. 

Other arguments for the redesign of the 
welfare state centre on its failure to deliver 
what it promised. For example, despite a 
rapid increase in government health spend- 
ing in the five years to 1990-91, waiting lists 
for hospital operations grew by more than 
one third and people increasingly turned 
to private insurance companies. A govern- 
ment task force reported in July that the 
system needed a radical overhaul if the 
original aim of guaranteed access to health 
care was to be maintained. 

But, whereas the original aim of the 
state health scheme was to provide free 
care to everyone, reforms announced in 
this year's budget will levy charges for 
much primary care and some secondary 
care on all but the poorest families. They 
will have to prove their eligibility, thus in- 
viting a stigma the welfare state all but 
eliminated. 

Critics of the welfare state cite many 
other examples of its failure: illnesses are 
often redesignated accidents to qualify for 
more generous treatment and income 
maintenance provisions under the acci- 
dent-compensation scheme; single people 
live in large state-provided houses at sub- 
sidised rents while families go homeless; 
some families are better off on benefits than 
neighbours whose breadwinner is working 
for wages. 

Critics say the welfare state is eating its 
own seedcorn: around one third of New 
Zealanders get some sort of state assistance 
and that percentage has been growing, 
placing a growing burden on taxpayers. 
But old habits die hard. In public opinion 
polls New Zealanders have shown a 2-1 
attachment to a tax-funded welfare state 
in preference to user charges. The Labour 
Party, now in opposition, shares their 
view. 

Helen Clark, deputy leader of the La- 
bour Party and shadow minister of health 
and labour, told the REVIEW the party's pre- 
ference would be to return to the original 
welfare state concept, with a strong ele- 
ment of direct provision of social services 
by the state on principles of universal social 
security. 

The test will come by November 1993, 
when the next election must be held. The 
early signs are not good for the dis- 
mantlers. Labour leads in public opinion 
polls by margins from 5-18%. But Clark ac- 
knowledges that even if the welfare state 
can be reassembled, the changes being 
forced through now may mean it will never 
be the same again. EI 
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SOUTH PACIFIC 


Little of substance follows annual forum 


Alone on a wide sea 


By James Pringle in Palikir, Micronesia 


alikir must be the only national cap- 

ital in the world where no one lives. 

With only five buildings, including 
the president's office, national congress and 
the supreme court, it is abandoned each 
evening by its civil servants and left to the 
large frogs that thrive in the surrounding 
rain-sodden forest. 

This collection of buildings houses the 
administration of the Federated States of 
Micronesia (FSM). With a population of 
112,000, the PSM comprises Pohnpei — 
where Palikir is located, some 7 km from 
the island’s main town of Kolonia — the 
three other major islands of Chuuk (for- 
merly Truk), Kosrae and Yap plus 603 
atolls. Palikir was paid for by the US, men- 
tor to the FSM, and built by South Koreans. 

It was to this new capital that leaders of 








Solomon: US committed to Pacific role. 


the 15-nation South Pacific Forum came for 
their 22nd meeting late last month. For the 
third year running they were later joined by 
their “dialogue partners” from the de- 
veloped world, plus China. The partners 
heard the usual pleas for aid and assist- 
ance, summed up by one forum island 
minister privately telling Lord Caithness, a 
junior Foreign Office minister and leader of 
the British delegation: “You do not need to 
speak for long. Just tell us about all the 
extra aid you will be giving us.” 

“I wish it were so simple,” Caithness re- 
sponded, a signal that at least some of the 
partners were no longer prepared to meet 
such demands. 

The issues discussed by the forum — 
notably global warming, French nuclear 
testing in the Pacific and the travails of New 
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Caledonia — change little from year to 
year. Yet the forum, which first met in New 
Zealand in 1971, is seen as having made 
some progress. As Pat Carney, head of the 
Canadian delegation, pointed out: "They 
[the Pacific island states] have been very 
successful in dealing with issues, and get- 
ting international support to back their ef- 
forts." 

Drift-net fishing — the catch-all trawling 
technique favoured by some Taiwanese 
and Japanese fishermen — was a leading 
topic at the 1989 forum and has since been 
prohibited by the UN, though it still con- 
tinues, if more discreetly. In 1990, the 
forum's main concern centred on the dis- 
posal of chemical weapons at the US stor- 
age and incineration facility on Johnson 
Atoll to the west of Hawaii. The US Gov- 
ernment has since said it would disman- 
tle the facility following the destruction 
of existing chemical weapons there, more 
or less to the forum's general satisfac- 
tion. 

Debt-ridden, impoverished, often over- 
crowded, with little in the way of natural 
resources and having to pay high prices for 
imported fuel, it may be difficult for small 
Pacific states to look beyond their horizon 
at the confusing new global relationships 
now taking shape. Nevertheless, the re- 
gion's changed security perceptions follow- 
ing the end of the Cold War were also on 
the agenda. Local concerns focused on 
whether the US would continue its gradual 
withdrawal from the Asia/Pacific region, 
and leave behind a troubling vacuum. 

US Assistant Secretary of State Richard 
Solomon sought to dispel this notion by 
saying that any "real or perceived US reluc- 
tance to play the roles of regional balancer 
and honest broker would be inherently de- 
stabilising." 

However, Solomon also said the realities 
of the changed political environment would 
inevitably affect the size and shape of the 
US security presence in the region. 
"Nonetheless, I wish to emphasise that the 
fundamental principles underlying our 
commitment are not changing: we are à 
Pacific nation and we intend to remain in 
the Pacific." 

Muneo Suzuki, Japan's parliamentary 
Vice-Minister for Foreign Affairs, tried to be 
reassuring about Tokyo's future aims. "Let 
me be very clear that Japan, as a nation of 
peace, has no intention at all to embark on 
a path to military power by working in the 
political realm." 

Remnants of a less peaceful time, which 
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. such a dominant role in the FSM, lie at the 
edge of the forest on the outskirts of the 
. German-built town of Kolonia. Partially 
' covered by flowering creepers, 18 Japanese 
. rust-flecked World War II tanks remain 
stalled at the spot where their crews aban- 
doned them 46 years ago. - 
Kolonia also reveals an old Spanish wall 
- and a cemetery containing the gravestones 
^ of German citizens who died in one of the 
~. wilder reaches of that country’s short-lived 
- efforts at empire-building that ended with 
. World War I. This visual history is a remin- 
der to Micronesians of the fragility of their 
land, which has been successively colo- 
|. nised or occupied by Spain, Germany, 
| Japan and the US. 

-.- - While half-century-old tanks mark the 
|. passing of the Japanese, the more recent 
American past is memorialised in aban- 
doned cars and discarded beer cans. The 
FSM was granted self-government by the 
US five years ago under a so-called compact 
: «of free association. However, the degree to 

which the FSM can be said to be self-govern- 

| . ing was perhaps unwittingly revealed by 
. Britain during the forum meeting. 

While Britain granted the FSM diplomatic 

_ recognition, bestowed by Caithness, it did 

so a little grudgingly. The British and their 

EC partners have tended to regard the FSM 
as not quite a free and sovereign state be- 
cause the US remains in charge of its de- 
fence and maintains the right to fortify the 
islands in the event of war. FSM President 
Bailey Olter said recognition would en- 
hance the chances of the federation's bid 
for UN membership later this year. Such 
recognition would open the door to badly 
needed international assistance, particu- 
larly from the World Bank and IMF. 
The FSM has a largely subsistence eco- 
- nomy, overlaid with a depressing depen- 
dency mentality, which the Micronesians 
say stems from the failure of the US to pre- 
pare them for independence. 

Pepper and coconut products are the 

io principal exports, with fuel, food, beve- 
=. rages, consumer goods and cars the main 
imports. The value of exports in 1988 was a 
4... mere US$5.4 million, while imports totalled 
^. US$63.6 million. This huge imbalance is 
= paid for out of US aid and assistance. 
< Under the compact, the US is pledged to 
disburse US$1.4 billion over a 15-year 
period. 
FSM products have preferential access to 
Australian and New Zealand as well as US 
markets, but while the markets are there 
‘the products are not. The government 
wants overseas investment in agriculture, 
fisheries, forestry, tourism and construction 
but it is slow in coming. Of these tour- 
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Miren OF MAOISM 


Anti-reform conservatives turn to Mao’s tenets 


Convenient cudgels 


meteni eneen rin erm VETS RY nrnna n —— HERE PREPARES 


hina’s elderly guardians of com- 
C munist orthodoxy are stepping up 

their efforts to bring the thoughts of 
Mao Zedong back into the mainstream of 
party doctrine. 

In the past two years, many Maoist 
ideas — including the fight against peaceful 
evolution and bourgeois liberalisation, the 
importance of self-reliance, and even the 
continuing need for class struggle — have 
again become important slogans in ideolo- 
gical campaigns. 

Conservative ideologues used the com- 
munist party's 70th anniversary in early 
July to inject fresh momentum into the revi- 
val of Maoist dogma. The former chair- 
man's ideas are being dusted down as the 
party struggles to shore up its ebbing popu- 
larity at home while communism faces 
decay abroad. 

Since the June 1989 crackdown, there 
has been both a popular and theoretical re- 
turn to Maoism. While the political revival 
is due largely to the ascendancy of conser- 
vatives at policymaking levels, renewed 
grassroots interest appears to stem in part 
from a popular perception that Mao's 
strong leadership brought stability and 
dean government, in contrast to the per- 
ceived lack of direction and corruption in 
Chinese politics today. 

There was a clear Maoist resonance in 
the hardline rhetoric of leaders who de- 


fiantly proclaimed that despite the present 


"low tide" in the fortunes of the communist 
movement, the superiority of the Chinese 
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socialist system would eventually carry the 
day. 

Party general secretary Jiang Zemin, for 
example, in his keynote speech to mark the 
anniversary, said that “class struggle will 
exist for a long time to come within certain 
areas in our country" because of attempts 
by domestic and foreign bourgeois forces to 
overthrow the party, as shown by the 1989 
political upheavals. Analysts say this is 
among the strongest public references to 
the notion of dass struggle by a top leader 
since Deng Xiaoping came to power in 1978 
and sought to relegate Maoist revolutionary 
ideology to the history books. 

In internal speeches in recent months, 
some party ideologues have been even 
more forthright in calling for a return to 
dass struggle to root out undesirable ele- 
ments within the party and country. Lead- 
ing conservative propagandist Deng Liqun 
has talked of the virtues of perennial class 
struggle, and called for a reassessment of 
the Cultural Revolution, saying that some 
of that movement's original aims, especially 
the struggle against "capitalist roaders," 
^were correct and should be reaffirmec 

Opposition to a revival of a Maoist-style 
dass struggle is very strong, however, not 
just among moderate elements in the party 
-— pis most ey targets of such a political 

"ut als P i within the erodes 
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mor ntu av Maoist tenet that has 





become. a catch-phrase since 1989 is the 

ane ds against peaceful evolution. In the 

late 1950s, Mao. wa 

capitalist countries fo use “sugar-coated 

bullets,” or. non-vi lent methods, to sub- 
“communist system, particu- 











for the building ofa great pinta wall" 
against such influences. = 

The relative ease with which the conser- 
vatives have been able to make use of Mao 
politically is due in large part to the open 
verdict passed on him by the party as con- 
tained in the 1981 Resolution on Certain Ques- 
tions of Party History. Mao's contributions 
were described as primary, while his mis- 
takes, including the excesses of the Cultural 
Revolution and the Great Leap Forward of 
1959-60, were regarded as secondary — 
leading to a positive 70% and negative 30% 
judgment of the Great Helmsman. 

The canons of the Maoist creed provide 
a convenient basis for the conservatives to 
resist, and even try to roll back, reformist 
policies introduced in the 1980s by Deng 
and other like-minded leaders. Yet, apart 
from a handful of hardliners who may wish 
for a return to the political extremism of the 
early 1970s, conservatives are only selec- 
tively using Mao's basic views to suit their 
present political needs. 

The rekindling of Maoist thought may 
have less to do with its theoretical relevance 
to present-day needs than as an indirect 
strategy to force a reassessment of the role 
of Deng. Deng's present place in Chinese 
politics is difficult to gauge because of the 
secrecy surrounding behind-the-scene ac- 
tivities. 

Bruised by the 1989 crackdown, Deng’s 
appetite for politics appeared to wilt sig- 
nificantly as other conservative elders as- 
sumed more prominent roles in policy- 
making. But since late last year, there have 
been indications that he has begun again to 
. become more involved in policymaking, in 
< particular in the economic arena. This 
perhaps helps to explain the promotion of 
pro-reformist leaders in recent months. 

By raising Mao's ghost, the conserva- 
tives may be attempting to impose limits on 
this reformist revival and Deng’s influence. 
Certainly, they are stamping their authority 
in one of the few areas that they still con- 
. trol: ideology and propaganda. 

: While the hardliners had only limited 
- Success in rolling back economic reforms 
. after June 1989, they won a clear-cut victory 
` over the control of propaganda, sacking re- 
< formist officials and assigning trusted dis- 
ciples in major media organisations and 
propaganda departments. It is primarily 
through the media and other mouthpieces 
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of the Ede s propaganda machinery that 


the Maoist campaign is being waged. 

A revised edition of the first four vol- 
umes of Mao's selected works was pub- 
lished in early July to coincide with the 
party anniversary. The Communist Party 
Central Committee issued a circular order- 
ing its cadres to read Mao's work "at all 
times and study it unremittingly on a reg- 
ular basis." Also, the selected works of 
other leading conservatives, such as Peng 
Zhen and Bo Yibo, have been published in 
recent months and prominently reviewed 
in the media. 

Deng's only contribution has been to in- 
scribe the title to Mao's revised selected 
works. Li Ruihuan, the party's chief prop- 
agandist, has also refrained from any sub- 
stantive role in the Maoist rehabilitation. 

Deng and other moderates have re- 
sorted to a limited counterattack against 
this swing towards orthodoxy by empha- 
sising the need for more openness and 
pragmatism in political thinking. But with 
conservatives in charge of the propaganda 
machinery, the moderates have not found 
it easy getting their message across. 

Glimpses of the moderates' response 
have managed to appear in the provincial 
press, however. In March, Shanghai's 
Liberation Daily carried two commentaries 
warning that "mind emancipation cannot 
be achieved once and for all, and a new 


Good luck 


charm 


While party leaders debate the esoteric 
thoughts of Mao Zedong, there is also a 
popular reawakening of interest in the 
Great Helmsman. Millions of copies of 
Mao's selected works and other books 
detailing his life, as well as Maoist post- 
-ers and badges, have been sold in the 
past couple of years. 
new passion for Mao stems in 
part from the widespread dissatisfaction 
that many people feel about the present 
leadership. Growing numbers of people 
apparently prefer to ignore Mao's mis- 
takes and remember only that his rule 
was clean and decisive. For others, Mao 
has become almost a religious icon, with 
lorry and taxi drivers treating pictures of 
him as good luck charms. 

Much of this interest in Mao comes 
from the younger generation, who did 
not experience the political upheavals of 
the Cultural Revolution of 1966-70. To 
them, Mao is a curious historical figure 
whose revolutionary ideas have both an 
idealistic — and ironic — appeal. T- 
shirts bearing Maoist slogans, such as "a 


















rigid way -— | 7 
These articles tedly 
sonal approval of Deng. 


Deng and Li have continu 
tacks on "unliberated mindsets." The 
China News Agency reported in € 
that Deng had reiterated the impor 
pragmatism and "testing by practice' in the 
formulation of policies. E 

Although the present Maoist-driven or- 
thodox revival is more intense than other 
recent political campaigns, such as the 
bourgeois liberalisation struggle of 1987, so 
far its bark has been worse than its bite. 
While party ideologues debate the merits of 
opposing capitalism and emphasising self- 
reliance, economic planners in the rest | 
the country are going ahead with economic 
reforms that include the development of 
stock and financial markets. E: 

There are clear limits to how far the revi 
val can be pushed and how much political = . 
capital the conservatives can gain from 
such a campaign. While the conservatives : 
are using selected Maoist tenets as rallying 
points in their efforts to maintain an or- 
thodox approach to policymaking, they are 
not using these tenets to promote any spe- 
cific policies. Any attempt by more radical 
ideologues to use Maoist ideas to launch 
another class struggle would meet with stiff 
resistance from all sides of the political es- 
tablishment. B. 


single spark can light a prairie 21 Iu 
have become popular in Peking in re = — 
cent months. The message here i is that WE 
political protests can ey "ing —— — 
about change. — .- S ue 

T-shirts bearing slogans ot. rotest — 
and frustration were banned by the Pe- 2 
king municipal government in July fo- ——  . 
lowing criticism by newspapers which ^. 
considered them as overtly negative and 
cynical. "The authorities said the shirts 
showed dissatisfaction with socialism 
and jeopardised the image of the coun- 
try," said one vendor. 

In their heavy-handed efforts to. 
stamp out even the most innocuous 
forms of dissent and promote socialist | 
awareness, zealous party. ideologues are 
also trying í to dictate what music the in iy 





















To stem the flow of "decadent " 
Hongkong, Taiwanese and Western po- 
pular music that has flooded into Chi na 
in recent years, the authorities in July: re- 
leased a compilation of 500 Fevol tion 
ary and up-beat folk songs that. 
establishments are required. t0 : sk 
These include such party favourites 
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PAKISTAN 


Nawaz Sharif runs into political constraints 


No, prime minister 


By Salamat Ali in Islamabad 


ardly 10 months after being sworn 
H: Prime Minister Nawaz Sharif is 

faced with a threat to his leadership 
reminiscent of the crises faced by two of his 
predecessors. Predictably, he has denied 
that any crisis exists, or that he has any dif- 
ferences with President Ghulam Ishaq Khan 
and the army's top brass — the two other 
pillars of national power. But his critics 
maintain, with some justification, that he 
may not complete his full term of five years. 

Sharif has tried to assert his full author- 
ity as prime minister, a mistake also com- 
mitted by Benazir Bhutto and her predeces- 
sor, M. K. Junejo. Pakistan's constitution — 
to say nothing of its political realities — im- 
poses severe constraints on such ambitions. 
Ambitious prime ministers have faced the 
wrath of the presidency and the powerful 
army. 

Everything seemed to be going Sharif's 
way until late June, though law and order 
in Sindh was chaotic and was deteriorating 
fast in Punjab. Critics allege that he at- 
tempted to extend his authority over the 
army — an area normally forbidden to civi- 
lian politicians — by trying to sow discord 
in the ranks, though his supporters deny 
the charge. 

Sharifs problems became public know- 
ledge when he cancelled an early July trip 
to Japan because of rising violence in Pun- 
jab. His followers blamed unidentified ter- 
rorists with foreign connections for the 
spate of mass murders in Lahore and the 
nearby town of Sheikhupura. But neutral 
observers thought Sharif suspected that 
powerful domestic forces bent on discredit- 
ing his regime were involved. 

In this climate of uncertainty, some 
press reports suggested that a new govern- 
ment was soon to be formed — a coalition 
between the ruling Islamic Democratic Al- 
liance (IDA) and the opposition under a 
new president, possibly a retired general. 
Among the names mentioned was that of 
Gen. Mirza Aslam Beg, the army chief who 
is due to retire on 16 August. Further fuel 
was added to political speculation by later 
reports that Sharif had asked the president 
to send Beg on immediate leave before re- 
tirement. 

In the event, Sharif tried to make drama- 
tic impact on the law and order problem by 
proposing to amend the constitution and 
bring in draconian curbs on civil liberties. In 
its original form the amendment would 
have given him power to declare an 


emergency in all or part of Pakistan and 
thereby suspend any other constitutional 
provisions. 

Particularly shocking were some of the 
accompanying ordinances, one of which 
empowered low-level police officials to 
open fire without the mandatory orders 
from a magistrate. 

Initially the official media reported that 
the IDA parliamentary party, with full confi- 
dence in Sharif's leadership, had assigned 
him the authority to push through any 
amendment he felt necessary to restore law 
and order. This was far from the truth. 
There was a virtual revolt in the IDA coali- 
tion and notable among those who 
spearheaded the revolt were either those 
nursing ambitions to replace him or those 
closely identified with Ishaq Khan. The 
amendment, as proposed 
by Sharif's cronies, would 
have overridden even 
presidential authority. 

Sharif's apologists 
claimed later that he 
showed flexibility by bow- 
ing to the prevailing view. 
Ultimately, the parliament 
adopted a watered down 
amendment providing for 
the formation of anti-ter- 
rorist courts whose judg- 
ments could be appealed 
against only once. Instead 
of basking in the glory of 
his overwhelming  par- 
liamentary majority, Sharif 
ended up looking a rather 
weak leader. 

A  chastened  Sharif 
then faced the prospect of a mass hunger 
strike being called to protest against the 
amendment. Launched on 4 August the 
strike was called by the opposition People's 
Democratic Alliance (PDA), whose main 
component is Bhutto's Pakistan People's 
Party (PPP). 

The PDA's hunger strike took place 
peacefully, but there were fears that it 
might prove to be the beginning of a major 
agitation. The PDA asserted that rattled by 
the hunger strike the Sindh provincial ad- 
ministration had arrested some 2-3,000 PPP 
followers including legislators. At the same 
time there were reports of attempts to bring 
together politicians from several parties on 
an anti-Sharif platform. 

The PDA leaders on hunger strike re- 
minded the public of promises irresponsi- 
bly made by the IDA during the last election 
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Sharif: uncertainty. 


campaign. These included the conquest of 
Kabul, liberation of Kashmir from India and 
bringing down prices of essential com- 
modities, all within three months of taking 
over power in Islamabad. 

Sharifs supporters countered by in- 
sinuating that the PDA agitation was aimed 
at precipitating a military takeover. They 
also strongly argued against the opposition 
proposal for the formation of a national gov- 
ernment to tide over the crisis. The opposi- 
tion in tum denied the charge of inviting 
military rule and said it was asking for no- 
thing more than the restoration of civil 
liberties, release of political prisoners and 
an end to the politics of vendetta by those 
in power. 

While tension grew within the opposi- 
tion, other fissures opened up in Sharif's 
camp. Pir Pagara, a dose Sindhi ally 
of the prime minister, turned against 
him by casting doubt on Sharifs future 
in an ironic comparison with his predeces- 
sors. Pagara pointed out that prime minis- 
ter Zulfikar Ali Bhutto had ruled for 80 
months, Junejo for 40 months and Benazir 
Bhutto for only 20 months while Sharif was 
coming close to completing 10 months of 

his premiership. Omin- 
; ously, Pagara’s son, Ali 

Gohar Shah, resigned 

from Sharif's cabinet on 2 

August. 

Another setback came 
on the eve of the PDA’s 
hunger strike when Sha- 
rifs former political ad- 
viser, Naveed Malik, rais- 
ed serious questions about 
his credibility as a na- 
tional leader. Malik out- 
lined in detail the alleged 
manipulation of last Oc- 
tobers general elections. 
He said that of the two 
cells set up in Islamabad 
and Lahore to fix the elec- 
tions, he was assigned to 
the Punjab cell. 

Malik also claimed that results of 42 
seats were blatantly rigged and that IDA 
candidates there were given 20,000 ballot 
papers each to stuff the ballot boxes. In 
spite of this, when the results started com- 
ing in, the IDA appeared to be faring badly, 
so Sharif's operatives reversed the verdicts 
before these were announced officially by 
the Election Commission. 

Malik’s plea of guilt has laid him open to 
severe punishment under the constitution. 
But proceedings against him could involve 
Sharif himself and perhaps many other 
powerful figures. Sharif's camp has not re- 
sponded to these allegations of electoral 
fraud. As Malik has no links with the oppo- 
sition PDA, questions have been raised 
about who must have goaded him to make 
such sensational charges against the prime 
minister. * 
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MALAYSIA 


Government gains extra powers to take over property 


Law of the land 


By Suhaini Aznam in Kuala Lumpur 


ith the successful passage 

through parliament of the con- 

troversial Land Acquisition 
(Amendment) Act on 30 July, the Malay- 
sian Government has armed itself with 
sweeping authority to purchase land for 
public and development projects while at 
the same time affecting hitherto jealously 
guarded states rights and making it difficult 
for individual landowners to seek redress 
in the courts. 

Coming so soon after a government 
proposal in March to centralise water-man- 
agement throughout peninsular Malaysia 
— which sparked misgivings in key states 
such as Johor, a major exporter of water — 
the new land law has predictably raised 
questions about how Kuala Lumpur will 
wield its new powers and whether in- 
terpretation of certain key clauses in the 
new law will be detrimental to the public 


The amendments, which some fear will 
diminish the constitutional right to prop- 
erty, give the government wide powers to 
acquire whatever land it deems necessary 
for the “economic development” of the 
country, and not just the “public purpose” 
— that is, roads, schools and hospitals — 
stipulated under an earlier law. In another 
important departure, the acquired land 
may be handed to third parties — “any per- 
son or corporation” — for development not 
necessarily of the kind for which it was 
originally taken over. 

Court action of the kind instituted by a 
resident that is holding up the second 
causeway project in southern Johor state 
will no longer be possible. Landowners can 
go to court only to question the amount of 
compensation. 

The crux of the anxiety lies in the intro- 
duction of the third party. Critics fear that 
with Malaysia pursuing an active privatisa- 
tion policy, businesses could make huge 
profits at the expense of landowners. That 
fear has been fuelled by the growing over- 
lap of politics and business. In the light of 
this, the fact that the beneficiary of develop- 
ment is only identified in the new law as 
“any class of the public’ — a phrase open 
to wide interpretation — has exacerbated 
the issue. 

Such anxieties might have been allayed 
had there been clear outlines of what con- 
stituted “public purpose” and “economic 
development.” The government is now 
empowered to “acquire land ostensibly for 
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Lim: potential for abuse. 


one purpose, but actually for an ulterior 
motive,” claimed opposition leader Lim Kit 
Siang of the Democratic Action Party (DAP). 
There was ample potential for abuse for the 
“private gain of favoured individuals or 
politically controlled companies.” 

The government has assured parliament 
that it would not take land away blindly 
without investigating the real purpose of 
such acquisition. “We have no intention of 
robbing land from the people . . . we will 
only acquire land when necessary for the 
purpose of development that can benefit 
the people,” said Deputy Prime Minister 
Ghafar Baba. 

This has been of little comfort to critics 
who recognise the potential for abuse at the 
implementation level, unintended by the 
original policy planners, despite the gov- 
ernment's assurance of guidelines for ac- 
quiring land under the new law. 

Land is a state matter under Malaysia's 
constitution and the federal government 
had obtained the acquiescence of all state 
governments before proceeding with these 
amendments. “According to common prac- 
tice in any country in the world, all land be- 
longs to the state,” said Ghafar in a special 
televised interview on 24 July, meant to 
pave the way for the bill. 

The government sees the new law as 
vital props to its blueprint to turn Malay- 
sia into a developed country by 2020. De- 
fending the bill in parliament, Land and 
Cooperative Development Minister Tan Sri 
Sakaran Dandai said that existing laws 
were inadequate for the government's 
development requirements and that 
"dynamic steps are necessary" to achieve 
the 2020 target. 
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One area where government acquisition 
of land under the new law offers potential 
for disputes is the use of Malay land for de- 
velopment projects. These include the de- 
velopment of the northern Langkawi Is- 
lands for tourism, and the absorption and 
utilisation of Malay reserve land in Kam- 
pung Baru within Kuala Lumpur, apart 
from the takeover of land in dozens of vil- 
lages in Johor for the new causeway link 
with Singapore. 

The bulk of rural land remains in Malay 
hands, partly through inheritance, the pro- 
tective restrictions on sale of Malay reserve 
land and the Felda land rehabilitation 
scheme, whereby non-landed Malays were 
given parcels of jungle to clear and cultivate 
under the aegis of the quasi-government 
agency. 

But some farmland has been left idle, 
a growing phenomenon with the rural- 
urban drift. The government has various 
plans to utilise untended land, yet many 
Malays refuse to part with their heritage, 
seen as a trust for future generations. 
Such is the emotional bond of the Malay 
to his land that a whole corpus of litera- 
ture and movies has evolved around the 
theme of poverty-stricken families forced to 
mortgage their tanah pusaka, or inheritance 
land. 


The government wants to change this 
Malay attitude of clinging to land as their 
main, often only, asset. In a modern econ- 
omy, Malays are left without capital be- 
cause they refuse to sell their land to set up 
businesses, said Ghafar. 

Meanwhile, critics have also objected to 
reducing landowners' rights to mere legal 
quibbling over the amount of compensa- 
tion. The government's rationale in re- 
moving avenues of legal redress is to 
avoid delays in implementing projects 
it sees as vital to an industrialising coun- 
try. Although, as Datuk Dominic Puthu- 
cheary, the MP for Nibong Tebal pointed 
out, the constitution does protect land 
ownership, the amendments would make 
it harder for an individual whose land is to 
be acquired to fight for his rights against the 
state. 

As a safeguard, a few MPs suggested 
that a special land tribunal be set up in each 
state, to allow landowners to be heard, 
while sparing both parties the expense and 
delays of going to court. 

The DAP MP for Bayan Baru, Ahmad 
Nor, pointed out that the public would be 
more comfortable with the bill were the 
government to develop the land itself, 
rather than acquire it only to resell it to a 
third party, whose interests would be profit 
rather than the public good. To this, Ghafar 
replied that the government could not af- 
ford to provide the sophisticated infrastruc- 
ture needed today. "In the old days, we 
only needed to build schools, fire stations, a 
community hall," he noted. "Today, that is 
no longer enough." a 
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ome readers may recall my choking 
on my cornflakes in Sydney on 
reading that John Pilger had been 
| given an award for factual report- 
ing on television (REVIEW, 11 Apr.). I re- 
: called our own dash with Pilger in the early 
1980s over his "I-hired-a-sex-slave" story in 
| a British tabloid and the numerous objec- 
|». | tions to his recent film on Cambodia by a 
_ LUN agency, by Derek Tomkin, former 
|. British ambassador to Vientiane, Hanoi and 
,..| Bangkok and by others who had been al- 
==} eged by the Vietnam apologist Pilger to 
->f have aided the Khmer Rouge. In sub- 
_ | sequent letters Pilger defended what I had 
| called his “bilge” and Tomkin refuted his 
| allegations before the correspondence was 
-.| closed. 

oe For the record, the two men whom 
| Pilger had accused of aiding the Khmer 
. | Rouge (without, it appears, interviewing 
|. | them) have since brought a successful libel 
| action against the responsible television 
-=| company, Central TV, and have been 
awarded damages and costs totalling an es- 
timated £500,000 (US$845,000). 


A couple of weeks ago, I commented on 
the political obituaries of Margaret Thatcher 
and the contrast between her much-ad- 
.| mired adamantine single-mindedness on 
==} such issues as trade union power, the Falk- 
lands and the federalisation of Europe on 
| the one hand and her hardly mentioned 
| weakness in betraying Hongkong on the 
...| ether. I pondered the role played in push- 
| ing her into such uncharacteristic kow-tow- 
| [ping to Peking by the orientalists of the 
| British Foreign Office who have become 
| ambassadors to Peking and governors of 
. | Hongkong, particularly that of Sir Percy 
. | Cradock, her shadowy special adviser on 
| foreign affairs. I neglected to mention an 

even more egregious example of the For- 
eign Office persuading Thatcher to aban- 
don all principles in order vainly to curry 
favour with China's leaders: the refusal to 
give any sort of official reception to the 





. Even George Bush, who was also 
infected by the “let’s-all-propitiate-Pek- 

x” virus during his time in the Chinese 
pital, welcomed the Tibetan leader, 
ough not exactly handing him a white 





Like most politicians, Bush is trying to 
have it both ways. Defending his deter- 
mination to defy Congress and continuing 
to accord China a most favoured nation 
status, he argues that this involves no 
privileges, simply establishing normal trad- 
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Traveller’s Tales 


ing conditions (in which case, why call the 
status "most favoured"). However, when 
he accords the same status to the Soviet 
Union, he describes it as a gesture reserved 
for the closest friends and allies of the US. 


Bush continues to maintain another fiction: 
that the Gulf War was a brilliant military 
victory for the Allies. Before and during the 
assault, Bush repeatedly daimed that the 
people of Iraq were not the enemy, but it is 
painfully obvious to all but the Vietnam- 
syndrome-purged new US jingoists that 
Desert Storm inflicted the most damage, 
suffering and death on the Iraqi people. All 
around that central fact lies evidence of the 
Allies' defeat. Israel's arm has to be brutally 
twisted to persuade it to even talk about 
talking peace (and, having been so con- 
temptuous last week of the London 
Economist's pontifications on Asian non- 
democratic prosperity, I should pay tribute 
to its recent brilliant cover showing Yitzhak 
Shamir, Israeli prime minister, with the title 
‘Father of Palestine’). 

Meanwhile, the oil fires in Kuwait, its 
cruelly feudal regime restored, continue to 
burn and pollute; all-too-temporary “safe 
havens” are cobbled together for the Kurds; 
UN resolutions have to be invoked to jus- 
tify possible air attacks on suspected Iraqi 
nuclear facilities which the CLA and military 
intelligence services failed to identify dur- 
ing the war and are even less likely to pin- 
point now; and all the while Saddam Hus- 
sein — the ultimate but unadmitted target 
of Desert Storm — continues to strut on his 
Baghdad stage. It has been a heavy price to 
pay for the original hypocrisy: that the only 
object of the exercise was to liberate 
Kuwait. 

It is blindingly dear that the assault 
failed in all its important aspects, having 
been called off several days too soon in 
a paroxysm of indecision. The wimpish 
Bush was asked recently by a pressman 
whether he now thought it would have 
been better to have pressed on until the dic- 
tator was dethroned. Inflicting his usual 
collateral damage on the English language, 
Bush replied: "I wish 1 could answer affir- 
matively, but 1 wouldn't answer affirma- 
tively to your question unless I could also 
now, in retrospect, foresee what would 
have been different." 

I think he meant: “I didn't know then 
and I’m unwilling to admit it now." 


The journey to New Zealand by my old 
mate, Richard Solomon, now US Assistant 
Secretary of State, caused me (and, I am 
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sure, a couple of million Kiwis) to smile a 
wry smile. This is the first sign of any 
warming of relations between the two -7 
countries since 1984, when the New Zea- | 
land Government kept its electoral promise 
to ban nuclear-armed ships from its ports 
— and US navy vessels stopped their visits 
because they refuse to state whether they 
are carrying nuclear weapons or not. And 
so Washington sent Wellington to Coven- 


Japan, despite its official policy of not 
housing nuclear weapons on its soil, con- 
tinues willingly to maintain the farce of as- 
suming US naval vessels entering its har- 
bours carry only conventional weapons be- 
cause the Americans have not informed 
them that nuclear weapons are on board, 
and the Americans have not informed 
them because the Japanese have not asked. 
However, some reality threatens to break 
into this fantasy edifice of trans-Pacific 
hypocrisies: the residents of Yokosuka, 
port and host city to a large US naval base, 
are up in (non-nuclear) arms because they 
have just been informed that the American 
navy proposes to replace the US aircraft 
carrier Midway, hitherto stationed there, 
with the even bigger, 60,000-tonne flat-top 
Independence. 

The news of Solomon's trip reminded 
me of a throwaway line in a Newsweek 
artide last 29 April on the looting of 
Mogadishu as the civil war in Somalia | 
raged on. Diplomats had fled the country 
last January, the Americans abandoning 
their luxurious embassy. The article con- 
tinued: “Equipped with a nine-hole golf 
course, tennis courts and swimming pools, 
the US$35 million complex was a by-pro- 
duct of the Cold War. But superpower 
rivalry in Africa was already fading by the 
time the embassy was completed in 1989. 
Washington no longer needed to coddle a |. 
despot like President Mohammed Siad | 
Barre..." 

The magazine did not explain how a 
dictator was "coddled" by the erection of a 
resort-like embassy for the delectation of 
US diplomats, but the passage did under- 
line the stupidity of many of the policies 
adopted with a Cold War rationale. East Af- 
rican dictators playing the US off against 
Moscow were coddled; others with greater 
claims on the friendship and protection of 
the "Land of the Free" — democratic coun- 
tries whose governments were implement- | = 
ing the wishes of an electoral majority — | 
were pressurised and isolated. The Kiwis - 
deserve an apology, and I trust that will be 
the judgment of Solomon. u 
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INDIA 31 


Kashmins trapped between troops and terrorists 


Fire in the valley 


By Hamish McDonald in Srinagar 


At Rustam, an Indian 
army post on the line of 
control dividing Kashmir 
southwest of here, all is 
professional and proper. 
The helicopter sneaks in 

mm under cover of the moun- 
tainside to a B pad. A neat path leads 
up to the trenches and bunkers on the 
ridge where Gurkha soldiers peer through 
binoculars at the pine forests across the val- 
ley. Sector commander Brig. V. L. Gunjikar 
is waiting to brief. “Come, before the wea- 
ther packs up.” 

The nearest Pakistan army position is 
about 1,000 m away, though forward posi- 
tions elsewhere are sometimes only 200-300 
m apart. The line of control allows for scant 
separation, plunging up and down the 
steep slopes of the Pir Panjal range. Gun- 
jikar points rather wistfully to a V-shaped 
notch in the opposing ridgeline: “Hajipir 
Pass. We captured it in the 1965 war, but 
gave it back in the Tashkent agreement.” 

Exchanges of fire are frequent, and the 
troops move around under cover. Here it is 
machine guns and rifles; elsewhere the two 
sides have accused each other of joining in 
with artillery. It is hard to tell what casual- 
ties are inflicted. “Only if you drop a man 
in the open can you make it out,” said Gun- 
jikar. India keeps 200,000 soldiers defend- 
ing this northwestern bulge in its territory 
— the unresolved business from the parti- 
tion of India in 1947 and three wars with 
Pakistan since then. 

In the past two years, the contest has 
taken a new turn. Disenchanted with the 
political process in Jammu and Kashmir, 
thousands of Kashmiri youths crossed the 
line of control into the Pakistani sector of 
Kashmir. Since then, they have been 
sneaking back with Kalashnikov rifles to 
wage guerilla war against the Indian state 
from the shelter of an alienated population. 

At Rustam, the infiltration is a deadly 
version of hide and seek. The roadheads on 
either side of the line are only 3-4 km apart 
here, so the sector is favoured for carrying 
arms and explosives across. The Kashmiri 
militants are pushed across, under covering 
fire by Pakistan army positions. The object 
is to reach an empty house on the Indian 
side and hole up until the chance comes to 
slip down the valley and merge into the 
local traffic. If the infiltrators meet an Indian 
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patrol, the game is usually up: "We are bet- 
ter trained than they are,” ‘said Gunjikar 
simply. | 

Further north along the line, the em- 
phasis is on smuggling men rather than 
materiel, and the militants have been com- 
ing across in large well-armed groups and 
have lost dozens of men in prolonged gun- 
battles with the army. Despite frequent 
round-ups of suspects, Indian authorities 
estimate about 2,500 armed militants 
are at large inside the Kashmir valley and 
some 5,000 under training on the Pakistani 
side. 

Up on the line of control, the Indian 
military has a good idea who are the locals, 
and turns a blind eye to cross-border visits 
by divided families and communities. But 
down in the valley, the distinctions blur be- 
tween civilian and guerilla. As the militants 
have stepped up their hit-and-run cam- 
paign, the civilian population sheltering 
them has often taken the brunt of the reac- 
tion. And though the army tries to keep its 
distance from this part of the conflict, its 
reputation is starting to suffer. 

For the most part, the dirty work is left 


Boundary 
claimed 
by India 





to two paramilitary forces, the Border Sec- 
urity Force (BSF) and the Central Reserve 
Police Force (CRPF), who together have as- 
signed about 10,000 troops to Kashmir 
since early 1990. The BSF and CRPF essen- 
tially perform garrison duties in the towns, 
sitting in sandbagged bunkers at street cor- 
ners or patrolling the streets. As such they 
are exposed targets for snipers, who can 
duck back into the narrow lanes of 
Srinagar. Recruited from all over India, and 
mostly of different religions from Kashmir's 
Muslim population, the BSF and CRPF have 
come to regard all Kashmiris as potential 
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enemies. In turn they are looked upon as 
an occupying force. 

The resulting frustration, combined 
with poor discipline and training, has led to 
numerous excesses and atrocities 
though Kashmir Governor G. C. Saxena 
said the incidence is low given the provoca- 
tion. Sniping casualties have been followed 
by wild shooting at civilians by the para- 
military on several occasions. Whole neigh- 
bourhoods have been burnt down in re- 
prisals, women raped and valuables stolen. 
One of the most notorious examples was 
the gang rape by BSF troops of a bride on 
her way to her wedding at Anantnag last 
May. 

The paramilitary forces are also known 
to pluck Kashmiri youths off the street for 
interrogation. According to many accounts 
by ex-detainees, several days of beatings 
and electric shock torture follow at interro- 
gation centres. The Terrorism and Dis- 
turbed Areas Act gives authorities the 
power to detain suspects up to two years. 
Kashmir Inspector-General of Police J. N. 
Saksena said 8-9,000 people had been ar- 
rested since January 1990, of whom about 
1,400 were still being held. 

It is not just Kashmiris who suffer from 
excessive force and corruption from police 
and paramilitary units; Indians elsewhere 
also do. The fast-burgeoning paramilitary 
forces are the easy answer to a host of po- 
litical failures, but in the Indian conscious- 
ness the army is different, embodying high 
professional standards. When the army is 
blamed for excesses, especially by foreign- 
ers, even the government reacts sharply. 

Yet some serious violations have been 
alleged against the army when it has been 
called out to restore peace; the behaviour of 
the paramilitary also rubs off on the army. 
Some times the complainants confuse the 
issue. Foreign observers, and even many 
Kashmiris, often do not distinguish be- 
tween the forces. 

When particularly bad incidents have 
emerged, the Indian authorities have prom- 
ised swift investigation and trial. In an in- 
terview in June, Kashmir police chief Sak- 
sena insisted that uniformed el 
were subject to the Indian Penal Code and 
would be tried in open civilian courts. But 
in a more recent interview, Governor Sax- 
ena said Kashmir’s courts were too intimi- 
dated by militants to produce a fair verdict. 

The Army Act gives the military the op- 
tion to take over cases and refer them to 
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courts martial, whose proceedings are not 
disclosed for reasons of preserving morale 
among the troops. The paramilitary forces 
apparently have the same option. Saxena 
defends the court martial path as likely to 
produce swifter and more retributive jus- 
tice. But this has yet to be demonstrated. 

Swiftest justice has come in the case 
of a Canadian woman tourist, picked up off 
the streets of Srinagar last October and 
allegedly raped by two army officers sec- 
onded to the National Security Guard, a 
paramilitary force. A court martial began 
last month, behind dosed doors but ob- 
served by the Canadian High Commission. 
The Anantnag bridal rape case, which hap- 
pened five months earlier, has yet to reach 
court. Saxena said inquiries were com- 
pleted but the BsF command was still decid- 
ing whether to refer the case to courts mar- 
tial or civilian courts. This was a more com- 
plex case — the victim was unable to iden- 
tify her alleged attackers, unlike the Cana- 
dian woman — but it is hard not to draw 
the conclusion that diplomatic pressure 
tells. 

The inadequacies of legal and adminis- 
trative controls against security force exces- 
ses have been highlighted in a new report 
by the Press Council of India, an autono- 
mous body, which was asked by the army 
to investigate what it felt were exaggerated 
media reports about alleged military exces- 
ses in Kashmir. 

The report is generally forgiving, and 
has been condemned by many Kashmiris 
and Indian human-rights activists as a 
whitewash because it completely exoner- 
ates the army in one widely publicised and 
contentious case: the alleged mass rape of 
women by soldiers at Kunan-Poshpora vil- 
lage in February. But the report is critical of 
military justice behind closed doors, and 
makes the point that open, exemplary 
punishment would serve the government 
better in the circumstances of Kashmir 
where an alienated population has to be 
won over. 


INDIA 2 


Army battles charges of rape and torture 


Test of honour 


There are some agreed 
facts about what hap- 
pened at the village of 
Kunan-Poshpora, near 
Kupwara, on the night of 
23-24 February this year. 
Some 160 soldiers and 
nine officers of the 4th Rajputana Rifles, 
from the Indian army's 68th Brigade based 
some 15 km away at Palzgam, threw a cor- 
don around the village and mounted a 
search for hidden militants and arms. 
Beyond this, there are two radically differ- 
ent versions about subsequent events. 
According to the army account, the op- 
eration went by the book. Two state police 
officers from Trehgam were brought along 
as observers. Houses named by an in- 
former were searched and the male occu- 
pants interrogated by the army officers, 
headed by the battalion commander. 
Their information led to the seizure 
of two AK47 rifles, a pistol and a hand- 
grenade. During the course of the opera- 
tion, the village elders signed a "no-objec- 
tion certificate"; the brigade's medical officer 
opened a makeshift clinic, which several 
local women attended, and the brigadier vi- 





INTERVIEW 


War by 
proxy 


sited the troops and met villagers. No com- 
plaints were made. 

However, the villagers tell a different 
story. They say the army assembled the vil- 
lage men in a school for interrogation, 
where they were ducked in buckets of icy 
water mixed with chilly-powder, beaten 
and given electric shocks. At the same time, 
other soldiers forced their way into houses 
and raped women of all ages and condi- 
tions. In the morning, the elders were 
forced to sign the no-objection certificates 
under duress, and no one attended an 
army clinic. 

Several inquiries later, these allegations 
remain. Village headman Aziz Shah and 
other elders said they went to complain to 
the 68th Brigade commander on 27 Feb- 
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G. C. Saxena was the 
head of the Research 
and Analysis Wing, 
India’s external intelli- 
gence agency, before his 
assignment in May 1990 
as governor of Jammu 
and Kashmir. With political processes sus- 
pended since January 1990, Saxena is the 
government in the state. While keeping 


Gurkha looks into Pakistani Kashmir. 

The annexed list of courts martial to date 
in Kashmir is not impressive. There are 
only seven cases, and the punishments in 
the two most serious cases none too 
exemplary. Two suspect militants detained 
last December during a cordon and search 
operation near Rainawari died in an army 
cell from cold, inadequate attention and 
excessive force in interrogation. The army 
officer accused has simply been served 


Basically the situation remains the 
same. Though it is difficult, the militants 
have not been able to change the situation 
materially in their favour. They haven't 
dominated any area, or liberated any part 
of the territory, and don't make move- 
ment or other things difficult for us. Since 
we are dealing with a few thousand inside 





notice of "administrative action" in which 
the most severe punishment is dismissal. 
The non-commissioned officer accused 
received “displeasure” on his record. In 
another serious case, an officer charged 
over the death of six civilians in "cross-fir- 
ing" at Pulwama last December after his 
convoy was ambushed by militants re- 


ceived a "severe displeasure" — which 
means he is not considered for promotion 
for three years. . 
24 


tight controls on security forces and pur- 
suing armed militants, he has toned down 
many of the harsh clamps on the popula- 
tion imposed by his predecessor. But 
numerous excesses by security forces con- 
tinue. In an interview with New Delhi 
bureau chief Hamish McDonald, Saxena 


talks about his task: 


What is your assessment of the political- 


military situation in Kashmir? 
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the valley, and a few thousand across the 
border, and a huge quantity of arms avail- 
able to them, they have a significant capa- 
bility to strike at not only the security 
forces but other targets. But they have not 
been able to achieve much, and we have 
maintained pressure. We have accounted 
for the top leadership of most of the major 
militant organisations: the top three in the 
Jammu and Kashmir Liberation Front, the 
chief of the Muslim Janbaz Force, the top 
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ruary. The army said they 
made no clear complaint to 
him. On 5 March, the villagers 
gave up waiting for the army to 
respond and sent word to Dis- 
trict Magistrate Syed Moham- 
mad Yasin at Kupwara. Yasin 
visited Kunan-Poshpora on 5 
March, took statements from 23 
women who said they had 
been raped, some repeatedly, 
and filed a report to authorities 
in Srinagar. 

Alerted by this, the army 
sent a brigadier from another 
unit to Kunan-Poshpora to in- 
vestigate. He concluded the al- 
legations were a concoction. 
The allegations then surfaced 
publicly when The Telegraph of 
Calcutta published a report from 
its Srinagar correspondent on 14 March, 
which the army denied the same day. 

On 18 March, then Kashmir divisional 
commissioner Wajahat Habibullah, an offi- 
cial directly below the governor, went to 
Kunan-Poshpora to ensure the case was 
being properly handled. Habibullah said 
his five-page report, never released by the 
government, pointed out several discre- 
pancies in the evidence. 

He questioned why it had taken the 
villagers so long to complain? Why the 
number of alleged rape victims fluctuated 
between 23 and 53? How could so many 
rapes be committed by the number of sol- 
diers in the village? Why had some of the 


four of Hizbullah and even a sizeable 
number of area commanders in Hizbul 
Mujahideen. 


But don't the militants still control some 
parts of Srinagar, and don't they still 
have the hearts and minds of the people? 

I don't think their hearts and minds are 
with the militants. They may still want 
azadi (independence) and be unhappy 
with the rest of India — that alienation, 
yes. But that they are enamoured of the 
militants is not correct. They are now se- 
eing the ugly face of militancy: extortions, 
intimidations, interference in personal af- 
fairs like forcing marriages on families, 
killing of innocent people. There is also in- 
creasing disenchantment with Pakistan, a 
feeling that they have been used. The 
proof of this is in the 460 Pakistan-trained 
militants who have surrendered with their 
weapons. 

This shows there is a lot of rethinking 
and divisions among militants. They have 
killed 650 civilians since last year, 10 
former legislators, former ministers, even 
the editor of Al Safa [A Srinagar news- 
paper]. Who are they afraid of? The point 
is they are trying to silence any voice they 
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Kunan-Poshpora headman speaks about alleged attacks. 


alleged victims visited the 68th brigade doc- 
tor's regular clinic with routine complaints a 
few days later? Why did it take three weeks 
before a medical examination of the alleged 
rape victims was conducted? How could 
officers overlook such behaviour close at 
hand? 

Despite his professional  sceptism, 
Habibullah was troubled by the anger he 
saw. "I did not buy the story that so many 
women had been raped. There may have 
been a few. But these findings i 
deeper investigation,” Habibullah told the 
REVIEW. He also made a number of recom- 
mendations which the army had adopted: 
no more night searches and the presence of 


think can give direction to the change in 
the mood of the people, who are fed up, 
who are caught between the security 
forces and the militants, and suffer. 


Do you agree the Kunan-Poshpora case is 
part of a propaganda campaign? 

The position is that in the current envi- 
ronment anyone can be made to say any- 
thing under pressure. You have to test 
oral testimony against the circumstances. 
In Kunan-Poshpora they were such as to 
cast doubt on the veracity of witnesses 
produced and make their whole story un- 
believable. You may talk of rule of law 
and judicial inquiries, but they are not 
really feasible. I tried to hire six top 
lawyers a few months ago to defend gov- 
ernment cases but they were all 
threatened and forced to resign. I'd like to 
see the judge go there and say the whole 
thing is false. He would not live to see the 
next sunrise. 


Will we ever get to the bottom of Kunan- 
Poshpora? 

There is so much distortion. Do you 
think troops would be allowed to carry 
liquor? I know what the Indian army is. 1 
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a magistrate during such opera- 
tions. 

But Habibullah's principal 
recommendation seems to be 
facing a bureaucratic burial. 
Shortly after he filed his report, 
Kashmir Chief Secretary Vijay 
Kapur told local journalists the 
report had totally dismissed the 
rape allegations. Since then, 
other officials in New Delhi and 
Srinagar have insisted that 
Habibullah's report found there 
was “nothing in it.” 

From an old Indian Muslim 
family in Lucknow, Habibullah 
had spent large stretches of his . 
career in the elite Indian Ad- 
ministrative Service (IAS) in 
Srinagar and spoke Kashmiri. 
He had become a channel for 
public grievances. 

Habibullah also said he was far from 
biased against the army, pointing out that 
his father had been a general. In early June, 
he was transferred to New Delhi. 

The police officer assigned to investigate 
the case, Assistant Superintendant Dilbagh 
Singh of Trehgam police station, has been 
given extensive leave since, police at the 
station said. On 10 July, he was promoted 
and reassigned to a station on the other 
side of the state, apparently without com- 
pleting his investigation. At the end of July, 
Kupwara magistrate Yasin was demoted to 
a routine desk job in Srinagar. About a 
month after the Kunan-Poshpora incident, 
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know it can compare with any army in the 
world as far as discipline, control and 
leadership are concerned. They are talking 
about the Indian Army, not some ragtag 
army or banana republic. 

In the vast majority of the remaining 
cases they acted in a measured way. In a 
few cases there was overreaction, wrong- 
doing, and we instituted inquiries and re- 
gistered criminal cases. But you must see 
what is the genesis of this. Who has 
trained thousands of people? Who has 
sent massive quantities of arms? We have 
recovered 2,200 AK47 rifles, 200 machine 
guns, 400,000 rounds of ammunition, ton- 
nes of explosives. 


This is Pakistan's doing? 

When I say proxy war, who is doing it? 
Just pulling the strings from behind by 
people who have nothing to lose. Our 
plans for tourists to come have been shat- 
tered. The whole Uri hydroelectric project 
has been jeopardised [by the kidnapping 
of two Swedish engineers working on it]. 
People here want foreign tourists to come. 
It is just the people who have no sensitiv- 
ity for public feeling who are calling the 
shots. " 


REGIONAL AFFAIRS 


the Rajputana Rifles were shifted out of the 
area to Sopur, and have been transferred 
again. 

A Press Council of India team led by B. 
G. Verghese, a widely respected and liberal 
journalist, was invited by the army to in- 
vestigate the reporting of alleged excesses. 
It visited Kunan-Poshpora in June, and un- 
like other journalists was allowed to inter- 
view army personnel who were involved in 
the disputed operation. It concluded the 
Kunan-Poshpora incident was "a massive 
hoax orchestrated by militant groups and 
their sympathisers and mentors abroad" to 
get Kashmir back on the international 
agenda. 

However, the Press Council report is 
highly dependent on one apparent discre- 
pancy in the accounts by the alleged vic- 
tims. Yasin's original statement records 
Zarifa, 24, as saying she had been gang- 
raped four days after the birth of her son. 
Verghese said Zarifa repeated this in an 
interview to camera in an unsourced 
documentary video about the incident, ap- 
parently made by militants. She maintained 
to Verghese — and to the REVIEW — that 
she was beaten and raped by five soldiers 
two days before the birth, and her baby 
was born with a broken arm. Hospital re- 
cords confirm this version of the timing and 
the baby's injury, if nothing else. 

The two state police constables, Abdul 
Ghani and Bashir Ahmed, who accom- 
panied the army during the operation con- 
firm the villagers' story. They said that men 
screamed from the interrogation centre, 
and some staggered out scarcely able to 
walk. They also heard cries for help from 
women in the houses all night. 

The Press Council team dismissed this 
evidence as "incredible" because the two 
constables did not immediately inform the 
Rajputana Rifles’ officers, or take it up 
through official channels later. Bashir 
Ahmed said they did inform the command- 
ing officer on the spot, though no action 
followed. He had given a full statement to 
Singh and felt he had done his duty. 


Tourism hit by insurgency; paramilitary patrol 
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in Srinagar. 


The Press Council report is sketchy on 
details about the disposition of troops in 
and around the village during the opera- 
tion. Although Verghese said all nine offi- 
cers were interviewed individually, there is 
only a single army version of events pre- 
sented in the report. No army personnel 
are named, though all alleged rape victims 
are clearly identified. To bolster the case for 
a hoax, the report makes much of the par- 
tisan bias and exaggeration in accounts by 
various Kashmiri sources and an all-perva- 
sive reign of terror by militants. 

But as outsiders and privileged mem- 
bers of Indian society, the Press Council 
team may have discounted fears which in- 
hibited immediate complaints. There is the 
fear of ordinary Kashmiris who know from 
the number of deaths in “cross-firings” and 
“encounters” that the security forces can 


sometimes get away with murder. There is 
also the fear of the social stigma of rape. 

The Press Council countered by saying 
no stigma exists if everyone knows the alle- 
gations are false, which could explain the 
willingness of the Kunan-Poshpora villa- 
gers to parade its rape victims and drum up 
maximum publicity. Some knowledgeable 
sources speculate that a small number of 
women and girls may have been raped, 
and that other women decided to step for- 
ward to prevent them being singled out for 
discrimination. 

Justice V. M. Tarkunde of the Coordina- 
tion Committee on Kashmir, a New Delhi- 
based human-rights group, thinks only a 
full judicial inquiry by à Supreme Court 
judge will find the truth and determine 
who has been dishonoured — the villagers 
or the army. 8 Hamish McDonald 





INDIA 3 


New Delhi tries to restart the political process 











By Rita Manchanda in New Delhi 


Jammu and Kashmir did 
not go to the polls with 
the rest of the country in 
the May-June elections, 
having been under direct 
presidential rule since 
January 1990. But with a 
new Congress government in New Delhi, 
there are now high expectations of the po- 
litical process being revived. 

Local politicians belonging to the state's 
once-dominant National Conference party 
(NC) and its Congress ally are in New Delhi 
seeking to influence the eventual shape of 
an "action plan" for the valley said to have 
been drawn up by the late Congress leader 
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No middle ground 


Rajiv Gandhi just before his 21 May assas- 
sination. 

The question is how to reanimate the 
political process after 18 months’ suspen- 
sion, in an insurgency-wracked state where 
the people are often caught between the 
militants and the security forces. Further, 
many politicians who might have provided 
a middle ground are in prison and the civil 
administration is demoralised and practi- 
cally non-existent. Governance has been 
surrendered to the imperatives of the sec- 
urity forces, who tend to regard all Kash- 
miri Muslims as militants. 

The once-popular groundswell of sup- 
port for azadi (independence) has given 
way to a disillusioned weariness in the face 
of the increasingly criminal activities of the 
militants and Pakistan's exploitation of the 
Kashmiri cause in a proxy war with India. 
But popular alienation from the Indian state 
remains, further reinforced by the alleged 
excesses of the security forces who sym- 
bolise the Indian state in the valley. 

In the war against the militants, Gover- 
nor G. C. Saxena can cite an impressive 
number of top militants killed or captured. 
Moreover, the security forces have been 
emboldened by internecine fighting among 
the militants. These factional disputes were 
illustrated by slogans aimed against Pakis- 
tan and the strongest fundamentalist group 
it supports, Hizbul Mujahideen, during a 
procession to mourn the Hizbul's killing of 
a militant belonging to the Jammu and 
Kashmir Liberation Front (JKLF) The 
Front's espousal of the independence op- 
tion is not accepted by Pakistan. 
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note contrül 


| The July. general elections in Azad Kashmir 

- and. the resulting turmoil emphasised the 
. similarity in the way Islamabad and New 
| Delhi have treated their respective Kashmirs 

. ever since the state was split between them 

i following the. 1949 UN-sponsored cease- 
fire. 














f  SBaccessive administrations. in Islamabad have refused to 
.. allow Azad Kashmir to be ruled by any party other than 
their own supporters. Regardless of constitutional fictions, 
-Pakistan has given short shrift to the state’ s democratic institu- 


ions. - 


Under. Pakistan’ s constitution, Azad. Kashmir is not part of 
Pakistan. It has its own constitution, president, prime minister, 
state flag, judicial system and army. Since Islamabad insists that 
a UN-supervised plebiscite should be held to let the people of 
both Kashmirs choose between itself and New Delhi, it does not 
wish. to alter this de jure status. 

The de facto position, however, is that Azad Kashmir is little 
different from any of the federating units of Pakistan. Islamabad 
exercises full control over the state’s budget, military forces and 
bureaucracy. 

In keeping with the constitutional fiction, political parties in 
Pakistan have refrained from opening branches in Azad 
` Kashmir, though all major Pakistani parties have their surro- 
gates there. The oldest political party in the state, the All Jammu 
and Kashmir Muslim Conference, functions as the Azad 

Kashmir branch of the Muslim League or of whichever ruling 










The only party to ignore this rule 
Party (PPP) which form mally set tup: 





minor party, won a slim majority. to form : a 
Raja Mumtaz Rathore as premier. ME 
The dismissal of Benazir Bhu 
lamabad in August 1990 led to pe 
Rathore. He survived until early [e 
could erode his parliamentary majority, he cal 
tions without consulting the party high. command 
later told by Rathore that he had received a firm as 
impartiality from Islamabad. rc 
In the event, no one from the PPP except Rathore h 
won a seat; the remaining 48 seats in the legislature went othe . 
Muslim Conference. Rathore, condemning the elections as 
fraudulent, said he would hold fresh polls. He also sacked the — 
chief secretary — the state's top bureaucrat — and the police = 
chief. Islamabad retaliated by announcing his dismissal and ar- 
resting him. He was brought to Islamabad where, considerably ^. 
chastened, he was released a few days later. : 
Azad Kashmir President Sardar Abdul Qayum resigned to 
take over as the new premier, while his job was filled by 
speaker Ishaq Zafar, as allowed under the state constitution. 
Subsequently, a meeting of the newly elected legislators, hur- 
riedly arranged by Islamabad, duly chose Qayum as. the new 
premier and elected a speaker to replace Zafar. mb E 
The Azad Kashmir PPP's protests against these moves were 
short-lived but the issue of democratic rights is far from resol 
ved. Although Azad Kashmir is far better integrated into the na- — 
tional polity than the other Kashmir is with India, Islamabad He 













‘dique in Islamabad has been willing to adopt it during periods 


(M filitary rule. 


A recent spate of kidnappings involving 
foreign tourists also reflects a sense of des- 
peration among the militants, according to 
Saxena. But its mirror image is the govern- 
ment’s own desperation. By excessive re- 
liance on armed force the authorities have 
strengthened the resolve of the valley's 
people. 

Meanwhile the militants continue to run 
the valley, while the Kashmiri Muslims — 
who as engineers, teachers, doctors, clerks 
and policemen form the core of the civil ad- 
ministration — are branded as traitors by 
the militants and collaborators by the sec- 
urity forces. 

While Srinagar is full of rumours of a 
shake-up in the Saxena administration as a 
prelude to a political initiative, it is believed 
the governor's three advisers drawn from 
the civil service are likely to be replaced 
by politicians. Whether Saxena is himself 
moved will depend on the fall-out from the 
kidnapping of a senior Indian Oil Corp. of- 
ficial — he has powerful allies in the 
bureaucracy including his brother, cabinet 
secretary Naresh Chandra. 

In an effort to revitalise the demoralised 
administration, the governor recently re- 
called two senior civil servants who had 
been moved out of the state because of 
their empathy for the Kashmiri peopie. But 
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the move was seen as cosmetic as long as 
the present set-up of the governor and his 
advisers remains in place. At the heart of 
the issue is the need to replace the hated 
outside paramilitary forces with the Jammu 
and Kashmir police, who were pushed into 
an auxiliary role when central rule was im- 
posed. However, this has been firmly re- 
sisted because of doubts about the loyalty 
of the state police. 

The Indian Government's position is 
that the problem of militancy cannot be 
solved by violence. This is in line with 
former prime minister Chandra Shekhar's 
announcement that he was prepared to talk 
to the militants. In support of the official 
view Inspector-General of Police J. N. Sak- 
sena suggested to the REVIEW that detained 
militant leaders, like Babar Badr, had indi- 
cated that there was a limit to what the gun 
could achieve. 

But militants who are at large are adam- 
ant that, short of independence, no political 
dialogue, is possible. The JKLF's Jarved Mir 
emphasised that, despite differences be- 
tween the militants who support union 
with Pakistan and the JKLF which is for in- 
dependence, the common enemy remains 
India. There is also intense opposition for 
reviving a political process led by former NC 
chief minister Farooq Abdullah. 
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may yet come to me its overkill in the electoral exercise. 


“His family has betrayed the Kashmii 
people,” a spokesman for Al Umar said. __ 
Symbolising the hostility towards the first — 
family of the valley is the fact thatthe tomb = 
of the patriarch of Kashmir, Sheikh Abdu — 
lah and Farooq's father, is under perma- 
nent guard. 

Nevertheless, Farooq and the NC com |. 
tinue to be New Delhi's favoured option for © 
restoring normalcy in the valley. Gandhis — ~ 
“action plan" for Kashmir envisaged an ad- = 
ministrative, economic and political pack- == 
age, while talks with the militants were not ^ . 
ruled out. - 

Complicating the political scene is the . 
pressure being mounted by Jammu-based — 
Congress party figures who are pushing for ` 
the party to distance itself from the NC, 
which they argue has become a liability 
for them and has enabled the Hindu | 
nationalist Bharatiya Janata Party (BIP) to | 
erode the Congress’s support base in 
Jammu. 

The BJP, the biggest opposition group in — 
India's parliament, is likely to oppose any - 
move by the minority government to talk to _ 
the militants. Most political observers be- 
lieve the proposal to set up people's com- - 
mittees will remain a non-starter unless the ` 
militants are involved in the political pro- 
cess. E 
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WELFARE 


Grim prospects for the Philippines’ ‘best national treasure’ 


Suffer little children 





By Susan Blaustein in Manila 


he children are “the greatest assets 
| | | of this nation," President Corazon 





C. Aquino has proclaimed. They 

had better be, considering their 
numbers in this desperately poor ar- 
chipelagic nation. And, if present popula- 
tion growth trends continue, there will be 
three times as many Filipino children by the 
year 2020. 

Last December Aquino launched a new 
"National Plan for Children" to "promote 
the welfare and protection of our best na- 
tional treasure." But the millions of or- 
phaned, abandoned, abused, exploited and 
disabled Filipino children have yet to bene- 
fit much from the benevolence of their "Tita 
(Aunt) Cory," as she is often called. 

An ardent Catholic, Aquino has been 
unwilling to take on the powerful Catholic 
Church on the issue of birth control. A lais- 
sez-faire democrat, she has refused to arm- 
twist her recalcitrant congress. A member 
of the economic and social elite, she has lit- 
tle perspective on such critical issues as 
family planning, hygiene, nutrition, sanita- 
tion, foster care or adoption. 

Her priorities show in the bottom line of 
her budgets. In a first flush of enthusiasm, 
the newly installed president in 1987 in- 


Not a cage; 
a playpen 


Waterlily Cottage smells like a barnyard. 
Flies swarm everywhere. The cottage's oc- 
cupants, 40 retarded cerebral palsy vic- 
tims, often must share the slatted cribs in 
which they are cooped all day, and even 
the spoon with which they are fed. 
Waterlily is one of the eight poetically 
named cottages at Elsie Gaches Village in 
suburban Manila, the Philippines' only 
entrun home for mentally 
handicapped children. The catalogue of 
woes among the centre's 331 inmates is 
rich and varied: mongoloidism, hydro- 
cephalus, autism, malnutrition-induced 
brain damage, epilepsy and lots more. 
Aside from misery, though, every- 
thing else is scarce at Elsie Gaches. Fund- 


creased the allotments for government 
child-care institutions, which are adminis- 
tered by the Department of Social Welfare 
and Development (DSWD). 

But appropriations have been halved at 
the biggest state-run child-care facilities 
since 1989, even as inflation has galloped to 
nearly 20%, administrators report. Not that 
social services have been singled out for 
belt-tightening, officials note defensively. 
Budgetary austerity is government-wide. 
Indeed, the largest single allocations (aside 
from debt-service payments) still go to 
health and education. 

The government can point proudly to 
some results from these outlays: a steady, if 
slight, decrease in foetal and infant mortal- 
ity and a successful childhood immunisa- 
tion programme. Aquino, with the support 
of several non-government organisations 
(NGOs), also launched a nationwide pro- 
gramme to offer food, counselling, training 
and temporary housing to street children. 

The NGOs’ involvement jibes with the 
president's much-touted Kabisig (hand-in- 
hand) movement, launched a year ago to 
resurrect the cooperative spirit of her 
“people power” revolution. Aquino has lit- 
tle choice but to turn to the private sector: 
without their financial backing, govern- 
ment social welfare facilities would be hard 


ing and manpower are in short supply by 
continual budget cuts. Even drinki 
water is diverted away from the centre’s 
crumbling and sometimes contaminated 
plumbing system in order to supply the 
needs of newer luxury housing develop- 
ments nearby. 

Under the circumstances, custodial 
care may be about as much as can be 
hoped for. But Elsie Gaches staffers are 
poignantly aware that not all the inmates 
are as bad off as their treatment at the 
centre would suggest. Physician Joselito 
Tino pauses on his rounds beside the 
small crib where Melanie Padrino has lain 
on her back since her arrival in 1989. 

“What do you have?” he asks her in 
Tagalog. “Meningitis,” she replies. “What 
else?" “Hydrocephalus.” Clearly, the 
eight-year-old girl — who receives almost 
no therapy — can talk and respond, un- 
like the glazed and speechless children 


around her. 
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pressed to maintain even the woefully in- 
adequate level of service they now provide. 

The pSwp's Bureau of Child and Youth 
Welfare says 10 million children — 16% 
of the total Philippine population and 
25% of the nation’s children — are liv- 
ing "in dangerous circumstances." That 
euphemism translates into an estimated 3.7 
million child labourers and another 1.2 mil- 
lion street vagrants. Hundreds of thousands 
more live "in situations of armed conflict." 
But only some 7,000 abandoned or neg- 
lected children are presently housed in gov- 
ernment institutions. 

Still, social workers at these institutions 
report a marked increase in admissions in 





Waterlily infants at play. 


A few children — all too few — can be 
spared Melanie's fate through the inter- 
cession of groups like the Norfil Founda- 
tion, a Norwegian-aided family welfare 
agency. Norfil executive director Beth 
Pangan cites the case of a blind, palsied 
and supposedly autistic seven-year-old 
whom the agency saved from a “cage” at 
Elsie Gaches. 

“They said they had to tie him to the 
crib because he was wild,” Pangan relates. 
“I said, “He is wild because you tie him’!” 
Now in a foster home, the boy already 

Lita Fullerton, director of a private 
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the past two years. They attribute this to 
the worsening national economic crisis that 
has forced more and more impoverished 
parents to surrender their children. 

Adoption is not a solution for the 
throngs of uncared-for children. Filipino 
couples readily take in young relatives in 
need, but they are reluctant to formalise 
those relationships by legally according 
their surnames and inheritance rights. 

They are far less inclined to raise unre- 
lated children — especially if they are dis- 
abled, dark-skinned, older or of unknown 
parentage. Adoption prospects are slim for 
children of convicts, prostitutes, deranged 
persons or incestuous relationships, a social 
worker explains; Filipinos “continue to be- 
lieve in the bad seed,” she said. 

Other would-be adoptive parents are 
put off by the stigma, in this “macho” so- 
ciety, of implicitly admitting that they can- 
not bear children. This plus the US$400-600 
lawyers’ fees and the inevitable entangle- 
m of paperwork and court proceed- 


"NOE is it easier for foreigners to adopt 
children here, especially after a few widely 
publicised incidents in which Filipino child- 
ren were taken abroad only to fall victim to 
pedophiles, child-prostitution rings, racial 
discrimination and other forms of abuse. 
The Aquino government, in a burst of 
nationalism, revised the Family Code in 
1987 to forbid adoption by foreigners in 
the Philippines, obliging would-be foreign 
adoptive parents to conduct the procedures 
in their home countries. 

Last year, only about 450 such adop- 
tions were concluded. As for adoptions in- 
side the Philippines, DSWD estimates that 
merely 10% of last year's 2,333 legal adop- 
tions were of children unrelated to the 


home for the handicapped called Chosen 
Children, had brain scans run on two 
boys diagnosed as hydrocephalic and re- 
ferred to Elsie Gaches. Both tested nor- 
mal. They were simply malnourished, she 
says, which is why their heads looked so 
large. Now, the boys are on their way to 


the top administrator at Elsie Gaches, feels 
the institution is unjustly maligned. It is 
not that there are not enough beds, she 
maintains; there is not enough space to 
put them in, so patients have to double 
up. And the floor-to-ceiling bars in lieu of 
walls on the cottages are there just to let in 
more fresh air for the inmates. Not a 
"cage," she insists, "just a playpen." 
Besides, Salud maintains, the institu- 
tion has improved in the 11 years she has 
worked there. For instance, she has now 
hired a speech therapist (who is, how- 
ever, away in the US on a two-year grant). 
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adoptive parents. Such numbers pale next 
to the tens of thousands of children either 
in institutions or abandoned and abused on 
the streets of Metro-Manila. 

Some blame the children's plight on Fer- 
dinand Marcos: "He sucked the economy 
of the Philippines, and these children are 
the ones suffering," one cleric said. 

Others blame pornography, the media 
and alcohol. "Sexy movies and porno com- 
ics whet the appetite and create a lot of ar- 
tificial needs," explains Monsignor Fran- 
cisco S. Tantoco, Jr, executive director of 
Caritas Manila. "What happens next? 
Boom! A population explosion!” 

The Church denies responsibility for the 
legions of unwanted children, despite its 
strict opposition to artificial forms of birth 
control. As head of a Catholic “social deve- 
lopment arm,” Tantoco attests that for al- 
most 40 years the Church has been en- 
gaged in “a massive ‘responsible parent- 
hood’ campaign, to teach the rhythm and 
other natural methods.” 

Population control is an explosive issue 
in this strongly Catholic country, particu- 
larly in an election year. Church support is 


Teenage girl at home in a crib. 


ite a t hiring freeze and 
last year’s 30% cut in Elsie Gaches’ gov- 
ernment budget, Salud says she has man- 
aged to boost the staff from 70 to 102. 

Salud’s trick is private funding, which 
now accounts for 40% of the home's re- 
sources. She says she has found private 
sponsors for music and art therapy, bio- 
intensive gardening and an out-placement 

e for abler inmates. 

Due to its low wages, though, Elsie 
Gaches has problems retaining staff, ad- 
mits Elesita "Baby" ez, a co 
graduate who makes P2,250 (US$82) a 
month tending 33 retarded girls who are 
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critical for politicians, who are ly re- 
minded by ranking prelates to "toe the 
line," as one senator put it, when a vote 
comes up on proposed family-planning 
legislation. 

A comprehensive day-care bill was 
passed this year, but the appropriation has 
yet to be released, due to the budget log- 
jam. Although 26 bills have been spon- 
sored on child-trafficking or sexual abuse 
of children, no law has yet been passed. 
Politicians are too busy revving up for the 
1992 elections to bother legislating on behalf 
of such a helpless, voteless — albeit vast — 
constituency. 

"An integrated vision" is lacking, Sen. 
Leticia Ramos-Shahani laments. “You need 
a wide grasp of development issues to see 
that children and women are part of the 
economic capacity of a country. Then, you 
don’t look at them only as a welfare issue; 
as ‘those poor things’.” 

But as long as politicians remain short- 
sighted, “social problems can always wait,” 
Shahani sighs. Waiting can prove costly, 
though, for the residents at the govern- 
ment-run Elsie Gaches home for mentally 
retarded children. Staff doctor Jose- 
lito Tino reports that malnutrition 
is on the rise. “The quality of food 
has deteriorated. The clients’ weight 
is going down.” 

The DswD’s Marasigan facility 
has had to cut back on other expen- 
ditures just to maintain basic food al- 
lotments at 90 US cents per day for 
each of the 1,350 clients under her 
charge. “When the budget's not in 
your hands, oh my, it's as if it were 
your own family, and you don't 
have enough money to feed them,” 
she sighs. LI 
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hyperactive or epileptic. Marq 

herself “dreams of Canada” end 
is seeking emigration oppor- 
tunities. 

If staff leaves, according to the 
Department of Social Welfare 
and Development Secretary Mita 
Pardo de Tavera, "everybody will 


just have to work harder." Government 
personnel increases are out of the ques- 
tion, she says. As it is, the department has 
been exempted from the government's 
latest across-the-board 18% staff cut. 


Pardo de Tavera says she visits Elsie 


Gaches "all the time" and finds nothing 
unusual in the care there. "It could be bet- 
ter," she shrugs, but "government cannot 
do everything. We feel we should concen- 
trate more on community-based 

mes than on institutions we cannot afford. 


All our p now are directed to- 
wards strengthening the family." 
m Susan Blaustein 
29 
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Air hostess Darawan. She also helped Thai win the 1990 ‘Executive Travel’ Magazine Award for most efficient cabin staff. @ Thai A 
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Upping the underworld 


Gangsters and Revolutionaries: The Jakarta 
People’s Militia and the Indonesian 
Revolution 1945-1949 by Robert Cribb. Allen 
and Unwin, Sydney. A$24.95 (US$20). 


Early 20th century Dutch scholarship on 
Indonesia clung to the romantic view that 
the traditional “Oriental” values in Indone- 
sian society had been barely perturbed by 
the advent of the Dutch East India Com- 
pany in the 17th century. Post-indepen- 
dence historiography, on the other hand, 
ascribes the Indonesian revolution entirely 
to the fundamental social, economic and in- 
tellectual changes wrought by Dutch co- 
lonial rule. 

Robert Cribb, in his detailed study of 
the gangster underworld during the revolu- 
tionary years of 1945-49, steers a middle 
course between these two views by stress- 
ing both continuity and change during 
the colonial interlude. His gangsters, 
ranging from labour bosses to pimps, 
hired thugs and smugglers, are traditional 
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Gangsters on the march armed with bamboo spears. 


people in modern garb. Colonialism may 
have provided the context for the revolution 
and trained its leaders, but the Jakarta un- 
derworld — with its feudalistic codes 
of honour, violence and rebellion — 
vided the shock troops of anti-Dutch resist- 
ance. 

In the process, they permanently 
changed the social and political landscape 
of Indonesia. The gsters fought 
alongside, but often at odds with, other 
revolutionary groups. On the basis of 
shared populist values, they readily made 
common cause with leftwing nationalist 
revolutionaries. Relations with the Republi- 
cans were more volatile. To this day, Cribb 
says, the Indonesian state alternates be- 
tween recruitment and suppression of the 
underworld. 

The government's ambivalence towards 
the gangsters reflects the latter's own am- 





bivalence about their relationship with the 
state. Some sought to assert their own 
power by toppling established authority. 
Others aspired to become the respected pil- 
lars of traditional society. The revolution of- 
fered them unprecedented opportunities, 
blurring the categories of challenger, ruler 
and ally. 

Gangsters in the Jakarta underworld 
moved in invisible networks outside the 
government hierarchy. Exclusion from 
state power, however, did not prevent 
them from engaging in an often sym- 
biotic relationship with the state; outlaws 
supplied information and intelligence in ex- 
change for bribes, kickbacks and a blind eye 
turned towards their shady dealings. Con- 
stantly in flux, gangs cooperated or com- 
peted out of expediency. Their skills at fight- 
ing and mass mobilisation made them use- 
ful to the revolution, and they were re- 
cruited into the broad anti-Dutch coalition. 
But mutual suspicion, born of long-standing 
rivalries, hampered cooperation among 

! gangs and made them vul- 
nerable to manipulation by 
the Republicans. 

As the revolution. un- 
folded, it became clear that 
the new state would neither 
share power with the under- 
world nor extend official rec- 
ognition. Rather, it wanted 
the gangsters wiped out. 

The gangsters, however, 
had other ideas. When op- 
portunities in the revolu- 
tionary camp began to dry 
up, their unrealistic sense 
of self-importance even led 
some of the local bosses to 
quixotically offer their ser- 
vices to the Dutch as "Her Majesty's Ir- 
regular Troops." 

Such adventurism hardly stood the 
gangsters in good stead with the freshly 
triumphant Republicans. The new govern- 
ment consolidated its power base at the ex- 
pense of the underworld and the leftists, 
Cribb relates. In the end, the war-weary 
gangsters found themselves effectively cut 
off from support and margi once 
more. 

Most history is written by the victors, 
but this book is a tale of heroic losers. Cribb 
brings gangsters to life through extensive 
interviews of survivors and citations from 
archival records. His version of the revolu- 
tion may not accord with the now-fashion- 
able set-piece tableaux of visionary intellec- 
tuals versus colonial dastards. But Cribb 
highlights an element of the anti-Dutch 
struggle that made a real — if currently ig- 
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nored — contribution to the shape of mod- 
em Indonesia. 

Although adapted from a doctoral dis- 
sertation, the text of Gangsters and Re- 
volutionaries flows better than most scho- 
larly writing. Even so, this book is basically 
by and for career Indonesianists. Some- 
times Cribb is meticulous to a fault, treating 
us to blow-by-blow descriptions of minor 
battles and shifting alliances. 

Dutch and Indonesian names abound in 
the books 200 pages. The bibliography 
alone is 15 pages long. Detailed and well- 
researched, Gangsters and Revolutionaries 
provides a perspective on the consolidation 
of modern Indonesia only possible outside 
the country itself. m Denise Chai 





NIC knacks 


Democracy and Development in East Asia: 
Taiwan, South Korea and the Philippines 
edited by Thomas W. Robinson. The American 
Enterprise Institute Press, Washington. 

No price given. 

In the late 1980s, Taiwan, South Korea 
and the Philippines embarked almost 
simultaneously on the road to democratisa- 
tion. Was this trend sparked by greater eco- 
nomic growth, the result of a complex re- 
lationship between d and deve- 
lopment? Or was it a product of interna- 
tional influences? 

All the contributors to Democracy and De- 
velopment in East Asia agree that economic 
development changes how people relate to 
their political system. Prosperity brings 
greater security and equality, and more 
widespread education. A middle class 
emerges, exerting pressure for change. 

But international forces also play a role 
in the move towards democracy. Each of 
the countries under consideration has had a 
long relationship with the US, and each 
faced a communist threat that their govern- 
ments used (along with the paramountcy 
of economic development goals) as an ex- 
cuse to delay democratisation. 

As the economies of South Korea and 
Taiwan took off, such arguments became 
less acceptable. The authoritarian political 
systems faced mounting challenges from 
the middle class and radical elements; op- 
position movements served as catalysts for 
change. But at least these governments suc- 
ceeded in delivering prosperity, if not 
democracy. No such luck in the Philip- 
pines, where the Marcos government failed 
on both counts. 

Yet, in defiance of the conventional wis- 
dom that economic advancement ushers in 
democracy, in the Philippines the failure of 
the economy greased the skids for Marcos' 
downfall and paved the way for democracy, 
as contributor Carolina Hernandez points 
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. out. But another author, David Rosenberg, 
. Warns that further economic deterioration 
could lead to the overthrow of democracy, 
in turn, by leftwing or rightwing forces. 

Ironically, just as Filipinos envy the 
economic successes of South Korea and 
Taiwan, so do would-be democrats in these 
two nations enshrine the victory of “people 
power" in the Philippines as an inspiration 
for their own efforts. The authors of the 
present volume are likewise divided on the 
. question of which comes first, socio-econo- 
mic development or democratisation. 

Raymond Gastil argues that long experi- 
ence in operating democratic institutions is 
far more important than successful eco- 
nomic development. He cites British co- 
lonies in South Asia and the Caribbean, 
where democracy thrived without wealth 
or capitalism. 

Conversely, the experience of Singapore 
and Malaysia, where the economies far out- 
pace the political culture, suggests that 
neither wealth nor parliamentary institu- 
tions can ensure a thriving democracy. It 
takes more, some of the authors imply: a 
commitment to change on the part of the 
leadership and popular sympathy for the 
democratic process. 

Editor Thomas Robinson pins his hopes 
on technology to serve as the link between 
democracy and prosperity. So far, liberal 
democracies seem to have a corner on 
front-line technology. Even the most 
mossbacked regimes, through prolonged 
contact with bourgeois technology ven- 
dors, are bound to embrace greater political 
freedoms, Robinson hopefully concludes. 

Other contributors sound a more cau- 
tious note, acknowledging that democracy 
is fragile and dependent on external factors 
over which the leaders and the people of 
newly industrialising countries have little 
control. And while many similarities 
emerge from the analyses presented here, 
the dissimilarities in the experience of 
Taiwan, South Korea and the Philippines 
underscore how tricky it is to generalise. 

The homiletic value of these essays is 
further diluted by the somewhat dated 
information. Perhaps the material would 
have been timelier if disseminated in aca- 
demic journals, rather than book form. 

In the case of Taiwan, some of the es- 
says here still talk of restrictions on oppo- 
sition parties, lifetime appointments to 
legislative bodies and perennial anti-com- 
munist emergency provisions. In fact, op- 
position parties were legalised nearly two 
- years ago, popular elections for the National 
. Assembly are due in December and the 
.. “Temporary Provisions" were lifted in May. 
- Despite such lapses and the academic 
_ tone of much of the writing, this book puts 
< its finger on the question of whether or not 
- there is a nexus between economic growth 
and political pluralism — an issue of lively 
interest to students of the region. 

a Paul Mooney 
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Agenda of the Asian Business Culture — A 
Westerner's Survival Manual by Chin-Ning 
Chu. Rawson Associates, New York. US$24.95., 
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In June, a draft CiA-funded report 
highly critical of Japan was leaked to the 
press, raising eyebrows with its blunt 
characterisation of the Japanese as racist, 
amoral and bent on using their economic 
might to dominate the world. Chin-Ning 
Chu's The Asian Mind Game, cited approv- 
ingly in the report's foreword, shares the 
document's stridency and echoes many of 
its assertions about Japanese society and 
the adversarial nature of US-Japanese trade 
relations. 

Chu broadens her discussion to include 
China and South Korea, and picks up the 
now familiar argument that "the greatest 
weakness Americans have in the interna- 
tional marketplace is that they are not 
aware they are in a war." For the Japanese 
and other Asians, Chu says, the mar- 





ketplace is indeed a battlefield, and Asian 
executives conduct themselves accord- 
ingly. 
"In a land of plenty such as ours, hon- 
esty, fair play, and generosity are more 
highly valued than the skill to wring every 
advantage out of every transaction," writes 
Chu, a consultant for Westerners who do 
business in the Far East. "Asians, for the 
most part, were educated in a school where 
such ethical luxuries had no place." 

The Asian Mind Game touts itself as the 
first book to lay bare for Westerners "the 
deep secrets of the Asian psyche." Unfortu- 
nately, but not surprisingly, it fails to justify 
this claim. Chu's revelations are seldom 
original and frequently mundane. She first 
manages a superficial overview of some of 
the major philosophical and historical influ- 
ences on Chinese, Japanese and Korean 
culture. Then she recounts at length the 
teachings of several classical Chinese mas- 
ters of bingfa, or strategic thought, to sup- 
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port her contention that "the al 
lead an adversary has always 
Asians as admirable" and remain 
nerstone of many Asians’ neg 
strategies today. p 
Chu also relies heavily on Sun T: 

The Art of War, written more than 2,00 
years ago. And she illustrates the 
stratagems with ancient tales rather than 
with examples of their application to- 
modern business dealings, though her 
ostensible aim is to help Westerners re- 
cognise these ruses in negotiations. Chu 
often seems to be doing little more than 
indulging her obvious fondness for 


aphorisms, and attempting to pr oject an me 


exotic aura around her subject matter, 
rather than demystifying the Asian way of 


ing a scholarly study, but is "dealing in 
common perceptions." Even so, at times 
she paints her national portraits with too 
broad a brush: the Japanese are "submis- 
sive and polite" but exhibit "implacable ^ 
vengeance"; "the Chinese lack initiative : 
and "are more interested in their own wel- 
fare than in the collective good." 

Chu is at her best when she offers con- 
crete advice on conducting. business in 
Asia, She brings special insight to these dis- 
cussions, especially those involving China, 
because she is Chinese herself and mar- 
keted pharmaceuticals in Taiwan before 


starting her consulting practice in the US. — - 


But one gets the feeling that Chu is saving 


her choicest thoughts for her private clients. 


She cautions Western executives to 
focus on long-term objectives rather than 
short-term profits when entering Asian 
markets. It takes years to demonstrate relia- 
bility and loyalty and establish the strong 
personal bonds that are vital to conducting 
business in Asia. Another caveat is that . 


Westerners attach more sanctity to written — | : 


contracts than Asians, who prefer vague 
agreements that allow for adjustment if 
things do not work out as planned. 

All too often, Chu's observations. and 


advice are straight common sense. She ad- _ d 


vises Western bosses not to ship defective _ 
goods because it will anger customers, and _ 
sagely observes that “bureaucracies are not - 
oriented toward producing results as much 
as toward not getting in to trouble," a 
truism in the US just as in China. 

The Asian Mind Game is perhaps most re- 
vealing in the message it conveys about 
prevailing US sentiment towards trans- 
Pacific trade, especially with Japan. Like the 
CIA-funded report that caused such a stir in 
Washington and Tokyo, Chu adopts the - 
most extreme views of the revisionists and 
parrots them in pugnacious language. Busi- 
nessmen who read this book with its col- 
lected Asian maxims should recall that 
nugget of Western wisdom, "a little know- 
ledge is a dangerous thing." | 

n Gordon Fairclough - 





Chu admits up front that she is not writ? — — 
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ECONOMIC RELATIONS 


Taiwan and South Korea try to reduce reliance on Japan 


Sibling rivals 


By Julian Baum in Taipei and 
Shim Jae Hoon in Seoul 


aiwan's and South Korea's yawn- 
| I ling trade deficits with Japan are 

forcing them to consider coopera- 

tion with an unlikely partner — 
each other. The two countries agreed in 
talks in Taipei that ended on 2 August to 
work together to cut their imports from 
Japan and to expand their export markets. 
But the question of how they would actual- 
ly do these things has been left open for 
further meetings that begin next month. 

“The idea of working together to fight 
[their trade] deficits has not gone beyond 
the talking stage,” says an official of the 
Korea Trade Promotion Office. As for 
Japan, it has reacted calmly to the results of 
the meeting. According to Tokyo's dip- 
lomats in Seoul, Japan is not particularly 
concerned about the two countries col- 
laborating to buy fewer imports from Ja- 
panese firms. 

In a way, the surprise is that they have 
not tried harder before to help each other 
on trade. Both countries have chronic trade 
deficits with Japan. Taiwan's has risen fast- 
er, to US$7.7 billion in 1990, and in each 
case it could reach US$9 billion this year. 
The bilateral deficit is a big bone of conten- 
tion for the two former Japanese colonies, 
but is worse for South Korea, because it is 
running a sizeable overall trade deficit, 
while Taiwan's trade is, as usual, in the 
black with the world as a whole. 

In order to cooperate to cut their deficits 
with Japan, however, they would have to 
set aside their business rivalry. To do that 
would require changing the habits of a 
lifetime. Both have developed rapidly by 
exporting many of the same types of manu- 
factures, from electrical goods like compu- 
ters to textiles and footwear, and to the 
same markets, too. Indeed, the only two 
major categories in which they do not com- 
pete are cars and ships, both important ele- 
ments in South Korea's export drive. 

People in both Taipei and Seoul describe 
the relationship between the two coun- 
tries as that of sibling rivals, or "difficult 
brothers" in the words of one official. Jing 
Ker-yi at the Chung-hua Institute for Eco- 
nomic Research in Taipei says: “I’m con- 
cerned that in the years ahead, Taiwan and 
[South] Korea will become more competi- 
tive, not more cooperative.” 

One reason for this is political, rather 


34 


than economic. For the past 40 years, the 
two countries have shared a virulent anti- 
communism. Now, South Korea is turning 
towards Peking, partly in an effort to put 
pressure on China's ally, North Korea. This 
is likely to mean the establishment of dip- 
lomatic relations with China this year and 
the severing of official ties with Taipei. For 
their part, Taiwan businessmen are trying 
to develop business ties with North Korea 
(as well as China). 

Jing thinks that in future there will be 
opportunities to work together on the eco- 
nomic front, but that the scope is limited 
because both are at a fairly early stage of in- 
dustrial development and their technical 
expertise is similar. One result is that the 
trade between the two is tiny. Taiwan's im- 
ports from South Korea were worth only 
US$1.3 billion in 1990 and exports were 
US$1.2 billion, giving a total of less than a 
third of Taiwan's deficit with Japan, or 
about 2% of each other's overall trade. They 
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both rank seventh among their top trade 
partners. 

At the meeting in Taipei, the two sides 
agreed they could double their bilateral 
trade, but did not indicate how long it 
would take to achieve this nor how it 
would be done. The aim, though, would be 
to buy from each other goods that are cur- 
rently imported from Japan. 

The South Korean delegation, led by Fi- 
nance Minister Rhee Yong Man, brought a 
list of 60 items that could be 
from Taiwan in the future. These included 
sewing machines and electrical compo- 
nents such as resistors, transistors and 
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customers have come to expect from Japan. 
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printed-circuit boards. The Taiwanese side, 
led by Economics Minister Vincent Siew, 
presented a list of 44 items for possible pur- 
chase from South Korea — among them 
solar cells and caprylic acid, a dye 
feedstock. All these goods plus others like 
television tubes, automobile parts, synthe- 
tic fibre, leather goods and farm products 
will be discussed further when non-gov- 
ernmental trade organisations from the two 
countries meet in September. 

Even if they succeed in substituting 
many of these items for goods bought from 
Japan, they will only have nibbled at the 
problem. This is because the largest cate- 
gory of their imports from Japan is capital 
equipment and electrical components. In 
South Korea's case, fully 70% of its deficit 
with Japan comprises industrial machinery. 
It will be extremely difficult for Taiwan to 
supply things like machine tools and elec- 
tronic components to the sort of standard 
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Indeed, South Korea aims eventually to 
produce such things itself, rather than 
swap one foreign supplier for another. The 
same goes for Taiwan. 

Even so, trade in integrated circuits is 
growing between Taiwan and South Korea. 

g expects to sell US$100 million 
worth of such circuits to Taiwan firms this 
year, almost 40% of South Korea’s elec- 
tronics exports to Taiwan in 1990. 

The meeting did not consist entirely of 
pious hopes. There were heated arguments 
over alleged dumping of South Korean 
steel and petrochemicals in Taiwan, over 
tariff barriers in the former which keep out 
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port quotas for South Korean cars (only 
8, 700 0 units this year). Kim Hong Ji of the 

Korea Trade Centre in Taipei says that since 
- Taiwan has no quotas for European and 
< US cars, there is no reason to restrict au- 
. tomobiles from South Korea. Both coun- 
. tries, nonetheless, ban all car imports from 
. Japan. 
|. .. On the export side, the two countries 
! pledged to exchange more information on 
. markets in Eastern Europe, the Soviet 
. Union and China. Taiwan’s economics 
minister said that since both countries were 
export-oriented, they should cooperate to 
expand their markets in order to help offset 
the impact of their growing imports from 
Japan. To some businessmen, however, 
this objective is even more unrealistic than 
the idea of buying more goods from each 
other. 

"A lot of Taiwan businessmen spend 
more time snooping around our trade 
shows in China than minding their own 
business," snaps a South Korean indus- 
trialist. 

As for trade with each other, most busi- 
nessmen in Taiwan do not even consider 
South Korea as a promising market and 
consumers in both countries tend to look 
down on goods made in the other, says 
Jing of the Chung-hua Institute. “If we 
need natural resources, advanced techno- 
logy or consumer goods, both countries 
look elsewhere," she says. 

"Big South Korean conglomerates such 
às Samsung and Lucky-Goldstar, nonethe- 
less, are now actively marketing their 
branded household appliances in Taiwan. 
South Korean colour Tvs, refrigerators and 
VCRs have been steady, if unspectacular, 
sellers. 

Taiwan's small and medium-sized busi- 
nesses have been less energetic in market- 
ing their goods in South Korea. The head 
of the East Asia department for one of 
Taiwan's largest trading companies even 
refused to acknowledge the fact that his 
company had an office in Seoul. 

The challenge of breaking Japan's grip 
on the market for electronic components, 
heavy machinery and equipment is not 
only technological. Japanese companies are 
well edid in Taiwan with more than 
1,200 registered offices. By contrast, only 
about two dozen South Korean companies 
have offices in Taiwan, including two air- 
lines, two shipping firms and two construc- 
tion companies. Taiwan firms with offices 
: in South Korea number less than 10. 
Investment is even less visible: a small 
~~ amount of Taiwan money in the furniture 
-business in South Korea and a handful of 
-. Taiwan-owned Chinese restaurants. South 
." Korean investment in Taiwan is virtually 
. non-existent. 

Two of South Korea's biggest construc- 
. tion companies, subsidiaries of the Daewoo 

and Samsung groups, have been disap- 








y Taiwan's | fresh fruit and tea and over im- pakedi in their lack of success at winning a 


share of Taiwan's infrastructure projects, 
despite repeated invitations from the Taipei 
government to participate in the bidding. 
Daewoo has provided technical assistance 
on several projects and Samsung has a 
stake in a US$25 million tunnelling contract 
with two other companies. 

The firms say that a scheme to build 
Taipeis rapid transit system has been 
open to foreign bidders while road con- 
struction, harbour development and other 
large projects are limited to domestic 
companies. Restrictions on Japanese com- 
panies in the bidding process are unlikely 
to help South Korean firms. "Most big local 
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Taiwan. E 
Taiwanese products may be | / 
penetrating South Korea's markets 
they are now available in North Korea, a 
cording to one Taipei analyst who spotted 
bananas, orange drink, egg cakes and in- 
stant noodles from Taiwan during a recent 
trip to Pyongyang. Taiwan businessmen 
are also exploring investment opportunities 
in the north to take advantage of the cheap 
labour and the communist country’s need — 
for cheap consumer goods. m 














TOURISM 


"Visit India Year’ falls flat 


UNES 


Host of woes 
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By Hamish McDonald and 
Michael Schuman in New Delhi 
s India grapples with its worst-ever 
A foreign-payments crisis, many travel 
industry experts are amazed at the 
country’s continuing diffidence about an in- 
dustry that by itself has the potential to 
cover India's trade gap — tourism. 

India has international tourist drawcards 
that should be the envy of the world: 
majestic monuments such as the Taj 
Mahal, the erotic sculptures at Khajuraho, 
trekking in the Himalayas, beaches in Goa 
and a string of southern resorts, hill-sta- 
tions, wildlife sanctuaries, camel bazaars 
and elephant round-ups, the raj-era am- 
biance of New Delhi and the teeming vital- 
ity of Bombay and Calcutta. "It's the great- 
est show on earth," says British Airways’ 
regional manager Alan Burnett. 

Yet tourism arrivals and foreign-ex- 
change earnings are lagging behind far less 
well-endowed rivals in Asia. "Visit India 
Year 1991" has turned into an unmitigated 
disaster, with arrivals plummeting by 
18.9% during January-May compared with 
the year-earlier period. If this continues, 
foreign-exchange receipts will drop by an 
estimated US$400 million. 

The fall in the number of visitors is 
in large part due to strife at home and 
abroad. The country's image as a safe 
destination has hardly been enhanced this 
year by the assassination of Rajiv Gandhi 
and the kidnapping and shooting of Israeli 
tourists in Kashmir. But Sri Lanka, which 
has suffered from even worse publicity 
about domestic violence, saw tourist ar- 
rivals rise by 3076 to 300,000 last year. 
India has failed to convey the message that 
it offers plenty of attractions in places un- 
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touched by sectarian troubles. vor 

Industry sources attribute India’s poor. — — 

ormance to several factors: a weak and ^... 
uncoordinated marketing approach, poor 
domestic transport, the overloading of costs. 
with taxes and charges, and dismal hygiene 
standards even in some top-class hotels: — 

The marketing of the Visit India cam- — 
paign was weak, with only US$9.8 milion .. 
alloted for publicity, and the advertising 
material was unimpressive. At the same 
time, a number of government tourist ^ 
promotion offices overseas were dosed asa —— 
short-term economy. As wel as New . 
Delhi, each of the 25 state governments has 
a tourism department. All promote them- 
selves separately, leading to a confused and = 
unfocused public relations pitch. OU 

A major brake on the international tour- 
ism effort has been the performance and. =- 
reputation of flag carrier Air-India. The = 
poorly managed airline has a fleet of only = 
23 aircraft (average age 14 years), and itsre- — 
liance on a government capital base means P 
that it cannot aim for fast expansion. Its 
target of 8-10% tarffic growth through the 
1990s is no more than a tracking of pre- 
dicted international expansion, which will 
not raise India's tiny share of world tourism 
earnings. 

The foreign-payments crisis has kept 
New Delhi dithering about clinching an 
order for four new Boeing 747-400s , though 
lobbying by US manufacturers against. Air- 
India's preference for Rolls-Royce engines 
may be part of the reason. Foreign airlines, 
meanwhile, are being squeezed by Indian 
airport authorities and Air-India ground 
support, with landing charges, navigation 
fees and handling charges among Asia's 
highest despite the low cost of labour. 

The most modern aircraft allow 



























operators on routes between Europe and 
the rest of Asia to bypass India, and many 
have chosen to do so, including Air Canada 
and Qantas. International airport terminals 
are crowded and primitive: Bombay's air- 
conditioning is defeated by the summer 


heat and the customs hall floods with sew- 


age at the peak of the monsoon. Passenger 

dearance is laborious: there is a customs 

€... check for outbound passengers, apparently 

c.» because the immigration and customs di- 

-. rectorates keep their blacklists in separate 
computer systems. 

Domestic infrastructure is poor. Al- 
though internal feeder routes have been 
opened to private "air taxi" services, the 
few new entries have been struggling and 
domestic air travel remains dominated by 
the state-owned carriers, Indian Airlines 
and Vayudoot. 

Indian Airlines has an appalling record 
of customer service, with 4096 of all 
flights delayed. The crash of a new 
Airbus A-320 in Bangalore last year, 
and the subsequent grounding of 
the A-320 fleet for months until air 
crews were better acquainted with 
the aircraft, showed up the airline's 
poor planning. 

Part of the current problem is a 
go-slow by Indian Airlines’ ground 
engineers, who are demanding pay 
parity with Air-India. But frequent 
travellers agree that Indian Airlines' 
performance is improving and 
should continue to do so as 20- 
year-old Boeing 737s are replaced by 
the Airbus A-320s, six of which are 
still idle due to the lack of trained 
crews. 

All the airlines are in a financial 
bind and have little spare capital 
to invest in booking and ground 
facilities, which are lamentable. 
Indian Airlines lost Rs 800 mil- 

.. . lion (US$31 million) in the year 
«... to 31 March 1991, and is expected to 
.. lose another Rs 640 million this year. 
Vayudoot has racked up Rs 1.3 billion in ac- 
cumulated losses and continues to lose 
t. about Rs 25 million a month. With a fleet of 
c. 17 medium-sized aircraft, it cannot hope to 
-." break even with 1,850 people on the 
.. payroll. 
- Ground transport is another vexed area. 
. The railway network is extensive and pro 
vides excellent first-class service on major 
inter-city routes. But it does not reach a 
number of potentially major tourist destina- 
tions. Khajurajo, for example, is 170 km by 
a poorly surfaced road from the nearest sta- 
. tion at Jhansi. The wonderfully preserved 
. mughal city of Fatephur-Sikri, 40 km from 
- the Taj Mahal at Agra, is also a rough and 
. expensive car journey away. 
. The availability of decent air-conditioned 
. coaches for city and short-range excursions 
-is also criticised by foreign airlines and tour 
Operators. State governments often take a 














blinkered approach to the problem: the 








Tamil Nadu government, for example, re- 
cently raised the tax on "luxury" private 
coaches to Rs 2,000 from Rs 500 per seat per 
quarter, while keeping the tax on govern- 
ment coaches at Rs 500. 

India is credited with a good range of 
hotels, from luxury class down to basic 
backpacker hostels. But standards of ser- 
vice and cuisine at the more expensive es- 
tablishments are poor for the price. "Man- 
agements are not exposed to what the in- 
ternational markets expect," says Mui Chee 
Wai, Singapore Airlines manager for 
northern India. 

Hygiene problems are unsurprising in a 
country such as India, but what dismays 
many tour operators is a lackadaisical ap- 
proach even in first-class hotels, particularly 
those owned by government corporations. 
One foreign airline manager describes the 


kitchens of a major government chain as 
"stomach-wrenching." 

In the run-up to Visit India year, large 
groups of foreign travel agents were 
brought to India and were accommodated 
at five-star hotels. Half of the visitors from 
the American Travel Agents Association 
were stricken with severe gastro-enteritis 
during their stay. A group from the Guild 
of British Travel Agents had a similar ex- 
perience, with two delegates requiring 
medical evacuation back to Britain. 

The rapid fall in the rupee (including a 
20% devaluation in July) has not been fol- 
lowed by any cost-savings for tourists at the 
top end. Foreigners still pay for domestic 
airline tickets at prices fixed in US dollars. 
On a Delhi-Madras flight, for example, a 
foreign tourist must pay US$162 — equiva- 
lent to Rs 4,115 — while Indians pay only 
Rs 2,510. Most international-oriented hotels 
fix their room rates in US dollars, and these 
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indian tourism lags behind 








have not been adjusted. 

Government tax policies are designed 
essentially to squeeze out of tourists as 
much money as possible, especially hard 
currency, A 20% luxury tax is imposed on 
all services at major hotels, from the room 
bill itself to meals. Officially this is sup- 
posed to be waived for those paying in for- 
eign currency — as foreign visitors must — 
but hotels often need reminding of the fact. 
State taxes usually add another 10%. 

The budget unveiled on 24 July failed to 
alleviate the burden, despite appeals by the 
Tourism Ministry. Instead, a 15% tax was 
slapped on meals in “luxury” restaurants, 
defined as those with air-conditioning. In- 
stead of encouraging tourists to spend 
more, the government is inviting them to 
be frugal. 

But some policy changes could blow 
away the mustier aspects of the hotel in- 
dustry. The new industrial policy 
outlined on 24 July allows foreign 
firms to own 51% equity in new 
hotel projects. The government-con- 
trolled India Tourist Development 
Corp., which owns and manages 
many of the state-owned hotels, has 
asked four banks to revalue its as- 
sets, with an eye on future upgrad- 
ing and perhaps private-sector in- 
volvement. In Rajasthan, the state 
government has announced that it 
will sell its hotels to private business- 
men. 

Another breath of fresh air has 
been the appointment of Madhav- 
rao Scindia, 46, as the new minister 
of civil aviation and tourism. In the 
last Congress party government, 
Scindia turned in an impressive per- 
formance at the Railways Ministry, 
where he oversaw the successful in- 
troduction of computerised booking 
systems and strengthened regional 
management. 

In an interview with the REVIEW, 
Scindia agreed that India's tourism promo- 
tion had been too unfocused. He has asked 
his ministry to concentrate marketing on a 
shortlist of 10-15 major attractions in the 
more stable regions, and is trying to move 
tourism on to the "concurrent list" of cen- 
tral-state cooperation. Scindia is keenly 
aware of the cost factor, and is hoping for 
reductions in the luxury taxes as the eco- 
nomic situation allows. 

Scindia’s priority is to find a dynamic 
new chief for Air-India, which has been 
under temporary leadership for a year, and - 
to push through the order for its Boeing 
747-400s before more delivery time is wast- 
ed. He is also anxious to improve passen- 
ger service on international and domestic 
routes, A maharaja descended from one of 
India’s now abolished royal houses, Scindia 
may bring back the maharaja logo for Air- 
India as a symbol of Indian luxury and 
“mystique.” g 
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sia, the world's most 

dynamic market place, 
is home to more than half of 
mankind. Every day events occur 
here which not only shape the 
destinies of its more than 4 billion 
people but affect the entire world 
as well. 

The Asia 1991 Yearbook does 
more than just cover these events 
— it compiles, analyses and 
interprets them for the reader. No 
business executive or scholar can 
afford to miss it. 

Decide for yourself whether 
any other single medium puts the 
social, political and economic 
realities of Asia at your fingertips 
as does the 240-page Asia 
Yearbook. 


SOME OF THE FEATURES 

YOU'LL FIND... 

The Asia 1991 Yearbook covers the 
year's most important events in Asia. 
You will find chapters and features 
such as: An Overview of the Year; 
Population & Food; Development 
Banks; Asian Finance; Asian 
Investment; Commodities; Energy; 
Aviation; Shipping; Fishing; Trade & 
Aid; Asia-Pacific Organisations; and 
much more. 

The Asia 1991 Yearbook has an 
abundance of photos and charts, 
tables and graphics to illustrate the 
material. 

The main body of the book 
contains chapters on 31 countries, 
ranging from Afghanistan to 
Vietnam, from the vastness of China 
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and India to the minute specks of the 
Maldives and Pacific Islands. 


NOW IN ITS 32ND YEAR... 

Matching the rapid pace of Asian 
development the Asia Yearbook 
provides detail and insight. It's a 
book for everyone who needs to 
know about Asia. Now in its 32nd 
year, the Asia 1991 Yearbook is more 
thorough and comprehensive than 


, ever. 


COUNTRY-BY-COUNTRY 


I ANALYSIS... 
— Each country is discussed with up-to- 
— datereviews of its Politics and Social 


Affairs, Foreign Relations, Economy 


| and Infrastructure, complete with a 
—. map, a potted history and a govern- 
— mentlist. The Asia 1991 Yearbook 

_ gives you first-hand information on 


everything from trade patterns 
and population trends to foreign 


|- investment and social and cultural 


developments. Each country chapter 


— hasa Databox full of essential vital 
— Statistics. 


HOW IT IS DONE... 
Published by the Far Eastern 
Economic Review, the Asia 1991 


— Yearbook is the result of thousands 
— ofhoursof work during the year. 


Every week, the Review’s corre- 


e spondents file on-the-spot reports 


from major Asian capitals and other 
areas of interest throughout the 
world. This leading team of writers, 
analysts, experts and research staff 
keep the Asia 1991 Yearbook on top 
of events. To give you Asia minus the 
mystery, minus the myth. To give 
you Asia as only the Far Eastern 
Economic Review can. Order your 
copy today. 
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BUSINESS AFFAIRS 








uring the late 1980s, the stirring 

power of major US institutional 

investors began to send tremors 

through US corporate board- 
rooms. The institutions, which together 
hold some 50% of outstanding US stocks, 
began to exercise their ownership rights: 
approval of management actions was no 
longer a matter of course. 

Now that US portfolio investment in 
Japan is growing rapidly, those same in- 
stitutions are taking a hard look at Tokyo, 
and they do not like what they see. The 
world's biggest stockmarket is attracting US 
funds because of the prevalence of index 
portfolios, which are weighted according 
to the capitalisation of the world's major 
stockmarkets. 

These holdings represent a long-term 
commitment, as they cannot be traded until 
the composition of the index changes. In- 
stitutions cannot even sell their shares in 
companies that are performing badly. In- 
stead, they must encourage positive change 
through the corporate governance struc- 
ture. But the obstacles remain formidable. 


Japanese shareholders. The biggest share- 
holders in each Japanese corporation are 
“insiders.” Roughly 70% of all shares in 
companies on the first section of the Tokyo 
Stock Exchange (TSE) are held by stable 
shareholders. These shareholders, who 
rarely trade their shares, include members 
of the same industrial group, financial in- 
stitutions, suppliers and distributors. 

The existence of long-term "inside" in- 
vestors contrasts with the much smaller 
class of short-term "outside" investors: in- 
dividuals, foreigners and speculator 
groups. However, the emergence of for- 
eign indexed funds means that overseas in- 
stitutions together hold 4-5% in many Ja- 
panese companies — as much, typically, as 
any single Japanese holder. 


Japanese boards. Institutional investors 
worldwide are beginning to recognise that 
only non-executive directors can exercise 
the independent control over management 
that will protect and enhance the value of 
investments. In the US today, independent 
directors have been established as the key 
link between a corporation's owners (the 
shareholders) and their employees (the 
management). 

In Japan, the story is different because 
the evolution of business organisations con- 
formed to principles divergent from West- 
ern capitalism. The board of directors of a 
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By Aron Viner 


typical Japanese corporation is nominat- 
ed by management and contains several 
dozen individuals, including the president, 
the firm's top managers, perhaps a few 
representatives from another group com- 
pany or the firm's main bank, and maybe a 
former bureaucrat or two from an appro- 
priate ministry. 

On average, 90% of the directors of a Ja- 
panese corporation are full-time corporate 
employees, and often part of the manage- 
ment group they are 
overseeing. The appoint- 
ment to the rank of com- 
pany director is often 
the grand culmination of 
a distinguished career 
within the corporation. 
Consequently, Japanese 
directors have a deeper 
loyalty to the company, 
or to their individual be- 
nefactor, than to the in- 
terest of outside share- 
holders' interests. 

The Japanese Com- 
mercial Code enshrines 
the board of directors as 
the ultimate authority of 
the corporation and es- 
tablishes its responsibility 
to the shareholders. But 
it is a rare Japanese direc- 
tor who considers the 
stock price or dividend 
rate to be significant cor- 
porate goals. Because the 
president of the Japan- 
ese corporation controls 
the board of directors, 


executive function and 





For once, 
foreigners are 
not alone in 
their 
dissatisfaction 
with 


Whose company is it anyway? 


sident views are often shouted down at the 
annual meetings of Japan's leading corpo- 
rations by a type of gangster (corporate 
meeting specialists or sokaiya) engaged for 
the purpose. Japan’s corporations see out- 
side shareholders as an unpleasant, though 
inescapable, inconvenience. 


Capital increases. Shareholders in Japan are 

never given pre-emptive rights. Pre-emp- 

tive nghts are based on the supposition 
that, whenever new 
shares are issued, own- 

i ers have a right to control 

$ the growth of a company 
and to maintain their 
ownership percentages 
by buying a pro-rata part 
of any new stock offer- 
ings. 

Alas for the outside 
shareholder in the Japan- 
ese stockmarket. The 
share of his ownership 
dwindles like an ice cube 
in the Sahara. Regular 
capital increases among 
Japanese corporations, 
sometimes as large as 
200-300%, systematically 
reduce the stake of indi- 
vidual and non-affiliated 
shareholders of the com- 
pany. 

Inside shareholders, 
however, are always 
given the opportunity to 
subscribe in advance to 
new offerings and thus 
have de facto pre-emp- 
tive rights. New shares 


policymaking are one Japanese are “pre-placed” with 
and the same, and “out- “inside” shareholders, 
side” directors have no corporate and management as- 
role. sures its hegemony. 

The superfluousness governance Capital increases are 
of Japan's directors is popular among Japanese 
paralleled by the non- corporations because 


confrontational character 
of Japanese shareholders. In Japan, conflict 
is avoided and harmony (wa) is maintained 
in virtually every context at almost any cost. 
Consequently, all shareholders ordinarily 
vote in accordance with the biggest 
shareholding block which in turn usually 
mirrors the views of management. In 
Japan, decisions cannot be questioned. 
They simply exist and are built upon and 
overlaid by subsequent decisions. 
Individual shareholders expressing dis- 
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they dilute the share in 
the company held by outsiders and they 
create more capital for reinvestment for 
zaiteku (financial engineering). Partly 
through regular capital increases, the total 
portion of outstanding shares in the Japan- 
ese stockmarkets held by individual invest- 
ors has declined from nearly 70% when the 
market reopened in 1949 to little more than 
20% today. 
As a direct result of capital increases, 
each company's group of stable sharehold- 
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nainta s oF aügments its ones 
re. Conversely, other shareholders 
- come to own less of the corporation with | 

each successive increase of capital The | 
. number of floating shares shrinks, remain- 
3 ing only to serve as a manipulable pricing 
mechanism by which companies can value 
their holdings in each other. 






Dividends. Payout ratios (the dividend as a | 
percentage of earnings per share) for lead- | 
ing corporations vary widely, from under 
10% to more than 100%. However, the vast | 
majority of Japanese corporations offer a | 
payout that falls far below the average US | 
return of about 53%. And this is in a market 
where the opportunities for substantial cap- 
ital gains have disappeared, for the time 
being at least. 

The average dividend yield for all. TSE 
first-section issues is 0.5996, compared with 
3.2% for the US’ major public companies. 
Most dividends paid out by Japanese com- 
panies are based on par value (for instance, 
a 10% annual yield on a share of ¥50 par 
value). Any connection between earnings 
and dividends is purely coincidental. 

For once, foreigners are not alone in 
their dissatisfaction with Japanese cor- 
porate governance. Japanese life insurance 
companies (Nippon Life owns 5% of the 
entire TSE’s first section) have threatened to 
liquidate those holdings that provide mis- 
erly dividends. 





| 
| 
| 
| 
| 
| 
| 
| 
| 
Foreigners vote “no.” Foreign investors are | 
no longer content to accept silently the | 
most outrageous instances of rubber-stamp | 
boards, dilutive capital increases, low di- | 
vidends and other business practices that | 
are deleterious to the shareholder. | 

On 27 June, for the first time in Japanese | 
business history, a group of foreign institu- | 
tional investors expressed their dissatis- 
faction with the Japanese corporate status | | 
quo. This group of investors voted against | 
proposed capital increases at such major Ja- | 
panese corporations as Citizen Watch (a | 
108% increase), Nisshin Steel (132%), and | 
Yamaichi Securities (100%). Votes were also | 
cast against disgracefully low dividends at | 
such blue-chip companies as Matsushita | 
Electric Industrial, Sumitomo Bank, Sony, | 
NEC, Nomura Securities and about 20 | 
other leading Japanese corporations. | 

As the Japanese financial system be- | 
comes more fully integrated with other 
major economies, the country’s corpora- | 
_ tions will have to allow for a new era of par- | 
ticipation by major outside investors. | 
= Japan's silent domestic shareholders should | 
< tear off their self-applied muzzles and join | 
< with foreign investors in demanding better | 
corporate governance and improved pa 
turns. 


Dr Aron Viner is executive vice-president of 
Global Proxy Services Corp., a Boston-based 
| firm that pioneered international voting. 
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That parliament expected to pass va val we-added tax 


That's VAT 


hailand has finally decided to go 

ahead with the centrepiece of its 

ambitious tax-reform programme, a 
value-added tax (VAT). The decision to im- 
plement the tax from 1 January 1992 follows 
a series of sharp cuts in import duties, de- 
signed to enhance the competitiveness of 
Thai industry and broaden the tax base. 

. The introduction of VAT has been under 
consideration for five years but its im- 
plementation was delayed by political in- 
fighting within the former government 
of Chatichai Choonhavan. With party 
politicking no longer a feature of govern- 
ment since the February 1991 coup, the 
technocrat-dominated cabinet of Prime 
Minister Anand Panyarachun decided on 
23 July to throw its weight behind the pro- 
posal and place it before parliament. Little 


Business laxes 


.H76 





obstruction is expected from the legislature. 

The initial VAT rate has been set at 776, 
with 6.3% going into the coffers of the cen- 
tral government and the rest to local admin- 
istrations. (Previously, a 10% rate had been 
proposed.) The levy will replace the much- 
hated and much-avoided business tax, 
which can raise the price of a finished pro- 
duct by as much as 40%. The prime minis- 


ter will be able to raise the rate to as much 


as 10% by issuing an executive decree. 
Anything higher will require parliament's 
assent. 

Government economists last year esti- 
mated that a VAT rate of 10% could have 
added as much as 1% to the rate of inflation 
within 12 months. But they argued that the 
removal of more onerous indirect taxes 
would have a deflationary effect within two 
years. It is believed that a 7% rate will have 
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ance; the VAT. system is ése to 
broaden compliance. - 

The business tax. made accounting a 
complex affair and often resulted in more 
inefficient Mind inue as businessmen took 
elaborate steps to avoid paying it. Without 
this disincentive to efficiency, and with 
firms paying a smaller amount of tax, it is 
believed by government officials that profits —' - 
will improve and corporate tax receipts wil 
increase accordingly. ^ [e 

According to Somehai, the govemment SD 

to lose income of Baht 27 bilion — 
(US$1.1 billion) as a result of its package of — 
tax and tariff reform. That equates to 7% of ——— 





? budgeted expenditure in the fiscal year to. 5x 


30 September 1991. 

However, that is no cause for concem in 
official circles. For the first nine months of 
the fiscal year, government receipts were 
nearly Baht 70 billion in surplus, 20% above 
targeted expenditure. Next year's budget 
has been increased by 18.8%, or Baht 71bil- = 
lion, to Baht 459.4 billion. Somchai says the = 
government should be able to maintain à 
fiscal surplus after the introduction of VAT, 5 
though not as sizeable as in the past three z 
years. cae 
A two-year education programme — 
launched by the Finance Ministry has con- 
vinced many small businessmen that VAT 
will not damage their livelihoods. Mer- 
chants with incomes of less than Baht 
600,000 will be exempt. Those with an an- 
nual turnover of Baht 600,000-1.2 million = 
will be able to choose between paying VAT 
or 1.5% of their monthly revenue in a lump 
sum. This option was formulated to save 
small businesses from being saddled with 
the expensive burden of managing VAT ac- 
counts. 

Certain categories of goods and services 
will be exempted from VAT, especially those 
that would most hurt lower-income fami- 
lies, such as major food commodities, un- 
processed foods, and farm inputs such as 
animal feeds and fertilisers. Medical and 
educational services will also be exempt, as _ 
will the finance sector. Several types of . 
businesses will be "zero-rated," that is, they — 
will not be exempt from VAT payments € : 
will be eligible for rebates. : 


















uniforms doze on 
benches in an empty sec- 
tion of Vladivostok Pot- 
tery Works. Above them, 
someone has daubed "kill 
eT " communists” in large 
- blue letters. This tableau sums up the con- 
(o trast between the torpor of a centrally con- 
|. . trolled economy and the calls for radical 
. change in Vladivostok, the largest city in 
.. the far eastern region of the Soviet Union. 
< Seven time zones and nearly 10,000 km 
|. away from Moscow, people here are eager 
to get on with economic change. 
A team of legal specialists commissioned 
: by the governor of Primor, 37-year-old Vla- 
|... dimir Kuznitzov, is putting the finishing 
|. touches to a plan that, if implemented, 
would effectively give the territory a free- 
< market system. The resulting free economic 
2. zone in Primor, of which Vladivostok is the 
.. Capital, would have clearly defined guaran- 
tees to. protect private investors. It would 
also establish a legal system that would 
make possible the territory’s transition to a 
free-market economy. 
= Since Soviet President Mikhail Gor- 
(s bachov's July 1986 speech in Vladivostok 
calling for economic engagement to replace 
_. military confrontation in Northeast Asia, 
.. hopes have been high in the port city that it 
-Quld serve as the Soviet Union's window 
to Asia, providing an opening for the im- 
port of foreign capital, technology and 


MS j^ T 


SO 














U* CONOMI! ES 





st poised for big economic transformation 


the b 





skills. So far, optimism has far outstripped 
reality. 

Vladivostok remains largely closed to 
foreigners, despite Gorbachov's pledge to 
open it, because of military concerns about 
allowing unrestricted access to a city that is 
home to the country's Pacific fleet. Analysts 
say about 100,000 sailors and soldiers are 
based in Primor, and Vladivostok residents 
complain that the navy treats the city as its 
own fiefdom. 

Interviews with businessmen, officials 
and academics in Vladivostok and in the 
neighbouring city of Nakhodka showed 
widespread agreement about the need to 
move quickly towards a free-market system 
and open up to foreign investment. The 
free economic zone “will allow more free- 
dom in economic relations," says Yvegena 
Yavorskaya, an economist with the Primor 
Light Industry Association, a group of ap- 
parel and leather manufacturers in the Vla- 
divostok area. "It will be better because 
there will be certain economic rules. We 
will know what to expect." 

Asian and US investors are being 
courted in the hope that they will spur an 
economic boom in Primor. The territory, 
with its population of almost 2 million, is 
rich in fish, timber and mineral resources. 
And even though the infrastructure and 
many factories are dilapidated, it has a well- 
educated, inexpensive workforce. Average 
wages are Rbl 400 a month, or US$12.50 at 
the free-market exchange rate, excluding 
benefits such as housing. 

Primor's biggest drawing card in its bid 
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to attract foreign investment, however, is 
its location. Vladivostok is only 1,000 km 
from Seoul and Tokyo, and it lies at the end 
of the Trans-Siberian railway, allowing 
freight to be shipped to the western part of 
the Soviet Union and other countries in 
Europe. | 

Trying to capitalise on. geography, 
Conagra, a US agricultural company, has 
teamed up with Burlington Northern, an 
American transport company, to try to 
make the far eastern region of the Soviet 
Union a gateway for grain imports and ex- 
ports. Conagra plans to spend about 
US$100 million building storage and distri- 
bution facilities for grain in Primor, most 
likely near the port of Vostochny. A Bur- 
lington representative says discussions are 
under way with South Korean importers to 
have feed grain enriched before it is ship- 
ped to the country. 

“Our growth and development will de- 
pend on foreign investment,” says Alexan- 
der Korobeev, a law professor at the Far 
Eastern State University and one of the 
group drafting the guidelines for Primor's 

economic zone. He says the area has 
little prospect of earning foreign currency 
without overseas investment to help deve- 
lop local industries. 


hoichi Kobayashi, the deputy direc- 

tor and chief economist of the 

Japan Development Institute who 

recently spent nearly one month 
touring Primor to assess its development 
potential, says: “The potential [for the free 
economic zone's success] is there because 
of the geographical location and population 
concentration." 

Kobayashi, who has studied develop- 
ment projects in more than 70 countries, 
says Vladivostok and Nakhodka could be- 
come entrepots for exports to and from 
Asia. But the Soviets appear to be more 
confused about how to conduct economic 
reform than the Chinese were in the late 
1970s. This is partly why Japanese busi- 
nessmen, though they comprise most of 
Vladivostok's visitors, are sceptical about 
investment in the Soviet Union. 

South Korean businessmen have their 
doubts, too. Hyundai Corp. is the only 
South Korean company that has shown an 
interest in large-scale investment in the 


Soviet Union. The company recently sent 











the first shipments of logs from its timber 


venture in Svetlaya to South Korea. It em- 




















Vladivostok looks east for economic impetus 
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ploys about 300 workers at the site in north- 
eastern Primor. 

In July, Hyundai began the construction 
of a 12-storey, 250-room office-hotel com- 
plex in Vladivostok. Kim Jeong Geon, a 
manager in Hyundai's Nakhodka office, 
says the company will import the steel 
superstructure for the building from South 
Korea free of tariffs and import charges. 
Construction is expected to be completed 
within one year. In addition, Hyundai is 
discussing the possibility of forming a joint 
venture with Vladivostok-based fishing 
company VBTRF. 

Hyundai's efforts are being driven 
largely by founder Chung Ju Yung's hope 
that investment in the Soviet Union will 
help contribute to rapprochement between 
North and South Korea. Chung has dis- 
cussed numerous possible projects with 
Soviet officials, ranging from apartment 
construction to the setting up of a soap fac- 

. Many Hyundai officials are privately 
sceptical of this push into the Soviet Union, 
but their founder's enthusiastic embrace of 
the country leaves them little choice but to 
follow him. 

Officials in Primor hope that Asian in- 
vestors will set up manufacturing opera- 
tions in the area. But it is difficult to see the 
attraction for any foreign company, unless 
finished goods can be shipped to the west- 
em part of the country or re-exported. 
Primor's population is not large enough to 
sustain much domestic demand. But a po- 
litical thaw between the two Koreas and an 
opening up of the sensitive border region 
southwest of Vladivostok could result in a 
= substantial cross-border trade with the 

` Koreas and China. 
... Meanwhile, the momentum for change 
is building in Primor. Boris Yeltsin's em- 
phatic election as president of the Russian 
republic on 12 June has provided a boost 
to the territorys economic and social 
reformers. In a visit to the Soviet Far 
East last year, Yeltsin strongly support- 
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ed the idea of a free economic zone. 

The members of the group drawing up 
the guidelines for Primor's free economic 
zone now hope their plan will be extended 
throughout the far eastern region of the 
Soviet Union and become a model for the 
entire country. "The Yeltsin victory was a 
mandate for radical economic reform," law 
professor Korobeev says. 

Sweeping economic reforms were em- 


A new law for 
business 


President Mikhail Gor- 
bachovs decree on 
economic  restructur- 
ing in October 1990 
signalled a repudiation 
of 70 years of central 
planning in the Soviet 
Union. He said measures must be taken 
to accelerate progress towards a market 
economy. 

But the legislation to put this policy 
into effect has been slow in coming. 
proposal to establish a free economic 
zone in the Primor territory is an at- 
tempt to lay the foundation for a market 
economy in the region. 

“We don't want to wait for the all- 
union government to do something for 
us," says Alexander Korobeev, a law 
professor at Far Eastern State University 
and an attorney with the US-Soviet In- 
ternational Law Centre for the Far East. 

The centre is drawing up the regula- 
tions for the free economic zone that 
would: 

Allow foreign ventures to lease land 
for at least 50 years. 
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braced by  Gorbachov in economic 
guidelines issued in October 1990. The 
measures outlined four broad stages for 
adopting a free-market economy: the com- 
mercialisation and. privatisation of enter 
prises would begin in the first o Prices . 
would be grac tually li ibere 
ond stage; structu 
housing and labour 
initiated in the third si 
would be made freely 
final stage. 
But economic refor 





ct th e economic revamp- 


group wants to speed up the pro- 
cess. Its pro for a free economic zone 
will soon be forwarded. to Moscow, where 
they will be scrutinised by the Supreme 
Soviet of the Russian Federation, the high- 
est law-making authority of the Soviet 
Union's largest republic. Given Yeltsin's ~ 
strong backing for the zone, they are not - 
expected to be voted down. uS 
Even though approval by the Russian —__ 
legislators would be enough to put the 
Primor plan into effect, foreign investors | 









P Eliminate visa ents for for- 
eigners. Approximately 10-2096 of the 
province, however, would remain off 
limits to foreigners because of the sec- 
urity restrictions imposed by the Soviet 
navy. | 
P Guarantee favourable customs treat- 
ment. Imports into the zone would be 
free of charges, and duties would be im- 
posed only on unprocessed goods ship- 
ped to the rest of the country. — 
> Encourage  foreign-exchange and 
commodities markets. Foreign banks 
and other financial institutions would be 
given equitable treatment as an encour- 
agement for them to set up branches - 
throughout the province. ES 
> Establish investment guarantees. 2 
Foreign investors would receive the ^. 
same treatment aslocalones. ..  . 
> Simplify business-registration p proce- 
dures. It now takes one month to regis- 
ter a new business. The aim is to cut this 
to several hours. 
P» Develop a basic tax system. 
> Create a labour structure that would 
encourage workers and mie 
to solve disputes autonomously, ‘not 
through state intervention. A new la- 
bour law being prepared by the Su- 
preme Soviet will lay out ge 
guidelines and minimum standards. 
m Mark Clifford 
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are likely to be cautious about it without ap- 
proval by Gorbachov. So in a move to gain 
investor support, it will be submitted to 
him for final approval. 

But getting Gorbachov's approval may 
not be easy. Torn between conservatives 
and liberals, the president is not likely to 
rush to push forward the sort of decisive re- 
forms needed to invigorate the Soviet econ- 
omy. For example, the Russian Supreme 
Soviet approved the establishment of limit- 
ed free economic zones in Nakhodka, Vy- 
borg and Sakhalin, but Gorbachov refuses 
to give his stamp of approval. 

The delay in central-government ap- 
proval for Nakhodka, which started plan- 
ning for the zone long before Primor, 
typifies the problems the Soviet Union has 
in moving forward on economic reform. 
"We are worried about our credibility," 
complains Nadezhda Mukhina, vice-chair- 
man of the executive committee of the 
Nakhodka soviet and one of the zone's 
most forceful backers. "We promised, but 
we are not able to deliver." 


ight foreign joint ventures have 
been set up in the Nakhodka 
zone, which offers 10-year tax holi- 
days to joint ventures with at least 
30% foreign ownership, seven-year land 
leases and preferential customs treatment 
for some goods. The ventures include three 
restaurants with German, North Korean 
and Vietnamese partners; the International 
Law Centre for the Far East, a Soviet-US 
venture; a Soviet-US scrap metal-recycling 
operation; a Soviet-US computer sales and 
software programming venture; and two 
ship-repair companies. (Nakhodka and 
Moscow are currently the only places in the 
Soviet Union where joint ventures can be 
registered.) 

The sagging infrastructure of the Far 
Eastern region of the Soviet Union is 
another area of major concern to economic 
reformers. Huge demands for funding will 
be placed on the central government as the 
country attempts to modernise. As a result, 
infrastructure is not likely to be improved 
much unless local authorities can come up 
with a way of increasing and controlling 
revenue sources. 

Nonetheless, some improvements are 
necessary to attract foreign investment. The 
Trans-Siberian railway line must be im- 
proved so that freight can be shipped more 
efficiently and quickly. “Sometimes it takes 
20 days, and sometimes it takes 45 days 
to ship goods to northern Europe by train 
[from Vladivostok|" says Sergey Frank, 
general manager of Far Eastern Shipping 
Co. "By sea, it takes 30 days. It's very pre- 
Sealand, a division of US transport giant 
CSX, is already working on a project to up- 
grade the rail line. The company wants to 
cut the shipping time between Japan and 
Europe to 25 days. 
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Increasing burden on port facilities. 


Other transport links also need improv- 
ing. It takes longer and costs more to travel 
to Vladivostok from Seoul than it does to 
travel to New York from the South Korean 
capital. Aeroflot operates only three flights 
a week in the summer and two flights a 
week for the remainder of the year between 
Niigata, Japan and Khabarovsk. From 
Khabarovsk, an express train to Vladivos- 
tok takes another 16 hours. 

Aeroflot and the Soviet rail system charge 
dearly for the privilege of visiting Vladivos- 
tok from Niigata. A round-trip ticket for the 
flight — which takes less than two hours — 
costs US$999. A foreign traveller pays 
US$150 for a one-way ticket on the over- 
night train to Vladivostok; a Soviet citizen 
can buy the same ticket for Rbl 65, or 
US$2.36 at the tourist rate. A good dose of 


Rouble 


roulette 


Understanding Soviet 
prices is not easy: they 
are an accounting fic- 
tion that bear no rela- 
tion to actual costs. Re- 
sources are allocated on 
— —^ the basis of central-gov- 
ernment commands, personal relations 
or through the black market, and short- 
ages are endemic. The process is made 
more complicated by the rouble's four ex- 
change rates. 

The official rate, Rbl 1:86 US cents, 
is generally used for accounting pur- 





Most of this trade, however, was shifted 
to a hard-currency basis early this year. 
Workers who earn hard currency are also 
forced to sell some of their earnings to the 
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privatisation in the transport sector or in- 
creased competition in the form of foreign 
carriers would go a long way towards 


opening up Vladivostok and Nakhodka to 
foreign business. 

One sign of progress is the shipping ser- 
vice between Vostochny and Pusan, South 
Korea, that was started in July by Korea- 
Soviet Shipping Co., a joint venture be- 
tween Hyundai Merchant Marine Co. and 
Chunkyung Shipping Co. One 430 TEU 
(twenty-foot equivalent unit) ship will make 
one round-trip a week between the ports. 
Fesco also plans to begin a weekly service 
on the route. 

Increased shipping, however, will place 
a burden on Primor's port facilities. Vla- 
divostok has a decent port, but it would 
have to be upgraded to handle any major 
increases in volume. Plans are already 
under way to expand the deep-water port 
at Vostochny, which is on the outskirts of 
Nakhodka, because of congestion in the 
summer, and Hyundai is expected to bid 
for the job. 

Analysts caution that talk of making Vla- 
divostok the Soviet Union's Asian window 
is not new. They point out that a succession 
of Soviet leaders have given speeches at the 
city heralding a new age as part of Asia for 
the Far Eastern part of the country. Not 
much has happened. But people in the re- 
gion are openly trying to defend their eco- 
nomic interests, 

"We really have high hopes for foreign 
capital investment," law professor Koro- 
beev says. "For the revival of our econ- 
omy, we really need this new financial 
blood." * 


government at this way rate. 

The commercial rate, Rbl 1.70:US$1, is 
used for most business transactions with 
market economies. Companies investing 
in the Soviet Union are forced to buy rou- 
bles at this rate; taxes and customs duties 
are also assessed at this rate. Forced sales 
of 40% of hard currency earned by state 
companies are also made at this rate. 

A rate for tourists, Rbl 27.50:US$1, is 
more realistic. This rate makes the coun- 
try a bargain for tourists, though there 
are few goods in most parts of the coun- 
try because of i 

The spot rate is Rbl 32:US$1. This rate, 
which is set at auctions held by the gov- 
ernment, is not used in official transac- 
tions. The black market rate is about Rbl 
37:US$1. 

For foreign companies doing business 
in the Soviet Union, the rate of exchange 

i since the 
rouble is not freely convertible and profits 
cannot be easily repatriated. Using the 
commercial rate, a US$100 investment 
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ECONOMIES 2 


Capitalist seedlings 
begin to appear 
Permafrost 


is melting 


By Mark Clifford in Vladivostok 


On the hilly streets of 
Vladivostok, Japanese 
Toyotas and Hondas are 
nearly as commonplace 
as Soviet Ladas and Vol- 
gas. Last year, the new 
registration of Japanese 
cars PRONS Soviet ones in this pic- 
turesque port pi The craze for foreign 
cars prompted the newspaper Izvestia to 
run a front-page story entitled “No Meat, 
But Lots of Cars.” 

The surge in car imports is mostly the 
result of eased import restrictions and the 
enthusiasm of businessmen at semi-private 
cooperatives. One of the largest coopera- 
tives is Kombedent, which expects to im- 
port about 1,200 used cars this year, or 
about 10% of the total in the Primor terri- 


tory. 

Any kind of Japanese car is popular, 
Kombedent general-director Viktor Sted- 
senko says: “Our buyers are not very 
choosy.” 





would buy Rbl 170, or a little more than a 
typical worker's salary for one week. By 
contrast, if a company could buy roubles 
at the tourist rate, that same US$100 
would pay four months’ salary for one 


monthly wages of Rbl 700-1,000 consi- 
dered substantial. But rents are inexpen- 
about 3% of his earnings on rent, com- 
pared with 25% or more in developed 
countries. In addition, food is heavily 
subsidised, and health care is free. 
The g has a difficult task in 
the country’s financial sys- 
tem, controlling foreign credits and chan- 
| foreign-exchange earnings to be- 
neficial uses without unduly 
companies. Until reforms are well under 
way, Ron een conan are M 
to shy away from the uncertainties of 
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Thinly populated Primor has 5 premyt of resources 


Industry (1985) 
Energy (7.6) 


The 42-year-old Stedsenko is seizing the 
opportunity to make money as the Soviet 
economy opens up. He set up Kombedent 
three years ago along, with six friends and 
Rbl 10 million (US$312,000 at the spot rate) 
borrowed from three banks and an insur- 
ance company. 

Kombedent, one of more than 200,000 
cooperatives in the Soviet Union, has the 
makings of a conglomerate. Reorganised 
into three divisions earlier this year, the 
company imports and repairs cars, man- 
ages a small agricultural operation, pro- 
duces plastic and packaging material, and 
is involved in construction. It also has 
equity investments in a taxi company, a 
car park and a computer-software con- 
cern. 

Kombedent is not alone. Throughout 
Vladivostok and the neighbouring city of 
Nakhodka, which account for almost 50% 
of Primor's population, there is a growing 
realisation that the area must embrace rad- 
ical economic change. The first stirrings of 
capitalism are evident in a wide range of 
businesses, from small cooperatives to 
huge state-owned enterprises. 

At Far East Mercantile Exchange, which 
had its first session on 30 May, brokers 
offer everything from fresh fish to construc- 
tion materials. The existence of the tiny ex- 
change, which is open only four days a 
month, testifies to the acute shortage of 
goods in the Soviet Union and to the will- 
ingness of Primor's authorities to allow eco- 
nomic experiments. 

"Previously, 1 worked in the strict 
framework of the state system," exchange 
chairman Valeri Budnik says as he puts 
his hands around his neck to empha- 
sise the stranglehold of the state eco- 
nomic system. "I was a specialist in sup- 
ply and demand. This exchange will 
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help us develop a free economic system." 

Next door to the exchange is Far Eastern 
Shipping Co. (Fesco), the largest company 
in the far eastern region of the Soviet 
Union. With 53,000 employees, the com- 
pany is a typical state enterprise. Fesco has 
a monopoly on its routes, and it must pro- 
vide a great deal of uneconomical services. 

Nonetheless, Fesco executives believe 
the company will be able to take advantage 
of economic liberalisation. With annual 
earnings of Rbl 300 million on revenue of 
Rbl 1.25 billion, they say the company has 
ample financial clout to fund business op- 
portunities as Primor's economy opens up. 
Moreover, the company's experience in for- 
eign markets has schooled its managers 
in the rough-and-tumble world of market 
economies, an experience few Soviet busi- 
nessmen have. 

Fesco is spending US$7-8 million to re- 
novate the Versailles Hotel in Vladivostok 
with the help of a Chinese contracting com- 
pany. When the 80-room hotel opens next 
year — most likely with a Japanese joint- 
venture partner as manager — it will be 
Vladivostok's only international-standard 
hotel. Daily room rates are expected to be 
US$60-150. 

In addition, Fesco has spent US$3-4 mil- 
lion on the refurbishment of a passenger 
terminal for cruise ships next to Vladivos- 
tok's railroad station. The company has 
also set up a tourism subsidiary to bring Ja- 
panese tourists to the city, where they 
would stay at the Versailles Hotel. 

Fesco has also invested in cooperatives 
such as ACFES, a car importer and service 
centre in which it paid Rbl 1.5 million for a 
one-third share. Further, Toyota has cho- 
sen Fesco to be its partner in the Japanese 
car maker's first service centre in this region 
of the Soviet Union. The centre is sche- 
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duled to open before the end of this year. 

According to Fesco executives, the com- 
pany’s net assets have doubled to Rbl 9 mil- 
lion after less than two years of operation. 
“We are still a state-run company," says 
general manger Sergey Frank, "but we are 
more flexible than other state companies." 

But executives still complain that they 
are held back by policies set in Moscow. 
The company, for example, must surrender 
a large part of its hard-currency earnings to 
the central government. Forty percent of 
these earnings are sold at the low commer- 
cial exchange rate of Rbl 1.70:US$1. After 
various taxes are added, the company re- 
tains only 24% of its hard currency, and ac- 
cess to even this portion of earnings is often 
restricted. 

“We have knowledge [of the free mar- 
ket|" Fesco vice-president Ivan Nadein 
says, “but we don’t have the materials [or 
the permission] to act aggressively. We are 
in an awkward position, just as all other 
[state] enterprises are.” 

Many state enterprises are bewildered 
by the changes that are rocking the Soviet 
economy. In Arseniev, an industrial town 
north of Vladivostok, the military abruptly 
cancelled orders for helicopters from the 
city’s aviation factory. The cutback was in 
line with a 1987 policy directive from the 
central government to convert military fac- 
tories to civilian production. Workers still 
report to the aviation factory and receive 
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Valdivostok street: confusing signals. 


pay, but they are mostly idle because there 
is little work for them. 

Last year, the Arseniev aviation factory 
joined a dozen other enterprises in Primor 
to form the Red Pine Association. The or- 
ganisation is a way for the enterprises, 
most of which are financially troubled, to 
pool information and resources to help 
them make the transition to a more market- 
oriented economy. Other major enterprises 
in the association include: a cement plant in 
Spassky; a fluoride-processing facility in 
Yurislavsky; a railway-car manufacturer in 
Ussuriysk; a maker of road-repair and con- 
struction machinery; and a producer of 


Prising open Vladivostok 


Japanese trading com- 
panies are trying to 
prise open the Soviet 
port of  Vladivostok 
to international com- 
merce, despite the ab- 
sence of a formal peace 
treaty between Japan and the Soviet 
Union. 

Through the Japan Association for 
Trade with the Soviet Union and Central- 
Eastern Europe (Sotobo), Japanese trad- 
ers in September will hold the first multi- 
national consumer-goods exhibition in 
Vladivostok. By involving exporters from 
China, South Korea, Hongkong, Thai- 
land and the US, they aim to force the 
hand of Soviet authorities in opening up 
Vladivostok, according to Sotobo's man- 
aging director, Masayuki Imanishi. 

"Vladivostok is still virtually closed to 
foreigners," Imanishi explains, "but for 
the first time, firms from many countries 
are to participate in a single event at the 
invitation of the Primor Chamber of 
Commerce and Industry." 





The port city will be treated to a four- 
day display of consumer goods ranging 
from Japanese and South Korean cars to 
televisions as well as clothing from Hong- 
kong and Thailand. California wines 
and US sporting goods will also be on 
show. 

The first Japanese exhibition of goods 
was held in Vladivostok in 1987, and 
there have since been other such events 
staged by other countries. But the scale of 
the September exhibition, which involves 
more than 5,000 m? of displays and sev- 
eral hundred Asian and US business- 
men, has not been attempted before. 

Soviet leaders have not liberalised the 
import of consumer goods. But the de- 
centralisation of business from state 
monopolies to individual enterprises 
gives these concerns the right to import 
consumer goods with some of the foreign 
exchange earned from the export of their 
own products. 

Nonetheless, many Soviet enterprises 
prefer to engage in barter because of the 
non-convertibility of the rouble. This is 
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navigational equipment in Vladivostok. 

"The activities of these enterprises are 
very different," says Valery Lutsenko, gen- 
eral-director of the association and a former 
provincial leader of Primor. "However, 
they all have the same problem. [They 
need] to change their activities and produce 
new products." 

Economic success stories in Primor exist, 
but they are mostly among, independent 
ventures that have sprung up since legisla- 
tion allowing cooperatives was passed in 
1988. In Nakhodka, the Youth Residential 
Complex, is half-way through a 10-year 
project to construct a 2,000-unit apartment 
complex. The cooperative, which started 
work in 1987, has 350 employees and is one 
of the largest in Primor. 

The cooperative was originally intended 
as a non-profit venture, but its chairman, 
Victor Khodyrev, points out that his group 
wants to make money out of the housing 
project, which eventually will be home to 
7,500 of Nakhodka’s 191,000 residents. The 
cooperative is currently funded by govern- 
ment organisations and state-owned enter- 
prises whose employees are eligible to 
move into its apartments. 

Meanwhile, the cooperative is expand- 
ing into other business areas. It owns a ce- 
ment factory, does building-design work 
and has a software-development enter- 
prise. "The time has come for mone 
sionalism," Khodyrev says. 


where Japanese trading companies hope 
to enter the picture as middlemen. The 


companies say they can find markets for 


timber and other raw materials in ex- 


change for consumer goods such as those 
on display at the Vladivostok fair. 


The sale of the small quantity of pro- 


ducts displayed at the fair, however, will 
be the responsibility of Soviet enterprises. 
And they are expected to find ready 
buyers, given the pent-up demand for 
consumer goods from Soviet citizens 
with surplus roubles to spend. 


Meanwhile, Japanese businessmen 


say they are not discouraged by the fail- 
ure of Tokyo and Moscow to resolve a 
territorial dispute over four islands, on 
which hinges a peace treaty between the 
two governments. The islands, which 
were occupied by the Soviets at the end 
of World War II, lie north of Hokkaido. 


Agreements reached during President 


Mikhail Gorbachov's April visit to Tokyo 
allow exchanges of consumer goods only 
through so-called coastal trade. Such ex- 
changes will have to be remunerated 
through physical exchanges of goods 
since Japan did not agree to extend any 
new financial credits to the Soviet Union. 
Japanese traders are hoping for a break- 
through on the matter before long. 


m Anthony Rowley 
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: Bys s. Kamaluddin in Dhaka 
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angling generous tax incentives and 
other inducements, the Bangladesh 
- Government on 29 July unveiled a 

New Industrial Policy (NIP) aimed at 
generating much-needed industrial invest- 
ment. 

_ The NIP promises to remove distinctions 

3 b 'tween local and foreign investors and to 

> duce state control of the economy. Speci- 

: fic E oposi include steps to encourage 
new businesses, provide tax exemptions to 
exporters and allow foreign investors 100% 
ownership of ventures anywhere in the 
country. 

The government has also scrapped its 
investment schedule and list of “discour- 
aged industries,” used to steer private-sec- 
tor activity into certain areas and away from 
others. Despite this, some important as- 
pects of how the new policies will work in 
practice remain unclear. 

Unveiling the Nip, Industries Minister 
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prior year to M$14.0 million. 
period ended 30th June 1991. 


1990 to 58 sen as at 30th June 1991. 


Significant events 









MBf HOLDINGS BERHAD 


(Incorporated in Malaysia) 


HALF YEAR ENDED 30TH JUNE 1991 


H, 230,000 shares representing 32.39% of iiec 


ladesh aims to boost private industry 


the bud 








ors, Tie said? "ped "app rO} Gpriate legal mea. 
sures would- be taken to protect their pa-- 
ad ights and: 





“measures that re- 
iei d nto à 


Shamsul Islam Khan said the government's .. Amor 
aim was to give "full operational freedom to _eigners to 


the private sector.” 


The only sectors to remain exclusively. f folners 


under government control will be: arms; - 


ammunition and defence equipment; sec- 
urity printing (for example, of currency 
notes) and minting; tree planting and fel- 
ling in reserved forest areas; air and rail 
transport; power generation and transmis- 
sion (except for supplies produced by big 
industrial users for their own consump- 
tion); and telecommunications. 

Even in communications, private-sector 
participation will be encouraged alongside 


- public services in rural areas and, subject to 


government approval, in specialised areas 
such as cellular phones and paging equip- 
ment. 

Acknowledging that policies initiated in 
1982 and 1986 had failed to attract sufficient 
local or foreign investment, Khan promised 
that efforts would be made to learn from 
past mistakes. 





With its enlarged capital base, the Group's annualised earnings per share was maintained at 11.4 sen per share for the 
The Group's Net Tangible Assets backing in sen per ordinary share soared by 152.2% from 23 sen as at 30th June 
All the divisions continued to perform well in particular MBf Finance Berhad which posted a remarkable half yearly 


joo pre-tax profit of M$70.4 million, an increase of 84.8% over the corresponding period of the previous year. 
Uu. Barring unforseen circumstances, the Group is expected to continue its exemplary performance for the rest of the year. 


€ On 4th June 1991, the Company announced that its wholly: owned subsidiary, Permodalan MBf Sdn Bhd had acquired 
erhad's s Issued and mm Capital, from the kids market, 


da Holdin 











to those of designated export 
not clear from the NIP ar 
also unclear whether investors setting up _ 
manufacturing units, but who do not need 

government-approved 
loans or loan guarantees, will have to meet 








any other requirements in order to pro cx 


ceed.) 


Khulna (the lone existing export zone, in 


Chittagong, has about 404 units but has had a 
mixed success). Units set up in the zones — 
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| 
(Unaudited Results) 
66 EN 99 
RECORD BREAKING SUCCESS YET AGAIN 
12 MONTHS 1990 — $46.5M — 6 MONTHS 1991 - $41.0M c M 
: 1990 199] 
T COMPANY Profit Before Tax 
| % 6months. 
1 $ millions - 
TERE CHANGE 
DEM BE ini | 15.7 
zn Fina ncial Highlights 
| @ The Group out-performed its results of the previous corresponding period by reporting a pre-tax profit of M$41.0 million, 
| . a bullish increase of 44.9% inspite of the sluggish effect of the Gulf War on the economy in the first quarter. 
|. At Company level, MBf Holdings Berhad's half yearly pre-tax profit grew 15.7% over the corresponding period of the 
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through ex ports, However, ‘whether this NUS 
provision will apply to all exports, or only e 
industries, is — 
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Two more export-processing zones are c : 
to be set up, one near Dhaka and one in . 




























BUSINESS AFFAIRS 





will receive 10-year tax holidays, after 
which their exports will continue to attract 
tax rebates. 

The NiP also proposes a number of steps 
to remove obstacles to new business ven- 
tures and to encourage entrepreneurial acti- 


vity: 

» Tax holidays of five, seven, nine and 12 
years will be granted to new industrial 
units, depending on their location. Accele- 
rated depreciation allowances will be avail- 
able on 100% of an industrial investment, 
up from 80% previously. 

> The Board of Investments will be or- 
dered to rule within three months on appli- 
cations for manufacturing licences. The 
main domestic sources of finance, the 
nationalised commercial banks (NCBs) and 
government-owned development banks, 
will have a two-month deadline by which 
to consider loan applications. The time 
limits are an effort to remove delays that 
have typically run to months — and in 
some cases, to years. 

> Reflecting inflation and the gradual ero- 
sion of the taka, the lending powers of the 
NCBs and development banks will be raised 
to Taka 300 million (USS8.3 million) per 
project from Taka 100 million. The NiP also 
says, vaguely, that the limit may be further 
increased at a later date to Taka 1 billion. 
The lending ceiling for small and cottage in- 
dustries has been raised to Taka 30 million 
per project from Taka 15 million. 

The NiP does not set interest rates for 
bank lending to industrial ventures. Under 
the new policy, these will be set by mar- 
ket forces, though Bangladesh Bank, the 
central bank, will retain the right to im- 
pose rates in the event of unexpected dif- 
ficulties. 

The new policy again emphasises the 
government's intention to privatise state- 
run enterprises, though without spelling 
out details of how this is to be ac- 
complished. 

Finance Minister Saifur Rahman told a 
chamber of commerce gathering on 1 Au- 
gust that a further statement on privatisa- 
tion would be made in about six weeks' 
time. 

A major obstacle is that Bangladesh's 
private sector has insufficent funds to 
absorb a large-scale sell-off of govern- 
ment enterprises. The industrial-policy 
statement indicates that the government is 
looking at other options, including turning 
state firms into holding companies with in- 
dividual units reconstituted as public limit- 
ed companies. A complementary proposal 
envisages sub-contracting management of 
state-owned enterprises to the private sec- 
tor. 

Khan also said the government would 
increase efforts to boost productivity of 
existing manufacturing units. He noted 
that the average capacity utilisation rate of 
Bangladesh's manufacturing industries is 
only about 60%. a 


FAR EASTERN ECONOMIC REVIEW 
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Saviour savers? 


In his acclaimed book The Sun Also Sets, British journalist Bill Emmott averred that 
Japan’s balance-of-payments surpluses would decline, as surely as night follows 
day. But precisely the opposite is happening. The surpluses are rising. 

The Emmott thesis assumed that an ageing population would progressively run 
down its savings while the younger generation became more profligate consumers. 
Japan would import more capital and more goods, thereby pushing the current- 
account balance into deficit. 

The decline in both Japan’s trade and current-account surpluses was already 
under way by the time Emmott published his book in 1989. These trends continued 
obligingly into 1990. But this year it is expected that the trade surplus will go above 
US$90 billion and the current-account balance will surge to more than US$70 billion. 

Few, perhaps, could have predicted the speed with which Japanese manufactur- 
ing exporters would adjust to a dramatic rise in the yen following the 1985 Plaza Ac- 
cord. Nor the weakness in oil prices, nor the benefits Japan would reap in Europe 
from filling an export vacuum created by a reunified and self-centred Germany. 

But other factors were more foreseeable. Those eager to wish away Japan's 
surpluses overlooked the net income which it is earning on direct and portfolio in- 
vestments overseas. This has from under US$1 billion in 1980 to US$23 bil- 
lion in 1990. A recent OECD study suggests it will reach US$60 billion a year by 1995. 


; This will more than compensate 

ETTTEUTTETTETE: eth sof export earings — es 

USS billion j timated by the OECD at a cumulative 

.  US$47 billion between 1987-95 — 

|. which Japan is suffering as a result 

. of shifting much of its export pro- 
duction offshore. 

Before long, Japan is likely to be- 
come a rentier nation when net in- 
15 exceed capital outflows, says Derek 
. Healey, author of an OECD study 
10 ^ which suggests that Japan's pay- 
s . ments surpluses are no different 
^ . from those which Britain and the US 
enjoyed for long periods of their his- 
tory. 

This study suggests that if 

Japan's GNP continues to expand at 
annual rates of around 4.8% until 1995, and if the balance-of-payments surplus re- 
mains at around 1.5-2% of GNP, the current-account surplus could average up to 
USS80 billion a year. This assumes an average rate of ¥125 to the US dol- 
lar. With a stronger yen the surplus could average US$100 billion. 

Not everyone will agree with Healey's idea that Japan's surpluses are "entirely 
natural," and far less with his notion that they are desirable in helping to offset ac- 
tual and potential shortages of capital elsewhere in the world. 

Trade distortions cannot be ignored. Japan is one of the few G-7 countries whose 
ratio of imports to GNP is smaller than the export:GNP ratio. Japanese imports are 
heavily stacked in favour of commodities, too, so that Asean is virtually the only 
grouping to enjoy a (narrowing) surplus with Japan. 

The OECD study berates those who wish to see Japan run down its surpluses by 
consuming and importing more. "To spend is easy; to save is difficult," is the ser- 
mon. These surpluses represent "an opportunity for the rest of the world — particu- 
larly the developing world — to benefit from the high savings rate of the Japanese." 

Maybe. But do not forget that this is a country whose aid policies are biased in 
favour of lending rather than giving money to developing countries, whose banks 
are capital constrained in recycling funds elsewhere and whose companies, when 
they are not speculating in overseas real estate, are buying up half of Hollywood. 
Is this the best repository for the world's savings? = Anthony Rowley 
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| By Jonathan Friedland i in Hongkong 


Yhe bankruptcy i in July ofa big Japan- 
“@ ese golf-membership broker has set 

JA. off a scramble among the world's 
leading luxury hotel groups to grab the 
well-situated but stil unfinished Ritz 
Carlton Hotel in Hongkong's Central busi- 
ness district. The choice will probably de- 
pend on the preference of Tokai Bank and 
five other Japanese lenders which together 
have staked HK$1 billion (US$128 million) 
on the troubled project. 

Ritz Carlton Hotel Co. (an Atlanta, 
Georgia-based operator of 23 hotels in the 
US and Australia and the property's 
owner GGS Hotel Holdings (a local sub- 
sidiary of Tokyo-based GGS Co.) say they 
are determined to complete the luxurious 
27-storey hotel. But sources say that several 
chains, including Hongkong's Mandarin 
Oriental and Furama Groups, have been 
approached by lenders backing the project. 

Until July, four non-Japanese banks 
were members of the syndicate that pro- 
vided an HK$850 million, 17-year loan for 
construction of the 216-room hotel, which 
is to be the first Ritz Carlton in Asia. Stand- 
ard Chartered Bank, Standard Chartered 
Asia, the Hongkong-based Bank of East 
Asia and Sweden's Skandinaviska Enskilda 
Banken were bought out by Tokai after 





Hongkong hotel seeks rescuer r after owner goes bust 


Propping c up the Ritz- 


GGS filed for bankruptcy 
with debts of ¥260 billion 
(US$1.9 billion) on 11 July. 
The remaining lenders 
in the syndicate include 
Long-Term Credit Bank of 
Japan, Daiwa Bank, Chuo 
Trust, Mitsui Taiyo Kobe 
Bank and Kyowa Saitama 
Bank. 

Bankers say the non- 
Japanese banks de- 
manded that Tokai buy 
them out after construc- 
tion and licensing delays 
mounted on the project 
and after it became clear 
that GGS was financially 
strapped. They add that 
GGS is unlikely to be able 
to make its first interest 
payment on the loan, due 
at the end of December. 
The remaining banks 
have already provided an 
additional HK$150 million to finance con- 
struction, after GGS failed to complete its 
HK$480 million equity contribution to the 
Ritz project. GGS provided HK$340 million 
in paid-up capital to GGS Hotel Holdings in 
1986. 

Tokai Bank officials will not comment on 





The Ritz Scrambis: 


how much the ees i 
owed by privately held GGS, but bank 
say that the sums were substantially i in: 
cess of its exposure to the Ritz Carlton pro 
ject. In the year to March 1991, Tokai made — 
F Y59. 3 billion on revenue ot 









eble: situation,” | 
Says | rence Chan, pro- 
.. ject director of GGS Hotel 
Holdings. "They will sop 
port it because they be- 
lieve it is viable.” 
= Ata conservative pro- 
“jectcost | estimate of 
HK$1.3 billion, the Ritz 
Carlton will be among the 
costliest hotels built in 
Hongkong. The. Hotel 
Conrad, by comparison, 
opened earlier this year at 
a cost of HK$860 million 
and has 575 rooms, 
though it is not as well 
situated as the Ritz. The 
Ritz Carlton is aiming to 
charge HK$2,100 a night 
for a room, 50% more than the average rate 
for a room at the Mandarin Oriental, its 
near-neighbour and one of Hongkong's 
most expensive hotels. 
Several buyers would probably pay 


more than HK$1 billion for the Ritz, given — T 


its prime location, but they would find it 





COMMODITIES 


Copra contraption 


A machine being developed in the Sol- 
omon Islands to process coconuts could 

| help revive commercial plantations not 
only in the South Pacific, but in Asia as 
well. At the moment, the job of splitting 
open coconuts to extract the meat is slow 


and laborious. And despite 100 years of 


trying, nobody seems to have come up 
with a machine to do the job well. 


_ Now Lever Solomons, a subsidiary of 


the European consumer-products giant 
Unilever, believes it has found the an- 
swer. The firm's machine, developed at 
Yandina, an island 100 km north of the 
capital, Honiara, splits the nut into three 
|} and extracts the meat from each piece. 







Machines developed elsewhere have de- 


husked the coconut, with little success. 


Lever's contraption can process 20 nuts a 





minute. "It is simple to operate," says 
David Friend, managing director of Lever 
Solomons. "There's no reason why a 16- 
year-old girl couldn't run it." 

The new machine, which may still re- 
quire a couple more years in develop- 
ment, will help Lever cut costs. But there 
is a more pressing problem the equip- 
ment will help Lever overcome — Sol- 
omon Islanders are growing less and less 
inclined to perform boring work like pro- 
ducing copra. Friend thinks the machine 
will be useful wherever people are leav- 
ing coconut plantations. 

Lever is completing a Sol$20 million 
(US$7.5 million) programme to improve 
its plantations, whereas most growers in 
the South Pacific are too demoralised by 
poor price prospects to replant with new 





trees. For its part, Lever is pinning its fu- 
ture on high-yielding hybrids. 


On average, Pacific tall palms yield 2.5 


tonnes of copra a ha. Lever has been 
planting a hybrid variety since 1978 — a 
cross between a Solomons species and - 


what is called the Malayan dwarf. Mod- — 


ern hybrids such as this can increase the 
potential yield to 4.5 tonnes. New breeds 


may yield up to 6 tonnes a ha. 
Lever is also tentatively exploring 


another type of breeding called clonal 


propagation. This involves selecting very 


high-yielding individual palms, then mul- 


laboratory and finally planting thousands 


of them in the field. 


To go with better trees, modem 


coconut plantations need to make a 
wider array of coconut by-products, says 
Friend. Lever has produced, andis test- 


tiplying their number clonally in the | 
| 


marketing, a high-quality coconut oil, he 
says, which can be used. for the body or 
for hair "in the Pacific tradition." 
a M Robert Kerne 















difficult to dislodge the management com- 


pany. The terms of the contract have not 
been made public, but Horst Schulze, pre- 
sident of Ritz Carlton, says that "we do, in- 
deed, have a long-term management agree- 
ment with the owner." He adds: "It is our 
understanding that this agreement is still in 
full force and effect. We have been assured 
by GGS Hotel Holdings that in spite of its 


| parent company's reorganisation proceed- 
ings, it intends to complete the Ritz 


Carlton, Hongkong." 
. Indeed, GGS Co. is selling off assets ap- 
parently to hold on to the Ritz. In late July, 
4t announced the sale of a 74% stake in 
^Hongkong-listed property firm Kam Shing 
|. International for HK$164 million after pay- 
— ing roughly HK$140 million for control a 
|o year earlier. Brokers had earlier anticipated 
(oo. that the Ritz would be eventually sold into 
Also on the auction block might be sev- 
eral properties acquired by GGS Co. since 
1986. These include the Atlanta Suite Hotel 
in Atlanta, the Hyatt Regency Palm Springs 
D and Rancho Mirage Club in California, the 
' «^ Sheraton Hotel in Hamilton, Ontario, and 
golf courses in Australia, Canada and the 
US. Analysts in Tokyo say that GGS' bank- 
ruptcy came largely as a result of its over- 
seas forays. 
Sources say that GGS chairman Mitsuru 
Iwasaki was a pioneer in the brokerage of 
golf-club memberships, establishing his 
firm, then known as Ginzu Golf Services, 
with capital of ¥170 million in 1967. The 
company grew quickly in the 1980s, lend- 
ing money to speculators who helped to 
drive Nikkei's golf-club membership index 
up from 100 in 1982 to a peak of 889 by 
early 1990. These sources say that like 
many other Japanese entrepreneurs, Iwa- 
saki was emboldened by the strong yen 
and low domestic interest rates and began 
=>> ploughing his speculative earnings into 
~ over-priced real estate abroad. 
x1 GGS collapsed when competition 
heightened among Japanese golf-club 
.. membership brokerages (the Nikkei mem- 
bership index is now around 600) and 
-domestic interest rates climbed. Like other 
Japanese firms that invested heavily in for- 
-eign properties, such as Shuwa Corp. and 
Itoman Corp., GGS was hit hard by a 
Tokyo government crackdown on specula- 
tive real-estate lending and weak property 
markets in the US and Australia. When it 
filed for bankruptcy in July, GGS left the 
fourth-largest debt in Japanese history. 

The Ritz project has not helped matters. 
The company paid HK$430 million in 1986 
and 1987 for two buildings separated by a 
lane in Central and demolished them to 
begin work on the new hotel. Delays in 
government approvals to build over the 
lane, however, set construction back until 
„early 1989. The hotel, which was to have 
‘been completed in early 1991, is now due to 

open in the middle of next year. & 



























INVESTMENT 


Huge Philippine mine about to — 





The Í amily 


even years after it collapsed in one 

of the Philippines most spectacular 

bankruptcies, Nonoc Mining & In- 
dustrial Corp. is on the verge of resurrec- 
tion. And it appears likely to fall once again 
into the hands of the Cabarrus family, 
which has fought a tortuous battle to regain 
control of its former company. 

In anticipation of such an outcome, a 
Cabarrus-led group has already spent 
money to rehabilitate parts of Nonoc's nic- 
kel mine and refining plant on the island of 
the same name near Surigao, northeast 
Mindanao. Once the sixth-largest refinery 
in the world, supplying 4% of global nickel 
demand, Nonoc has lain idle during the 
years of legal wrangling and corporate 
manoeuvring. 

The most crucial step towards its even- 
tual reopening took place on 13 June, when 
the International Finance Corp. (IFC), a 
World Bank subsidiary, agreed to provide 
US$130 million towards its full rehabilita- 
tion. 

A successful resuscitation of Nonoc 
would represent the largest industrial pro- 
ject to be launched — or in this case, re- 





nickel 


launched — under President Corazon 
Aquino. It would also close the book on the 
biggest case handled by the soon-to-be dis- 
banded Asset Privatisation Trust (APT), the 
body set up by the Aquino government to 
dispose of state-owned companies. 

Moreover, if the sale goes to plan, it 
will clear the substantial debts that Nonoc 
owed to two government banks when it 
went bust in 1984 (and which resulted in 
its takeover by the then Marcos regime). 
But most importantly, the mine could bring 
the Philippines substantial foreign earn- 
ings. 

The IFC financing package, expected to 
be signed next month, includes a US$15 
million equity injection into Philnico Min- 
ing & Industrial Corp., the company set up 
by the Cabarrus family in 1989 to repurch- 
ase Nonoc from the APT. The IFC will also 
lend Philnico US$35 million from its own 
resources and raise another US$80 million 
in an IFC-organised syndication. 

Together with US$45 million in equity 
that is to be raised from other local and for- 
eign sources, the IFC financing will provide 
the US$175 million needed to restore the 
Nonoc plant to working order. 

The APT, facing dissolution on 31 De- 


Dollars and sense 


The agreement by the International Fi- 
nance Corp. (IFC) to help breathe new life 
into the Nonoc nickel refinery reflects an 
acceleration of IFC activities in the Philip- 
pines since 1988. 

At the end of June, the World Bank 
agency's investment portfolio in the 
country amounted to nearly US$140 mil- 
lion, the biggest country total in South- 
east Asia. The Nonoc scheme, and 
another major commitment that was also 
agreed upon by the FC board in June — 
for Makati Shangri-La Hotel & Resort 
Corp. — will expand the agency's Philip- 
pine exposure to more than US$419 mil- 
lion. 


The irc has been a crucial source of f- — 


term financing: available to the Philippine 
private sector. | 
Without FC help, the US$130 million 
needed to rehabilitate Nonoc Mining & 
Industrial Corp. could not have been 
raised by the Cabarrus group because of 
its chequered corporate history. o0 
Even for ereditworthy borrowers such. 








Distance “Telephone 
exorbitant interest: rates at home, IFC-syn: 
dicated loans have been an importan 
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nance for the Philippines, which has still rangements. | oe 
to restore its credibility in international... Krishan Sehg i 
markets after temporarily suspending la mission 

debt payments in 1983. In recent years, Philippine 
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from its own resources have been virtu: 
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cember, has meanwhile relaxed the terms 
of its sale offer. The new terms will allow 





Pi ulnico to spread most of the purchase 
...€08t over seven years, as opposed to four 
| " years under a deal that was agreed in 1989 
but never consummated. Philnico will be 
allowed a one-year grace period, and will 
also be protected from any adverse move- 
». ments in nickel's market price. 

Nonoc's price tag under the deal is 
US$325 million, unchanged from the earlier 
deal. This chiefly represents the debts of 
P6.5 billion (US$235 million) that Nonoc's 
parent company, Marinduque Mining & 
Industrial Corp. (MMIC), owed to govern- 
ment-owned Philippine National Bank and 
Development Bank of the Philippines 
when MMIC collapsed in 1984. 


A US$70 million portion of the total 


represents Nonoc's debts to for- 
eign creditors. Philnico will be 
required to repay this amount over 
four years, including one year's 
grace. The APT had previously 
sought immediate payment. Phil- 
nico has already lodged with APT 
| a sum of US$4.8 million in “earnest 
money" that the agency demanded 
in 1989 as a demonstration of Phil- 
nico's good faith. 

The IFc deal will be accompanied 
by a share-placement exercise, ex- 
pected to take place between now 
and September, which will result in 
Philnicos US$75 million equity 
being split among four categories of 
investor. 

The Cabarrus family and IFc will 


This has taken numerous forms: 
US$2.4 million equity investment in 
the country's first functioning ven- 
ture-capital firm, Hambrecht & 
Quist Philippine Ventures; under- 
writing US$20 million of the New 
York-listed First Philippine Fund's 
share issue and a portion of the 
Manila Fund's US$50 million flota- 
tion; and a US$20 million program- 
me to guarantee 5076 of Philippine 
Commercial and International 
Bank's peso lending to medium- 
scale industries. 

The IFC is also expected to effect 
a breakthrough in the privatisation 
of another of Manila's biggest firms, 
the Philippine Associated Copper Smelt- 
- ing and Refining Corp. (Pasar), in which 
-the IFC made a US$5 million equity in- 
. vestment in 1981. Pasar officials say the 
C is to back a financial restructuring 
"the company that will involve US$180 

million in loans and US$55 million in 







' What could open the IFC to criticism, 
however, i is its huge commitments to two 
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each have 20%. Another 20% will be sold to 
a group of world metals traders which will 
have marketing contracts with Philnico. 
(The APT has said these will include Royal 
Dutch/Shell group affiliate Billiton Market- 
ing & Trading and Finland’s Outokumpo 
Oy; Billiton, however, has publicly stated 
that it is interested only in a marketing con- 
tract.) 

The remaining 40% of Philnico will be 
sold through private placements in the 
Philippines and overseas. These are to be 
handled by the local arm of Hongkong- 
based Sun Hung Kai Securities. 

Despite the large sums involved, it will 
be cheap to reopen Nonoc, costing some 
US$515 million, if purchase, rehabilitation 
and other items are included. A new refin- 


ery alone would cost about US$1 billion to 
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hotel projects, in Manila's Makati district 
and on Mactan Island, off the central 
Philippine island of Cebu. Both projects 
are being run by the Shangri-La hotel 
chain owned by the Hongkong-based 
Kuok Group — a company with consider- 
able financial clout and creditworthiness 
and, on the face of it, no obvious need to 
raise loans through a quasi-development 
agency. 

The irc has agreed to provide loans, 
and arrange syndications, that will pro- 
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set up at current prices. 

For the price, Philnico will get a poten- 
tially lucrative monopoly with mining 
rights to ore reserves adjacent to the plant. 
Once back in full operation, the plant could 
generate  foreign-exchar : 

million annually on the basis of 
its past performance zand current metal 
prices. Its nickel production costs are esti- 
mated at US$1.78 a pound — less than half 
rice of around US$4 a 
also produce 3.3 
à ^ nsive cobalt annu- 















Why it has taken the Philippines SO ine ; 
to get such a valuable resource back into 
operation is a complicated story. Senior of- 
fidals in the Aquino government were 
wary of the Cabarrus group — which in- 
cludes textile industrialist Ramon 
Lee and Equitable Bank vice-chair- 
man John Go — on the suspicion 
that the family had been close to de- 
posed president Ferdinand Marcos. 
_ The APT, meanwhile, seems to 
have been flummoxed by the legal 
and political complications of the 
MMIC-Nonoc-Marcos tangle — and 
appears eventually to have con- 
cluded it would be impossible to 
reach a solution that did not give the 
Cabarruses a central role. 

For its part, the Cabarrus family 
skilfully used a succession of de- 
laying tactics to forestall the mine's 
sale to other parties. Its negotia- 
tions with the APT also bought time, 
and apparently wore down the 
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vide a total of US$83 million for 
the two hotels. This represents 
the ec's third-biggest involve- 
ment in the country, next to 
Nonocs US$130 million and 
PLDT's US$84 million. 

Sehgal says the hotel projects 
fit FC's priorities since they will 
generate substantial foreign 
exchange through tourism. He 
also notes that, aside from the 
fact that the IFC loans are at mar- 
ket rates, the syndications for the 
two projects, amounting to 
US$41 million, represent an in- 
flow of foreign funds to the Philippines. 
Without the IFC, even the Kuok Group 
would have found it difficult to get for- . 
eign loans for a Philippine project, Sehgal 
Says. 

Indeed, despite the IFc’s quasi-de- 
velopmental role, most of its clients — like 
the Kuoks, Hambrecht & Quist Philippine 
Ventures or foreign-controlled Kewalram 
Philippines and Avantex Mills — are firms 
with sophisticated global financing know- 
how. m Rigoberto Tiglao 














agency sufficiently 1 to , get it to relax its 


terms, despite the group's failure to meet 
the 1989 conditions. 
| All the while, the Cabarrus group was 


. putting money into the mine's rehabilita-. 
tion with an optimism that Philnico would 


i eventually be, at worst, a major sharehold- 
er in the plant. 
~ "Unlike other people who just talk 
and talk, our family put our money where 
< our mouth is," Philnico senior vice-pre- 
- sident Jose Miguel Cabarrus says. He 
claims that in addition to the forfeit- 
bond, still held by the apt, Philnico 
has spent more than US$10 million on the 
. mine since 1989, creating jobs and restor- 
~ ing about 40% of the plant to working con- 
~ dition. 

The APT was also under pressure from 
the fact that its mission will end this year 
and by demands from the Finance Depart- 
ment for privatisation revenue to help 
bridge Manila's budget deficit. 

The agency agreed to the latest terms in 
October 1990. Under the new deal, Philnico 
will pay the US$250.2 million balance of 
^. the purchase price (US$325 million minus 

US$70 million and the US$4.8 million bond) 
in 12 semi-annual instalments. 


owever, payment could be deferred 
H if production costs are above world 

nickel prices. Costs in this definition 
will include debt-service, foreign-exchange 
losses and “extraordinary expenses 
incurred due to fortuitous events.” Thus 
Philnico is protected from both a downturn 
in nickel prices and surges in interest rates 
— the combination which pushed MMIC 
over the edge. 

Cabarrus emphasises that there is a so- 
called “price participation” provision by 
which extra payments will be made to the 
state at periods of high nickel prices. This 
would roughly amount to 10% of the differ- 
ence in nickel prices and the firm’s produc- 
tion cost, discounted by a factor reflecting 
>o the number of instalments left. But in this 

formula, the production costs include the 


.— semi-annual payments to the APT — a fac- 


tor which will substantially reduce the APT's 
“price participation." 

While APT officials claim that ownership 
.of Nonoc will be dispersed under Philnico's 
“new structure, the Cabarrus family is likely 
. to stay in effective control. 

Aside from the IFC, which has a policy of 
leaving management decisions to its local 
partners, the Cabarrus group will be Phil- 
nico's biggest stockholder. The 20% held 
by the "marketing group" will be divided 
among two or three metals traders who are 
expected to give the Cabarrus group man- 
agement control. The remaining 40% will 
' be dispersed among a number of investors 
— most of them likely to be financial in- 
stitutions — under arrangements control- 
led by the Cabarrus group through its issue 
manager, Sun Hung Kai. n 
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gainst most expectations, the In- 

donesian Government has stuck 

ferociously to the tight money po- 

licy adopted more than a year ago. 
The policy has been only partly successful 
in easing inflationary pressures and the 
stubbornly high cost of capital is taking 
its toll on the private sector. By the second 
quarter of 1991, lending rates had inched 
up to 3075, making rupiah loans prohibi- 
tively expensive. Inflation, which reached 
9.5% in 1990, has been growing at a rate 
of 9.4% in the first seven months of the 
year. 

The trade picture offers little cheer. New 
investment in recent years has led to much 
higher levels of imports, as factories have 
brought in raw materials and machinery, 
while a recession in Indonesia's main over- 
seas markets has meant slower growth in 
non-oil exports. As a result, the current- 
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account deficit ballooned to an estimated 
US$3.8 billion in the year to 31 March 1991, 
up 11076 on a year earlier. 

The merchandise trade surplus is ex- 
pected to rise in the current fiscal year as 
economic activity picks up in overseas mar- 
kets. But the current-account deficit is likely 
to worsen in the near term as a sharp in- 
crease in expensive, private-sector borrow- 
ing overseas will mean higher outflows of 
interest payments in the next few years. 
Economists believe the current-account def- 
icit could rise to US$4-5 billion this year. 

On the brighter side, Sanjoy Chow- 
dhury, chief economist for Merrill Lynch in 
Asia, says: "In the medium to long term, 
Indonesia's prospects remain exceptionally 
bright." The difficulties in 1991, he says, 
should "set the stage for a more solid re- 
covery in the subsequent 12 months and 
beyond." World Bank economists also in- 
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sist that the economy is on the right track, . 
though other analysts are less sanguine. 

Direct foreign investment continues to 
roll in. The government approved US$6.5 
billion in foreign-investment projects in the 
first six months of 1991, against US$8.7 bil- 
lion in all of 1990. Big revenue earners such 
as timber, textiles and tourism are expected 
to show satisfactory growth in 1991. 

The government's reluctance to relax its 
monetary policy is partly due to the ease 
with which private borrowers have raised 
funds abroad. Private-sector offshore bor- 
rowings totalled some US$6 billion in 1990, 
contributing to a 26% growth in M2, a 
broad measure of money supply, in the 
year to March. 

Belatedly, the government has begun to 
look at fiscal measures to cool the over- 
heated economy. Electricity prices went up 
20% on 1 August and fuel prices rose 17.7% 

-———, âfter subsidies were re- 
duced. The deflationary ef- 
fect of these measures will 
be somewhat diminished by 
a 15% increase in civil-ser- 
vice salaries. 

The fate of a host of large 
infrastructure projects in the 
pipeline, worth US$70 bil- 
lion according to one esti- 
mate, presents the govern- 
ment with a dilemma. 
Sumitro Djojohadikusumo, 
a longtime economic ad- 
viser to President Suharto, 
has warned that the govern- 
ment will have to distin- 
guish between develop- 
ments that are unavoidable 
and those that are unaffordable. 

Economists believe that the latter cate- 
gory includes a string of petrochemical and 
oil-refinery projects, some of which are 
being underwritten by private businessmen 
with privileged access to the govemment. 
But Minister for Mines and Energy Ginan- 
jar Kartasasmita on 2 August described the 
large projects connected with state oil giant 
Pertamina as "high priority" and said they — 
would move ahead "as schedule 

These are tough times for the country' S 
economic reformers. Hailed in 1989-90 as 
Indonesia's saviours, they are now tak- 
ing the heat for an under-regulated bank- 
ing system, an under-equipped stock ex- 
change, a perception of widening income 
inequalities, a grossly overburdened infra- 
structure and an increase in market clout by 
the country's small ethnic-Chinese business 
community. m Adam Schwarz 














2 uangco seals victory 

on San Miguel voting rights 
_ P The Philippine Supreme Court on 1 
August upheld a ruling that Eduardo 
Cojuangco, a former associate of the late 
president Ferdinand Marcos, can exercise 
voting rights attached to his sequestered 
. shares in beer and food conglomerate San 
Miguel Corp. The 17.3% equity held by 
Cojuangco and his two brothers makes 
them the second-largest group of 
stockholders in San Miguel. The court’s 
ruling clears the way for ex-chairman 
Cojuangco to retake three seats on the 
firm's 15-member board when a postponed 
election is rescheduled. On 6 August, 
Cojuangco returned to the Supreme Court 
to seek a similar ruling on the voting rights 
to his sequestered 17.7% holding in United 
Coconut Planters Bank (UCPB). A ruling in 
his favour would be doubly significant 
because UCPB administers the largest block 
of shares — 31% — in San Miguel. The 
court decision does not lift the 
sequestration of the San Miguel shares, 
which are still subject to other legal action. 





US investigator links 
Gandhi associates to BCCI 


b» The Indian Government faced a new 
round in an old scandal following claims 
that associates of the late prime minister 
Rajiv Gandhi were involved in fraud 
through the now-closed Bank of Credit 
and Commerce International (BCCI). The 
allegations, made by Michael Hershman, 
head of the US-based Fairfax Private 
Detective Agency, threatened to revive a 
“plack-money” scandal which hit Gandhi's 
Congress party government in 1986-87. 
During the affair, Fairfax was engaged by 
the Indian Finance Ministry, then under V. 
P. Singh. Hershman said the agency had 
turned up evidence of money laundering 
and tax evasion through BCCI by associates 
of Gandhi. He indicated he was willing 
to testify on this to the US Senate 
subcommittee ee into BCCI. 


Charoen Pokphand signs 
revised Thai phone deal 


P Agribusiness concern Charoen 
Pokphand signed an agreement with the 
2 Thai Government to install and operate 
_ 2 million telephone lines in Bangkok. 
`The signing followed months of highly 

| politicised negotiations during which the 
_ group's earlier agreement with the 

~ government of deposed prime minister 

© Chatichai Choonhavan came under 
scrutiny by the new military-backed 

< administration. The new agreement gives 
.. Pokphand's CP Telecoms subsidiary a 
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25-year concession to operate the 2 
million lines, including a five-year 
installation period. CP Telecoms will invest 
an estimated Baht 60-70 billion (US$2.3-2.7 
billion) in the project. It will be required to 
hold 80% of the equity in the project for the 
first five years, during which it will be 
protected from competition. 


IMF lends US$35 million 
to Papua New Guinea 


> The IMF announced approval on 31 July 
of a US$35 million loan to Papua New 
Guinea to support the government's 
1991-92 economic stabilisation programme. 
The programme aims to strengthen the 
country's foreign-exchange reserves, cut 
inflation and sustain economic recovery, 
particularly in the non-mining sectors. The 
IMF said that in the first quarter of 1991, 
Port Moresby's fiscal position deteriorated 
due to revenue shortfalls and new 
spending commitments to the 
government's law and order campaign. 





New Delhi retreats 

on fertiliser subsidy cut 

9 Indian Finance Minister Manmohan 
Singh said on 6 August the rise in fertiliser 
prices proposed in his 1991-92 budget had 
been lowered to 30% from 40%. This 
follows fierce attacks by opposition parties, 
and riots by farmers in Andhra Pradesh 
state in which several people were killed 
when police opened fire. In addition, 
Singh said small and marginal farmers, 
who account for about 30% of artificial 
fertiliser use, would be exempt from any 
price increase. Singh said the two 
measures would halve the Rs 18 billion 
(US$697 million) cut in the fertiliser subsidy 
the government had hoped to make, and 
compensatory savings would be sought. 
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7 August unveiled ures aimed at 

curbing excessiv: ation in property 
“pre-sales.” Buyer mpleted | 

residential flats wi red to put 

down a deposit ol urchase price 

and register in | 1 the vendor. 
Applicants will subseqt ently be picked by = 
a form of lottery, They will be allowed only 


one application each and will lose 60% of 
the deposit if the sale is not completed. The 
government said it will also seek ways to 
stop developers' directors and business 
associates comering the market in their 
own developments. 


Jakarta implements law 

to protect patents 

> Indonesia's long-gestating Patent Act 
went into effect on 1 August, 22 months 
after being passed by parliament. Under 
the act, product developers will be able 
to obtain 14-year patents, extendable 

by two years. The law also provides 


| criminal penalties for patent-office 


employees who violate the confidentiality 
of applications. 


Wharf renews bid for 
Hongkong cable-TV rights 

> Hongkong's Wharf Holdings said it is 
prepared to invest HK$5 billion (US$640 
million) over five years in a cable-TV 
system for the territory, renewing a bid for 
a cable franchise that collapsed last 
November. Disclosing that it has submitted 
new plans to Hongkong's Broadcasting 
Authority, Wharf said it would be 
prepared to underwrite the entire project 
Last year, a consortium of which Wharf 
held 28% collapsed amid confusion over 
government policy on cable TV and 
possible threats from a satellite system. 
Other groups have also shown interest in 
the franchise. 


Taiwan to produce parts 

for US plane maker 

> Taiwan Aerospace has signed a 
preliminary contract with McDonnell- 
Douglas Corp. of the US to produce parts 
for its MD-80 and MD-90 aircraft as 

well as its new MD-12X-3 airplane. 

Final approval of the deal will require 
agreement by the board of Taiwan 
Aerospace, seen as almost certain, 

and certification of the company's 
manufacturing facilities by the US Federal 
Aviation Administration. Production could 
begin early next year. 
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ow could they?" is a question 
many indignant investors have 
been asking about the Japanese 
. JM. ML securities houses who compen- 
i sated their favoured clients to the tune of 
=i well over US$1 billion. Fewer have asked 
“how did they?" The answer to the latter 
.| question reveals much about the firms’ 
| offshore antics, as well as about their effec- 
tive manipulation of the Tokyo market. 

The Ministry of Finance (MOF) is seeking 
to defend its failure to initiate prosecutions 
-| under the Securities and Exchange Law for 
|| what appears to have been market-rigging 
by claiming it was unable to detect illegal 
transactions between brokerages and in- 
vestors. Compensating clients for stock- 
market losses is "improper" but not illegal, 
provided the compensation is not guaran- 
teed in advance. The ministry is now inves- 
tigating whether any prior guarantees were 

| given. 

Compensation reached such a scale in 
the late 1980s, during Tokyo's record bull 
market, that the MOF had to take notice, is- 
suing so-called administrative guidance in 
October 1989 which advised against the 
practice. 

The MOF claims that it had little way of 
detecting compensation payments at that 
time. One reason was that the bulk of such 
payments were arranged through the Lon- 
don-based Eurowarrant-bond market. 

This market not only raised billions of 
US dollars of virtually cost-free funding 
for Japanese corporations during the great 
zaiteku boom, but also served as a use- 

‘ful cover for compensation transactions 
beyond the gaze of MOF. Given the size of 
the market — some US$30 billion of issues 
outstanding — it would not have been too 

— | difficult to disguise US$1 billion in com- 

.| pensation deals employing prearranged 

| prices. 

In defence of its tardiness in tracking 
down compensation deals, the MOF argues 
that there was no Tokyo price for what 
were essentially offshore and over-the- 
counter instruments. Prices for Japanese 
warrants published by London market 
. makers were subject to "time-change" and 
“exchange-rate” differences before the data 
percolated through to Tokyo. 

.|. So, in September 1990 — six months 
| after major Japanese brokers had "volun- 
/|. teered" some details of compensation deals 
<} — the MOF arranged for a market in Euro 
-| Japanese warrants to be set up in Tokyo, al- 
-| beit not initially for all such warrants. It 
- | seemed motivated as much by a desire to 
-| cement its already formidable regulatory 
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powers as by an urge to enhance the global 
character and capability of the Japanese sec- 
urities markets. 

Another component of the compensa- 
tion mechanism, it seems, was the Japan- 
ese Government Bond (IGB) market. Here 
off-market trades are permitted at within 
2% of the daily high or low for on-market 
transactions, provided they are reported to 
the exchanges. By buying and selling suffi- 
cient volumes of JGBs and always ensuring 
that the customer was on the right side of 
the deal, Japanese securities houses could 
transfer substantial sums of money to the 
accounts of favoured clients. 

But the question remains, why did 
Japanese brokers choose to compensate 
clients? It is said they were anxious to pre- 
serve business relationships and the (fat) 
commissions that were part of them. But 
the choice of those reimbursed seems 
strangely arbitrary and rumours persist that 
not only politicians but also underworld fig- 
ures may feature on the compensation lists, 
so far unpublished, of the smaller brokers. 
Here, perhaps, the picture could turn sev- 
eral shades uglier. mw Anthony Rowley 


Talk of a takeover of 
Malayan United Industries 
(MUI) by forces unfriendly 
to Malaysian tycoon Tan 
Sri Khoo Kay Peng refuses 
to die. Expectations that 
IGB Corp., a property de- 
veloper, would begin a 
hostile bid for the finance 
and manufacturing group 
were exaggerated, but 
other possible interlopers 
have surfaced. 

IGB initially sparked 
speculation about a bid for 
MUI last month by present- 
ing Khoo, a former busi- 
ness ally, with an ultimatum to buy back its 
84.3 million shares in MUI. The stake, which 
made up 13.3% of MUI's paid-up capital of 
M3$648.4 million (US$230 million), was the 
last appendage of a failed business alliance 
between the two companies. 

Khoo balked at repurchasing the stake 
at what he considered an inflated price of 
M$2.71 a share, setting the stage for IGB to 
unload the shares to other parties. At one 
point, analysts were convinced that IGB was 
browbeating Khoo with the threat of a 
proxy war if he rejected the company's 
offer. IGB has denied it had any takeover 
plans for MUI. 

Enter Tan Sri Vincent Tan Chee Yioun 
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Khoo: speculation. 







Deals within deals 


of the Inter-Pacific group of companies. In- 
terests linked to Tan are said to have snap- 
ped up nearly 60 million MUI shares in the 
open market during the last weeks of July. 
This is in addition to the 32.8 million shares 
in MUI that Berjaya Corp., a Tan-controlled 
company, purchased for M$88 million last 
month. 

Analysts say Tan effectively acquired 
about 29% of MUI through these and other 
moves, a development that could make 
him the single largest shareholder in the 
company. A large part of the shares may 
have come from IGB. 

Tan's aims are perplexing since his 
group was part of the tripartite alliance that 
included MUI and IGB until it broke down 
last year. But the businessman has been en- 
gaged in private discussions with Khoo 
since early August. 

Also, Ishak Ismail, a major figure in Set- 
ron and Idris Hydraulic, has publicly 
thrown his weight behind Tan. Setron and 
Idris Hydraulic are owned by members of 
the ruling United Malays National Organi- 
sation (Umno). Ishak amassed a stake of 
more than 3.5% in MUI to assist IGB in its 

purported tilt against the 
; company. Analysts note 
: that if IGB had over- 
$ whelmed Murs defences, 
Ishak stood to profit hand- 
somely from a possible 
break-up of Khoo's em- 
pire. MUL among. other 
things, runs a stable of fi- 
nancial institutions, which 
are just what Ishak's fast- 
expanding group wants. 

Now that the takeover 
battle between IGB and MUI 

mass has failed to materialise, 
mena Ishak may have found a 
new friend, but a link-up 
with Tan may not be en- 
tirely to his liking. / ts say Ishak may 
have been cajoled ing Tan's alleged 
move against MUI by a powerful Umno 
backer. NS : 
Whether Tan and Ishak can topple the y 
phalanx of interests grouped around Khoo 
remains to be seen. Khoo controls 35% of 
MUI through direct and indirect interests 
and could easily bolster his position to 5176 
by rallying other shareholders. Moreover, 
an vite attack on the company could cost 
0 million, a high price for any Malay-.. 
sian company. In 1990, Murs pre-tax profit 
jumped 62% from a year earlier to M$62.8 
million on a 33% increase in revenue to. 
M$418.8 million, 8 Doug Tsuruoka 
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—. . While the need to raise living stan- 
dards makes reforms imperative in East- 
. ern Europe, the region's economies are 
actually being pulled downwards as a 
result of restructuring and the decline in 
Soviet production. And so far, higher 
exports to the industrialised West have 
not been sufficient to halt the downtrend. 

It is now generally acknowledged, 
even in the Soviet Union, that local 
industries must be able to compete in 
world markets, and that Eastern Europe 
must be fully integrated into the global 
economy. This poses the related tasks of 
. raising productivity and personal savings 


to build up a modern capital stock. 


The sectoral breakdown of the work- 
force is very different from that in west- 
ern countries: manufacturing and agri- 
culture employ a significantly larger 
share of the national workforce in East- 
ern Europe than in Western Europe or 
North America, yet the countries of the 
region are net importers of manufactured 
goods and farm produce. 


Legacy of former system 


Forced industrialisation has led to the 
"creation of vertically integrated con- 
-glomerates. While this used to assure 
some degree of centralised control over 
the various stages of the production pro- 
cess, a high price was paid for this control 
in the form of inefficiency and inflexibil- 
ity. Now, with central planning rendered 
obsolete, the big industrial firms are even 


=c harder to manage. And overmanning, 





another legacy of the old communist 
system, has also kept productivity down. 
In principle, all Eastern European 


P countries have embarked on a course of 
|... privatisation. At the same time, personal 
= saving is being encouraged to provide 







“domestic capital for the restructuring 








Eastern Europe: 
caught in an employment 


“The West can play | 
a key role by opening up 
its markets.” | 


process. The differences are in the time 
horizons adopted by the individual coun- 
tries. 

All of the Eastern European coun- 
tries, however, have to revamp their 
industrial sectors, leading 
to the loss of jobs. During 
the transition period, they 
are left with the choice of 
either subsidising over- 
staffed industries or letting 
them go under, with the 
attendant risk of political 
and social instability and 
the need for unemploy- 
ment benefits. 

Although the first 
option may appear more 
acceptable from the pol- 
itical standpoint, choos- 
ing it could impede efforts 
to reorganise and sell off 
public enterprises, and 
thus would only make things worse in the 
long run. In their present form, it seems 
unlikely that major industrial units can 
ever be weaned off state aid and thus they 
are probably unsellable. 

Official unemployment, though still 
fairly low in Eastern Europe, is bound to 
rise markedly, and most of the new jobs 
will have to bein export-oriented sectors. 
Here the West can play a key role by 
opening up its markets to goods and 
services from the low-wage countries 
of Eastern Europe. It can also provide 
much-needed venture capital and man- 
agement know-how. 
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many sugges 
find it difficult eable amounts 
of private capital, and this will continue 
to be a problem until political stability 
has been achieved in the region and the 
various countries have sound currencies. 
In contrast to the ex-GDR, wage levels are 
low, but given the overall state of Eastern 
Europe's economies, this. competitive 


advantage cannot be exploited: at present. 











Employment by sector 


: in % of total workforce 


Manu- 
facturing 


Soviel Bul- Roma- EC USA 
Union garia nia 


So far, Czechoslovakia, Hungary and 
Poland have the best chance of developing 
viable market economies. As soon as econ- 
omic reforms and democratic institutions 
have taken root there, these countries 
should be allowed to participate in the - 
EC's Single Market, eventhoughtheremay | 
have to be some temporary restrictions 
as regards the free movement of labour. As 
the process of integration moves forwards 
in Western Europe, the members of the 
European Community should not lose 
sight of the fact that their own fortunes are — 
inextricably bound up with those of the- 
former communist countries to the east. 
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| THE UNITED NATIONS UNIVERSITY | 
INSTITUTE FOR NEW TECHNOLOGIES 
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With ‘hands-on’ experience of directing 
multinational trading and industrial 
enterprises in Asia, 
seeks new and challenging post. 


UNU/INTECH A 


Research Fellows 





-|--The United Nations University, in collaboration with the Government 
. 4: ofthe Netherlands has recently set up an Institute for New Technolo- 
gies (UNU/INTECH) at Maastricht, The Netherlands. 


-The objective of UNU/INTECH is to undertake policy-relevant re- 
search on the economic and social impacts of new technologies, 
especially — but not exclusively — on developing countries. To do 
this, UNU/ANTECH will set up a small "in-house" team of researchers 
composed of economists, political scientists, sociologists and tech- 
nologists. 


UNU/ANTECH seeks to make one, possibly two appointments in 
early 1992 and invites applications for these posts. Successful 
candidate(s) will be qualified in one or other of the disciplinary fields 
mentioned above, and will have a considerable experience of policy 
research related to questions of technological change and innova- 
tion. Appointment(s) will be on fixed term contracts of between two 
and four years. The United Nations University Institute for New 
Technologies, as part of the United Nations common system, offers 
competitive international salaries, benefits and allowances. Net 
emolument for the above positions ranges between US$ 50,100- 
US$ 69,500 at the dependency rate, and US$ 46,500-US$ 63,900 
at the single rate. 


Candidates are asked to enclose a curriculum vitae and the names 
of three referees. Applications or requests for further information 
should be sent to Professor Charles Cooper, Director UNU/INTECH, 
Kapoenstraat 23, 6211 KV Maastricht, The Netherlands. 


Envelopes should be clearly marked "Personal and Confidential". 
Applications for these positions must be received by 30 September 
1991. 


Top-level government/private sector 
contacts in major financial centres 
in the Asian Pacific region. 
Multi-lingual, with impeccable references 

and track record. c 
Available for interview in Singapore 
(or elsewhere). e 








Box 815 
F.E.E.R GPO Box 160 


Hong Kong 





—— MR i 
UNIVERSITI SAINS MALAYSIA 


Established as the second university in the country in 1969, Universiti Sains Malaysia moved to its present site at Minden, approximately 9.7 kilometres from the city of Georgetown, Penangin 1971. Over): 
the past twenty one years the University has undergone a tremendous transformation in terms of physical development and providing the necessary facilities for the steadily increasing student population. 


The University which.is based on the School System offers courses ranging from the Liberal Arts, Basic Sciences, Applied Sciences, Engineering, Medical Sciences to Nianagement. The University now | 
invites application from suitably qualified candidates for the post of Professor/Associate Professor in any of the following fields:- 


op A. School of Social Science HL Development Studies B. School of Management C. School of Humanities 
i.  Anthropology/Sociolagy Urbanisation/ Urban Planning: i — Marketing i, Malay Language 
Economic Anthropology, industrialisation i. Accounting & Finance H. History: 
Social Psychology in the third World HL Organisation & Human Eariy South East Asia; 
iL Political Science iv. Economics Resources Malaysian History; 
Public Administration, Labour, Micro and Macro Jepariese History 





Political Phiiosaphy ] 
QUALIFICATIONS /EXPERIENCE: Candidates for the post of Professor should have Master's or Ph.D. Degree with at least 10 years of teaching experience in the field, especially at University level. 
Candidates for the post of Associate Professor should have at least seven years experience as a Lecturer. Candidates should also have demonstrated research experience and substantial publications in 
refereed journals at both national and international tevel. 

SALARY AND ALLOWANCE 


4 Post Salary Entertainment Housing ; l l 
| Professor From $42,840.00 to $48,240.00 per annum From $ 9,500.00 to $12,000.00 per annum From $ 9,000.00 to $12,000.00 per annum 
' j Associate Professor From $36,360.00 to $41,040.00 per annumn From $ 6,800.00 to 5 7,200.00 per annum From $ 5,400.00 to $7,200.00 per annum 


i All Dollars quoted above are Malaysian (USS1.00 = M82.60). cU 
| OTHER BENEFITS: Return passage for áppointee and family (wife and 3 children); excess baggage assistance, paid annual leave of 30 days per annum, free medical ber 


“). nontaxable gratuity at the rate of 17496 of the last drawn salary for every completed month of service will be paid on completion of contract. 
T YENURE: Selected candidate will be appointed on contract for 3 years initially and renewable for another 3 years if necessary. 


j-APPLICATIONS: Send full curriculum vitae, three references, copies of Degree Certificates, and copies of some key publications to The Deputy Registrar. (Personnel, University Sains Malaysia, 1 
| Minden, 11800 USM PENANG, MALAYSIA, Al applications must be received in this office by September 1, 1991. a 


ts for staff and family. A 















To place your classified ad, fax: Hong Kong (852) 8346051 or call: 

‘HongKong 8328473 Sydney 3639736 | Seoul 7856665 

| Singapore 2203603 Jakarta 5703123 London 3340008 — 

| Tokyo 32700251 Taipei 7775723 = NewYork. 8086618 . 
Bangkok —— 3913275 — . Manila 8161011. = Auckland | 4130561 
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FOR SALE BY TENDER __ 
Gold Coast * Australia 


NIECON TOWER 


_A MOST PRESTIGIOUS 
SOFFICE TOWER, 


TE. | 
3% Master Builders Association | 
award winner for 1990 


^] FEATURES: A Absolute quality A The Gold Coast's” * 
.1 most prestigious CBD office tower Z3 Fully leased. | 
| ZX Major tenants include: Jupiters Development Ltd — Gold 
Coast Casino operators / Secure long term leases Â Excellent 
—L built in growth £X Current nett income approx. $1.64 million pa. 

| & All outgoings paid by tenants A Excellent depreciation approx. 
$1.41 million p.a. 



































e Prime Aen cm 


FOR COMPLETE DETAILS CONTACT: 


is : | = 
e 1x Richard Ellis 
Dedicated to Service 


c Chris Kloppenborg, Maicoim McClelland, 












Marketing Manager, International Div. Marketing Manager, International Div. 
PO Box B44, Surfers Paradise, PO Box 379, Surfers Paradise, 
., Gold Coast, Q. 4217, Australia Gold Coast, Q. 4217, Australia 


oe 5 Ph: 75 88 0088 Fax: 75 92 1632 Ph: 75 38 8800 Fax: 75 50 1807 





|) TORONTO, ONTARIO, CANADA. For rent. Ideal down- 
1 town location. A two bedroom condominium apartment in 
.|.a heritage mansion with soaring cathedral ceilings, an 
|. exposed brick wall, a wood burning fireplace, fabulous 
-Fo black oak floors, a west facing garden courtyard, and a 
] beautifully decorated interior. Two floors, private entrance, 
"new kitchen. Unfurnished. Available now. HK$12,000 per 
. month. Suit couple or single. Minutes to shopping and 
. conveniences. Call Steve in Hong Kong at 852-368-2118 
during the day or 852-882-8044 in the evenings. 
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ct ASSIFIED ADVERTISEMENTS 


REVIEW CLASSIFIED | 
ADVERTISEMENTS 
Standard Units: 
1/4 (v) page 230 x 41mm) US$1,472 
1/4 (h) page (120 x 88 mm) US$1,536. 

1/2 (v) page Q30 x 88 mm) USS2944. | 
1/2 (h) page (120 x 183mm) US$3,072 | 
Full page (240 x 183 mip US$6,144 af : 









INVEST IN INDONESIA? 


Need joint venture partner, Set 
up rep office, Arrange technol- 
ogy transfer, Require business 
services and contacts 
while in Indonesia. P T ANA 
| RATUMAS, Tel & Fax 62-21- 
' 5304765 P O Box 7302, JKBMI 
11073, INDONESIA. 












Review Classified Sections 


The classifications available in this section are as follows; when 
booking, please state your requirements: 


Appointments Investment Opportunities 
Business Equipment Notices 

Business Opportunities Personal 

Business Services Property 

Conferences & Exhibitions Positions Wanted 
Courses & Seminars Publications 


Education Residential Schools 
Fellowships Universities 
Hotels & Accommodation 





For QUALITY response. 
advertise in this section 


Miscellaneous ; : 


AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for you. a 


* Reduces back and 
neck aches 
* Reduces eye strain 
* Uses no desk space i S 
* Fokis away neatly 
* Fixes left or right 
+ Non-magnetic 





Yes, here's my check for $ 

Grippa copy holders. Mail them to: 

Name 

Company 

Address 

City & Country — . PO Code . 


Make check payable to Telesis Investment Ltd., maii to GPO Box 11163, Hong Kong -- 
SATISFACTION GUARANTEED, OR YOUR MONEY BACK 0815 r s 
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BUSINESS AFFAIRS 





RESEARCH AND 


INNOVATION 


Flat screens come to life 


apan's liquid crystal display (LCD) 

makers, beset by technical, financial 

and political problems, are having an 

uncomfortable summer. Seen from 
the outside, however, LCDs look a sure 
thing. As the market booms for laptop 
computers and, latterly, flat-screen Tvs, 
sales of LCDs are forecast to surge to ¥1 tril- 
lion (US$7.5 billion) a year by the mid- 
1990s. 

But the LCD business has its share of 
headaches. First and foremost is the ex- 
treme difficulty of ensuring high quality in 
high volume, especially the so-called “ac- 
tive” matrix variety of LCD. These displays 
are in particular demand because, unlike 
their passive brethren, they respond to 
electrical inputs fast enough to handle col- 
our, motion pictures and high-resolution 
images. 

Active matrix displays are required for 
the screens of TVs and high-end lap- 
top computers. In the latter cate- 
gory, LCDs are not competing 
against existing display technology 
— cathode-ray tubes. 

Currently, active matrix displays 
account for just 10% of an estimated 
LCD market of ¥200 billion a year, 
and the bulk of them are made by 
just one company, Sharp. Such re- 
turns are peanuts compared with 
the massive investment by Japan- 
ese manufacturers in production 
facilities. f 

Industry insiders insist that, for 
the present, all manufacturers are 
losing money on active matrix LCDS. 
The reason is that production yields 
are abysmally low. Poor yields are 
much more serious in displays than 
in the production of commodity 
memory chips, products with which 
LCDs are often compared, though mislead- 
ingly. 
Dozens of memory chips can be 


| squeezed on to a single 8 ins. in diameter 


wafer of silicon. But chips are tiny, whereas 
LCDs are big and getting bigger. Commer- 
cial flat-screen TVs, such as Sharp's Crystal- 
tron range, feature diameters of up to 5.6 
ins., with 8.6 ins. on the way. Screens for 
laptop computers are even bigger, with 
10.4 ins. being the current production 
target and 14 ins.-plus under development. 

The determining factor in the memory 
chip business is the cost of capital needed 
to equip a mega-factory. The cost of mate- 
rials — a silicon base, a gossamer thin film 
of oxide and some filaments of metal on top 
— is almost negligible. 


In the display business, by contrast, the 
cost of materials is the most significant con- 
sideration. Large plates of expensive glass, 
special fluorescent lights, colour filters and 
polarisers, plus the liquid crystal itself, add 
up to a substantial investment. If testing of 
the assembled display reveals a dud, the 
waste factor is significant. 

To guarantee satisfactory yields, across- 
the-board improvements are needed to 
eliminate mundane problems, such as con- 
tamination, that cause LCD makers to tear 
their hair. But at the moment, display mak- 
ers lack suitable equipment. They have to 
resort to machines modified from chip pro- 
duction. 

Some companies, however, offer solu- 
tions customised to the production of large 
screens. Prime among them is MRS Tech- 
nology, a Massachusetts-based stepper 
maker. (Steppers are machines that transfer 





Moving pictures that are portable. 


circuit patterns on to silicon and glass sub- 
strates, a key part of the production pro- 
cess.) 

Like most latter-day US electronics start- 
ups, MRS has a strong Japanese connec- 
tion. It is 20%-owned by Dai Nippon 
Screen, which markets and maintains the 
US company’s machines in Japan. This con- 
nection is especially important in the light 
of the unexpected decision by US compan- 
ies not to participate in the LCD market. Griff 
Resor, MRS’ president (and the man who 
invented the stepper), believes that the Ja- 
panese have frightened off US investors. 

According to Resor, Japanese executives 
have talked about absorbing “five or six 
years of losses” as the cost of entry into the 
active matrix LCD business. Such talk has 
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given Americans cold feet, he says. 

Already, despite the immaturity of the 
market and the losses they are suffering, 
Japan’s LCD makers have been charged 
with dumping. In July 1990, a group of US 
flat panel display makers claimed that Ja- 
panese suppliers were selling their pro- 
ducts below cost. 

Twelve months later, a US Commerce 
Department agency has decided that Japan- 
ese makers have indeed been dumping 
their wares in the US. Most of the duties 
the agency set were low. With one excep- 
tion: a 63% penalty on active matrix LCDs, 
which are imported into the US primarily 
by little-known Osaka parts maker Hosi- 
den. This is somewhat illogical, as dump- 
ing duties are supposed to prevent damage 
to domestic manufacturers. In the case of 
active matrix LCDs, there is no US industry 
to damage. 

But the decision could hurt the 
principal customer for Hosiden's 
LCDs, Apple Computer, which uses 
them in its portable machine. If the 
duties are upheld in September by 
the US International Trade Commis- 
sion, Apple could be forced to move 
production of its smallest computers 
offshore. 

Hosiden is the exception among 
Japanese active matrix LCD produc- 
ers in that it is the only one which 
does not also produce computers. 
That sets it apart from giants such as 
Toshiba, Hitachi, NEC, Sharp, Mat- 
sushita and Seiko-Epson. 

And computers are becoming in- 
exorably flatter. Within a few years, 
they will consist of just a screen, on 
the back of which all other circuitry 
will be integrated. This trend to- 
wards flatness will ultimately leave 
the US computer industry — one of the 
country's last bastions of competitive ad- 
vantage — at the mercy of its screen 
suppliers. 

Of major US computer makers, only IBM 
has attempted to address this looming de- 
pendency. And even IBM has elected to deal 
with the problem via a joint venture in 
Japan with Toshiba. 

IBM says the rationale for the decision 
was Japan's better infrastructure and lower 
cost of capital. Equally likely is that the Ja- 
panese are not keen to lose control of what 
they see as a core technology for the future. 
Ask the South Koreans and the Taiwanese. 
They attempted to license LCD technology 
from the Japanese and were smartly rebuf- 
fed. = Bob Johnstone 
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H S id M Generations of Americans have known the power 
OW 1 Ney urray and beauty of the Mississippi. 
For Sidney Murray, mayor of Vidalia, Lousiana, 
it proved a source of inspiration. Out boating one day, he noticed a 
h d h f difference in water level between the river 
arnesse t C power O and an old bypass canal. 
“It dawned on me that here was a potential source of clean, 
inexpensive, hydro-electric power. All we needed was the technology to 
h M x m n 7 make it happen.” 

t C ISSISSIDDI. He got it. The steel structure of a power plant was fabricated in 
a New Orleans shipyard and towed upriver, and ABB supplied power 
equipment to turn Sidney Murray’s vision into a new source of electricity 
for his community. 
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LETTERS 


Baby elephant walk 

We refer to the article entitled Mammoth 
shuffle [8 Aug.] or should it be baby el- 
ephant walk? 

Although we acknowledge the right to 
fair comment, it would appear that your 
article falls short of your usual practice of 
providing a balanced view. 

The acquisition and subsequent ration- 
alisation of the Multi-Purpose Group's in- 
terests in Magnum Corp. under Dunlop 
Estates referred to in your article achieved 
the following end results for Multi-Purpose 
Holdings and Dunlop. 

From being a company with total bank 
borrowings of M$240 million (US$87 mil- 
lion), accumulated losses of M$290 million 
and a net tangible asset backing per share 
of 79 M cents, Multi-Purpose is now in the 
position to entirely pay off all its bank bor- 
rowings with cash to spare. In addition, 
Multi-Purpose has completely wiped out 
its accumulated losses and each Multi-Pur- 
pose share now has a net tangible asset 
backing of M$1.18. 

Whereas before acquisition and ration- 
alisation, Dunlop's shares were suspended 
on the Kuala Lumpur Stock Exchange and 
were last quoted at a pre-suspension share 
price of M$1.49 per share, today Dunlop's 





shares are relisted on the Kuala Lumpur 
Stock Exchange and are trading, at the date 
of this letter, at M$3.14 per share. 

Before acquisition and rationalisation, 
the Multi-Purpose Group's hold over 
Magnum was tenuous and open to threat 
as it engaged in ". . . one of the fiercest and 
most protracted takeover battles in 
Malaysian corporate history . . ." for ^... 
the country's premier lottery and licensed 
betting concern . . ." as graphically de- 
scribed in your article entitled Tan's upper 
hand [29 Nov. '90]. 

Today, that threat of takeover has been 
neutralised and the Multi-Purpose Group 
has consolidated its control over Magnum 
so that for the first time in history, Mag- 
num is now a subsidiary of Dunlop as well 
as of Multi-Purpose. 

These facts and time will, we believe, 
bear out whether or not the interests of 
Multi-Purpose and Dunlop have been best 
served. 

As for the pricing at par and the terms 
of the Dunlop loan stock issued to pay for 
Dunlop's acquisition of Magnum shares 
from the Inter-Pacific Industrial Group of 
companies, your article appears not to have 
taken into account the fact that, at the time 
the transaction was structured in December 
1990, Iraq had invaded Kuwait and the 
threat of war loomed large over the Middle 
East and the world. Financial and securities 
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1990 HIGHLIGHTS - 





1990 1989 





(000 US$) * 
Premiums written 0,592,879. 4,871,611 
Premiums ceded - 680,488 isti 656,631 
Net premiums 4,846,384 ..— 4,214,980 
Net investment income 1251783 ^ 963,928 E 
Technical interest allocated to Life funds — 643404. — 518471 
Insurance underwriting result — 273907  -— 157,345 
Sundry income and expenditure — ST 0048981 
Operating profit 325,955 -293,103 
Profit on sale of properties and securities 165,098 201,656 
Unrealized capital losses on securities — 155,482 — 10,013 
Taxes — 24885 —. 79504. 
Total other items — 15,219 52,189 
Profit for the year 310,736 345,242 


* All of the above listed figures have been converted at the rate of exchange of Lire 1,130.15 to the US$. 


Gross premiums written by the Company totalled US$ 5,532.8m 
(+14.5% over the previous year, at equal rates of exchange); 
the Life department contributed US$ 2,183.8m and the Non-Life 
business US$ 3,949. 1m. 


-e Total investments reached US$ 14,474.1m showing a growth 
oo OF 14.59. 


Net investment income totalled US$ 1,251.8m showing a growth 


of 16.4%. The average yield was 8.2%, Realized capital gains 
generated from the sale of securities amounted to US$ 143.4m 
and from the sale of properties to US$ 21.7m. 


The profit for the year amounted to US$ 310.7m (—10.0% 
compared to the previous year); from this profit an amount of 
US$ 2185m has been allocated to the reserves, of which 


US$ 201.2m increased the “Extraordinary Reserve". 


The dividend for the year consists of a cash amount of lire 160 


-per share plus an allotment of non-convertible Alleanza Assi- 


curazioni saving shares, dividend-bearing as from Jan. 1st, 1991, 
in the proportion of 1 share for every 250 Generali shares held. 


€ The shareholders’ surplus including the year's profit reached 


US$ 3,136.58m showing an increase of USS 166.4m over the 
previous year. 


€ The Meeting confirmed General Manager Gianfranco Gutty as 


Member of the Board of Directors, to which he had been 
co-opted at the Board's Meeting of May 14. 


€ The Extraordinary General Meeting approved a capital increase 


from Lire 1,106 billion to Lire 1,457.5 billion by issuing of 
145,750,000 shares at a price of Lire 12,000 each, Lire 10,000 
being the share premium, which are destined to cover 
145,750,000 warrants subscribed by a syndicate to be offered. 
to the shareholders pursuant to Art. 2441 paragraph 7 of the- 
Civil Code. 


Enrico Randone was elected Honorary Chairman by accla- 
mation; Eugenio Coppola di Canzano was appointed Chairman; 
Antoine Bernheim, Francesco Cingano and Carlo della Torre e 
Tasso were confirmed Vice-Chairmen, and Eugenio Coppola di 
Canzano and Fabio Fegitz were confirmed Managing Directors. 
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ASSETS (000 US$) * 
ix : Building and farm property 
— Fixed-interest securities 

` Shares (including Associates) 
Mortgage and policy loans — 
Deposits with Ceding Companies 
Bank deposits 
Accounts receivable and other assets 


Total RAD. 
LIABILITIES (000 US$) * 
Provisions for insurance liabilities 
Reinsurance deposits 

Other liabilities 

Minority shareholders’ interest 
Shareholders’ surplus 

Profit for the year 


Total 


€ This statement consolidates 66 insurance companies operating 
in some forty markets, (including 7 Europ Assistance. com- 
panies), 20 financial, 26 property and 3 agricultural companies 
where Generali directly or indirectly holds more than 50% of 
the shares. 


© Gross premiums amount to US$ 12,086.5m (+14.2%), of 
which US$ 4,398.8m is for Life and US$ 7,697.7m for Non- 
Life. The geographical breakdown is as follows: Italy 38.4%; 
other EEC Countries 39.1%; rest of Europe 16.6%; rest of the 
world 5.956. 


€ Investments total US$ 32,996.3m (+ 16.5%). 


€ investment income amounts to US$ 2,647.9m (-- 20.296) of which 
64.1% is produced by fixed-interest securities, 14.1% by property, 
8.0% by shares, 6.1% by bank deposits and 7.7% by other in- 












RALI 


GRA PF 


THE INSURER WITHOUT FRONTIERS. 


1990 


5,033,824 
18,043,915 
5,284,184 
2,181,861 


518,845. 


1,933,679 
4,185,117 


37,181,425 


28,864,284 
309,956 
2,503,493 
885,035 
4,208,849 
413,908 


37,181,425 


NSOLIDATED STATEMENT 


1989 


4,584,308 
15,466,654 
4,877,047 
1,551,491 
571,779 
1,262,394 
3.602,005 
31,915,078 


24,514,301 
272,159 
2,319,195 
460,733 
3,841,701 
507,589 


31,915,078 


€ The provisions for insurance liabilities amount to US$ 28,864.3m : 


(717.79). 


€ The shareholders’ surplus amounts to US$ 56,020.2m of which |. 
83.7% belongs to the Parent Company, the minority interest. 


being 16.3%. 


€ The profit for the year amounted to US$ 413.9m (—18.5X 
compared to the previous year) and originated from: . 


(000 US$) * 


Parent Company's profit 
Profit of the other Companies 
Consolidation adjustments 


Consolidated profit 
Minority interest 


Profit for the year 


Parent Company: Assicurazioni Generali 





1990 1988 
310,736 — 345242 
1,002,414... 305,782 
483408 —— 579/80 — 
419,908 


807,589 















Swissair Customer Portrait 95: S. Sathy A. Lingam, executive president of a chemical company, Singapore, photo by H. P. Schneider. 
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narkets all over the world were in a state 
f uncertainty and turmoil, and Malaysia 
as o exception, as evidenced by the fact 
he rights issues of two Malaysian 
«publicly listed companies were drastically 
- undersubscribed. 
"A Your article also appears not to have 
considered the fact that the pricing and the 
-terms of the Dunlop loan stock issued to 
pay for Dunlop’s acquisition of Magnum 
shares had to be acceptable to the Inter- 
Pacific Industrial Group of companies. Or 
the fact that at the time, the last quoted 
pre-suspension price for Dunlop shares 
was only M$1.49 per share. 

~All necessary governmental and share- 
holders' approvals were obtained for the 
issue. 

It is easy to display 20/20 vision with 
the benefit of hindsight. Unfortunately, the 
circumstances and reality of business and 
commerce seldom permit us the benefit of 
such a journalistic luxury. KHAW CHAY TEE 

Executive Director 
Multi-Purpose Holdings 







Kuala Lumpur 


Congress and the Tigers 

The response of Amit Bagaria [4 July] to 
the splendid article by Hamish McDonald 
was a futile attempt to underplay the bad 
governance of Rajiv Gandhi. Who was in 
power when tens of thousands of Sikhs 
were killed in 1984? Was it not the Con- 
gress party? Had Congress been in power 
at the centre and in Tamil Nadu, the same 
scenario would have been re-enacted. 

Bagaria himself admits that Indira Gan- 
dhi strengthened the Tigers. What did 
Rajiv do to discourage the Tigers who were 
helped from the mainland despite the 
hypocritical agreement to send the Indian 
peace-keeping force to Sri Lanka? This was 
hastily done to pre-empt Sri Lanka asking 
any other power like Israel or the U5 to 
help them eliminate the Tigers. During his 
tenure, Tamil rebels were encouraged with 
his full knowledge. 

There is no doubt that Congress has 
been in power for 40 years. But that is the 
point. What did it do except create 
indiscipline, corruption, dishonesty, lazi- 
ness and inefficiency? 

New Delhi R. SINGH 


Misconceptions about Malaysians 

It is very disheartening to hear of the anti- 

Malaysia campaigns by the Australian me- 
. dia. Any Malaysian can guess what the 
> ulterior motives of the Australian media 
< are. True, some Australians could be la- 
- bouring under misconceptions about the 
< Malaysian way of life. But the Australian 
< media should realise and accept the fact 


' that Malaysia is an independent nation and | 


that its people have the right to choose 


their own government and to decide how | 


to run their country, free from interference 
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by pom countries. — 





Sen. Gareth Evans, Australia's foreign 
affairs and trade minister, admitted in 
Kuala Lumpur in July that some Austra- 
lians in the media and in parliament have 
acted in a way that was not only insensi- 
tive but also downright insulting to 


Malaysians. He also appealed to Malaysia 


to forget the past and work together for a 
better understanding in bilateral matters. 
We Malaysians are a forgiving lot, but 
please do not interpret that as a weakness. 
We will not sit still if those things happen 
again. 

Shah Alam, Selangor  SHAIR MOHAMAD NOR 


Can't see the people for the trees 

People have to come first, in development 
and before trees. Faced with a choice be- 
tween trees and people, the best solution is 
surely one where they can peacefully co- 
exist as the Hmong people of north Thai- 
land have managed to do for centuries. A. 
Pierce's letter [REVIEW, 18 July] seems to 
have lost sight of this simple fact. The solu- 
tion to deforestation can never be to elimi- 
nate people, as he suggests (“the hill tribes 
must leave the watershed areas"). It is true 
that the monks may not be part of an or- 
ganised conspiracy against the Hmong, but 
it is not true that all tribal people have 


“only recently moved into the area.” No- | 


body is suggesting that there is something 


“struction. 





















But it is grossly unfair to depi 
minority of non-Thai farmers in the 
as both the letter and Phra Pongsak 
as the main culprits responsible 
estation when commercial logs 
construction and the felling of 
lowland fuel account for far greate re 
nee a NICHOLAS TAP! 


Hero without a gun 
Quixotic is indeed the word for Reynal 
Pacheco's crusade to eliminate perso 
ownership of firearms in the Philippines : 
[Muzzling illicit guns, 25 July]. But the. 
ouster of Ferdinand Marcos was also un- 
thinkable before 21 August 1983, the day 
Benigno Aquino was martyred at Manila: 
International Airport. If Pacheco succeeds. 
in eradicating loose guns in the Philippines, 
he would be hailed as a hero. What's more, 
he would be opening the country to a new, . 
more peaceful era. : 
Falls Church, SEE 
Virginia LEANDRO CORONEL-VICTORIA ^. 


Correction CORN 
In BOOKS [4 July], the publisher of Battle for 
Batangas should have been given as Yale Uni- 
versity Press. The author, Glenn. Anthony 
May, teaches at the University of Org : 
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Regional Affairs 


Soviet Coup and Asia 

In a short span of six years, Mikhail 
Gorbachov, once just another name 

in the Kremlin line-up, rose to become 
the international statesman who ended 
the Cold War, made the Soviet Union 

a benign but influential Pacific power 
and became a household name in Asia, 
even though his political base within 
the country had been weakening. The 
Soviet leader’s abrupt removal on 

19 August in a coup by party hardliners 
and old generals sent shock waves 
throughout Asia, report REVIEW 
correspondents. All the same, initial 
reactions from Asian leaders were 
cautious and hesitant, as they began 
assessing the security implications 

of a new junta in the Kremlin. In line 
with other industrialised countries, 
Japan suspended its aid and economic 
cooperation with Moscow, reports Robert 
Delfs. Security implications for the 
Korean peninsula and a recalcitrant 
North Korea dominated the concerns of 
Seoul, according to Shim Jae Hoon and 
Mark Clifford. From Peking, Lincoln 
Kaye describes China’s ambivalent 
position — an assumed vindication of 
its dislike of political liberalisation 
matched by the implications that the coup 
might fail. John McBeth in Manila 
explains the impact on the ratification of 
the US bases treaty. Editor Philip Bowring 


INTELLIGENCE 


Financial Sandtrap 

Trading company-turned-property 
developer Itoman and Co., which was at 
the centre of a rescue operation by 
Sumitomo Bank last year, is thought to 
owe a vast amount of money to as many 
as 60 Japanese banks. Itoman invested 
heavily in golf course and condominium 
developments in Japan at the height of 
the financial boom and the values of such 
investments have collapsed in line with 
general asset price deflation. Sumitomo's 
loans to Itoman amounted to some ¥700 
billion (US$5 billion), which is believed to 
represent only the tip of an iceberg of 
exposure by the Japanese banking system 
as a whole. With a rash of financial 





Gorbachov supporters march (10). 


analyses the likely widespread economic 
reverberations if the Soviet Union's 
policies were to change 10 


Taiwan : Leadership Rivalry 

Factional differences and ambiguities over 
their allotted reponsibilities have 
accentuated the rivalry between President 
Lee and Prime Minister Hau 15 


Hongkong : Elections 

The British colony's forthcoming first 
open election for a minority of seats on 
the Legislative Council may mark an 
historic moment in constitutional terms, 
but few see it as the dawning of a 
democratic era. For many of the colony's 
residents who face the prospect of being 
returned to Peking's rule in less than 

six years, the ability to vote in a number 
of selected geographical districts is, 

at best, an irrelevance. Nevertheless, 


scandals already shaking Japan's banking 
and securities sectors, attempts may be 
made to keep the Itoman affair under 
wraps for as long as possible. 


Not By Appointment 


Former Thai prime minister Chatichai 
Choonhavan was less than honest with 
Thai journalists he asked to accompany 
him to the royal palace in Bangkok shortly 
after his recent return to Thailand from 
London. Chatichai, who was ousted in a 
military coup on 23 February, told the 
press he was having an audience with 
King Bhumibol Adulyadej's mother, the 
Princess Mother — a politically significant 
move that suggested he still enjoyed royal 
favour. After spending two hours in the 
palace, Chatichai emerged to tell the 
waiting reporters that he indeed had 

an audience with the Princess Mother. 
However, palace insiders say Chatichai 
was effectively snubbed by the Princess 
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as Hongkong correspondent Stacy 
Mosher reports, there has been 
considerable enthusiasm for the poll 
among the colony's established and 
aspirant politicians. In addition, the 
election has renewed debate on the 
colony's functional constituencies, a 
voting system based on occupational 
rather than geographical divisions, that its 
critics say favours commercial and 
professional interests 16 


Defence : Thailand-South Africa 

A Thai military delegation visits South 
Africa to see demonstrations of Pretoria's 
weapons with a view eventually to 
buying some 20 

Singapore : Election 

Opposition parties are pursuing 

an unusual strategy which they 

hope will win them more seats while 
ensuring victory for the ruling 

party 21 


Indonesia : Suharto 

In a speech marking the National Day, 
President Suharto indicates a tight credit 
squeeze will continue and calls on 
Indonesians to overcome ethnic 
antagonisms 22 


Burma : Arakan Muslims 

A campaign directed by the Burmese 
Government against the Muslims of the 
country's Arakan region — which has 
already resulted in a large-scale refugee 
outflow to neighbouring Bangladesh — is 


Mother, and spent the time waiting for an 
audience that was not granted. Palace 
officials later contacted government and 
military leaders to assure them that the 
meeting, as reported in the press, had not 
taken place. 


Coconut Power 


The wealthiest faction of the Philippine 
coconut-oil industry appears to have 
decided to openly support former Marcos 
crony Eduardo Cojuangco's bid for the 
country's presidency in 1992. Douglas Lu, 
president of the family owned Lu Do and 
Lu Ym Corp., recently accepted the 
position of treasurer of the Cojuangco 
faction of the Nacionalista Party chapter 
for Central Visayas. Lu Do and Lu Ym, 
together with International Copra Export 
Corp. owned by the Luy family, had been 
close allies of Cojuangco in setting up the 
coconut industry monopoly during the 
Marcos years. The two firms account for 
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Business Affairs 


2 Thailand : Policies 

An attempt by the government to bolster 
the car and computer industries by 
cutting import duties on foreign inputs 
“could have mixed results 34 

Renewed export drive 35 


Bangladesh : Aviation 
-National carrier Biman is hit with a heavy 
loss resulting from a series of 
problems. 36 


Vietnam : Commodities 

Traders and consumers shun the local 
currency and use gold instead as a 
medium of exchange 37 


Taiwan : : industry 

The fishing industry faces a bleak future 
because of chronic labour shortages and 
global oversupply 39 

Troubled waters 40 


about 5076 of the country's coconut oil 
exports, and Cebu businessmen say the 
Lu and Luy families have substantial 


resources to fund Cojuangco's campaign. 


Reluctant Hosts 
The Malaysian 
Government appears 
reluctant to grant a 
request by Britain’s 
Defence Minister 
Tom King to visit 
Kuala Lumpur in 
order to discuss 
; pending arms deals, 
- diplomatic sources 
.say. Malaysia has 
already given a firm commitment that 
` it intends to honour a M$4.5 billion 
.(US$1.6 billion) defence package with 
Britain, which includes Hawk light 
attack/trainer aircraft, artillery, radars 
and other equipment. In addition, 


King. 
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Pakistan : Policies 







ministration on an attempt to free the 
: '$ economy from decades of 
ulation. Sharif can point to 


eed considerable achievements during his first 
10 months in office, particularly in ending. 


most foreign-exchange controls and 
deregulating private investment. But 
industry correspondent Carl Goldstein 
reports that formidable obstacles threaten 
the far-reaching privatisation programme. 
Sharif is hampered by political instability, 
bureaucratic obstruction of his economic 
policies and indifference among Pakistani 
businessmen towards state-owned 
companies on the auction block, as 

well as by his own impatience to do 
everything at once. In an interview, 
Sharif explains the thinking behind his 
policies 42 


Thailand : Markets 

The government is considering a plan to 
set up a watch-dog agency for the capital 
markets 47 


Malaysia : Markets 

The central bank sends a shudder 
through the stockmarket with an 
anti-inflationary measure 48 


Australia : Budgets 

A forecast budget deficit for the current 
fiscal year will force the government to 
tap the credit market 48 


the Malaysian Defence Ministry is 
evaluating a new proposal to buy 
refurbished submarines from Britain. 
Although neither deal is thought to 

be in jeopardy, scheduling problems 
may have made the trip inappropriate at 
this time. 


Worried Customer 

Officials at Indian Oil Corp. (10C) are 
watching events in the Soviet Union with 
anxiety. Their fear is that Mikhail 
Gorbachov's removal could threaten the 
smooth flow of Soviet oil exports. India — 
the only significant consumer of Soviet oil 
in Asia — imports nearly USS1 billion 
worth of crude oil, diesel and kerosene a 
year from its longtime ally. Any cut off in 
Soviet supply would hurt because 
Moscow has traditionally allowed 
payment in Indian rupees or Indian-made 
consumer goods, and New Delhi is in no 
position to afford a new drain on its scant 
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"M »A Hongkong: Markets 
Pakistani Prime Minister Na awaz Sharif 
| has staked his reputation and his 
adn poses by maket eee 49 
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foreign-exchange holdings. For the 
moment, IOC executives are hoping that 
— barring a complete shutdown of Soviet 
oil production and distribution — India 
would be high on the list of customers 
whose orders would be filled. 


Caught Short 


A Hongkong Trade Development C Coundi 
(TDC) mission to South Africa in July was a 
victim of the closure of the Bank of Credit 
and Commerce International (Bcc). The 
TDC delegates were carrying traveller's 
cheques issued by BCCI's Hongkong 
operation, which became effectively 
worthless as soon as the near-global 
crackdown on BCCI began and caused a 
short-term cash crisis for the mission. 
BCCI's subsidiary in the British colony had 
avidly courted TDC business, and was 
frequently involved in arranging the visits 
of Hongkong trade delegations to the 
Middle East and Indian Subcontinent. 
























NECN OREN AAO EE A TE ATR OR APR ERR A SNE NR I La a a 


.. By Susumu Awanohara in Washington and 
ia Review Correspondents _ 
—y he overthrow of President Mik- 
hail Gorbachov by hardliners in 
the Kremlin has sent shockwaves 
A through most of Asia. As the 19 
_... August coup began to unfold, Asian gov- 
7 ernments initially reacted with predictable 
caution over the confusing news emanat- 
ing from Moscow and waited to assess the 
reaction to the events from. Washington 
and West European capitals. Although fis- 
sures among the coup leaders appeared on 
the second day of the putsch, and the So- 
viet Union's future direction remained 
uncertain, it became clear that Gorbachov's 
benign Asian policies would be difficult to 
sustain. 

Whether the coup, led by hardline 
communists and generals, succeeds in the 
long term was not the question. If the coup 
leaders prevail, all assumptions on possible 
relaxation of security tensions in the Asia- 

;.. Pacific would have to be rethought and 
. hopes of trade and investment with the 
Soviet Union would have to be put on 
hold. Equally, a Soviet Union wracked by 
civil war between hardline and reformist 
factions, or between Moscow and the res- 
tive republics, would be hard for Asian 
countries to handle. 


er wet 















p zcentres of communist party power 
= th ie Gorbachov era. Although 
ave changed drastically in cultural 
E j;, the power of their communist 
leaders has never been challenged locally. 







| to cooperate with Gorbachov, 
Kremlin renounced its direct 
| | over their internal affairs, will 
-probabl t find it possible to work with the 
coup leaders in the Kremlin. 

-So far only Nursultan Nazarbayev - — 
resident of Kazakhstan, the  second-larg- 
est republic after Russia — has openly 














The Soviet Asian republics nave remained 


io st of those leaders who found it 


S eritised the coup: A self-declared sd 
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However, the revival of a full-blown 
Cold War is considered a virtual impossi- 
bility by most analysts and policymakers. 
In condemning the coup, US President 
George Bush emphasised that he had no 
interest in a new Cold War or in exacer- 
bating East-West tensions. But that is cold 
comfort for the countries of Northeast Asia 
— Japan and the Korean peninsula — 
where Cold War tensions vis-à-vis the So- 
viets still remain central factors in 
determining their defence and foreign 
policies. 

The consensus among specialists is that 
the Soviet Union is no longer capable of 
effectively waging a Cold War. The failure 
of Stalinism in Eastern Europe, the collapse 
of the military-based Warsaw Pact and the 
unification of Germany are all irreversible. 
Further, the Kremlin junta will have to 
concentrate all its resources on consolidat- 
ing its power at home while trying to shore 
up the wrecked Soviet economy. Never- 
theless, it is the lack of information over 
the juntas' policy towards the Far East — 
assuming they have even given the matter 
any thought — that worries Tokyo and 
Seoul. 

Japan still has to contend with the prob- 
lem of disputed sovereignty of the Kurile 
Islands, which Gorbachov's visit to Tokyo 
earlier this year did little to solve. And 


_cal centrist who had done much to nego- 
^.tate the union treaty giving more au- 
tonomy to the republics, Nazarbayev 
called for summoning the Soviet parlia- 
ment before the end of the month. If the 
new junta in Moscow has difficulty im- 
posing its power in the Russian republic, 
however, Nazarbayev could be joined by 
other Soviet Asians. 
In the wake of the coup, the Baltic re- 
publics which had earlier battled 
Gorbachov have already reiterated their 


independence demands. Georgia and Ar- 
menia could also likely flex their muscles — g 
in the unsettled situation. In contrast, the p 
Asian republics while still wanting to re- 
main in the union — regardless of the 


outcome of the coup — are in a fairly 
strong position vis-à-vis Moscow. The es- 


tablishment there still appears convinced 





Seoul has taken note of Pyongyang’s obvi- 
ous delight in the coup. North Korea's 
news media departed from its practice of 
blocking international news by providing 
continuous coverage of the post-coup 
events in Moscow ~~ concentrating solely 
on the statements of the coup leaders and 
their own controlled media. 

After a day of some initial indecision 
that reflected Tokyo's habitual caution, 
Japanese Prime Minister Toshiki Kaifu re- 
ferred to the coup as "an abnormal situa- 
tion." Long after Western leaders had 
condemned the coup, Kaifu felt obliged to 
express "strong concern," and later termed 
it a "virtual coup d'etat." Falling in line 
with major industralised countries, Japan 
eventually decided to suspend its eco- 
nomic aid to the Soviet Union. 

For South Korea's President Roh Tae 
Woo, the coup was a personal shock as he 
thought he had developed a close rapport 
with Gorbachov. In its headlong rush to 
open up to the erstwhile socialist bloc in 
recent years, Seoul has built up substantial 
trade and political ties with Moscow and 
East Europe. While Seoul's diplomatic ties 
with Moscow might not be in jeopardy, its 
ambitious trade and investment plans will 
have to be held in abeyance. 

More important than bilateral ties, 
however, the potential changes in the 


wark against Islamic extremism fitim the. 
south and as a producer of raw materials. _ 
Thus, leaders who can keep order in their | 
republics have been rewarded in recent 
years with increasing freedom i in punning E 
their affairs. 5" 

In exchange for loyalty to Moscow, Se 
viet Asian. leaders. yad begun to drive. a 
harder bargain on the control of their re- S 
sources. The recent. negotiations with | 
3 sip si for fhe union. nm which | 











that a stable Central Asia is essential to — lat 


Soviet prosperity. This is both as a bul- 
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Northeast Asian security situation domi- 
nates Japanese and South Korean concerns. 
A recalcitrant North Korea, buoyed by 
Kremlin conservatives, could only heighten 
tensions in the Korean peninsula. 

If the new Soviet leadership prevails 
and adheres to the arms-control agree- 
ments reached by Gorbachov with the 
West, this might prove to be more detri- 
mental than beneficial to Northeast Asia. 
The Conventional Forces in Europe (CFE) 
treaty in particular is causing concern to 
Asian security planners. Under the CFE, the 
Soviets agreed to transfer more than 10,000 
European-based tanks and other weaponry 
east of the Urals, switching their military 
might to Soviet Asia. 

For the conservative gerontocrats in Pe- 
king, the Soviet coup is a mixed blessing. 
Although Gorbachov was the prime mover 
of the recent Sino-Soviet thaw, the Chinese 
scorned his policy of glasnost. This attitude 


This is a sparcely populated but 
.militarily important region, where 
-+ democratic movements could be easily 
isolated. These popular movements, 

which have been highly critical of the 
military's grip on their lives have to a 
` Certain extent been encouraged to attack 
x conservative party structures by re- 
in Moscow. : 
as Boris bas d s fate te hangs i in 










: ably feel lt little A EE A about ar- 
resting democratic leaders and winding 
up their new political parties. 
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was further entrenched in the aftermath of 
the May-June 1989 pro-democracy dem- 
onstrations and subsequent Tiananmen 
crackdown. While they may take some 
comfort in Gorbachov's removal as a vin- 
dication of their ideological line, if the coup 
does not fully succeed they would find it 
difficult to go against any support for 
democratic reforms in their own country. 
In addition, a resurgent military in Mos- 
cow could heighten security concerns 
within the Chinese leadership. 

On the other hand, any closing of ranks 
between two conservative regimes in Mos- 
cow and Peking would pose a nightmare 
to most of China's non-communist Asian 
neighbours, who have their own territorial 
disputes with Peking. Vietnam, which has 
lately moved to improve its ties with 
China, is in a dilemma similar to that of 
Peking. 

The non-communist Asean grouping — 






whose ties ue the vi 
steadily improved under € 
reacted cautiously to the event 
Thai Foreign Minister Arsa 
sponded to the news of the coup by 
describing the changes as an internal aft 
of the Soviet Union. Indonesian Forei 





















comment that the events in Moscow. ws 
“very surprising and unexpected.” | 
contrast, Philippine President Cora 
Aquino said she viewed the situation wit 
“grave concern." : 

One major worry among the 
members was that the return of a: 
leadership in Moscow might embolde 
Vietnam to revert to a more intransigent 
stance on the Cambodian problem. 
Indian reaction to the Soviet coup was - 
extremely cautious, though ties are likely 
to be largely unaffected. This reflects New 
Delhi's long-standing and strong links with 
Moscow, which have survived — and even 
thrived. — during the Gorbachov era, de= 
spite the Soviet leader's emphasis on links: 
with the West. The Soviets have continued - 
to be India's major arms suppliers, and the- 
bilateral rupee-barter trade has proceeded. 
despite some problems. In early August __ 
the 20-year bilateral friendship treaty was = 
renewed. i 
Some analysts speculate that whatever __ 
internal changes the Soviet junta might —__ 
seek to introduce, they could well pursue. 
Gorbachov's generally accommodating | 
policy towards Asia. However, given the 
Soviet Union's nuclear status, its myriad 
ethnic and nationality problems and its . 
global economic importance, any event < - 
that threatens to destabilise this huge =- 
and geographically, mainly Asian country 
— is enough to create deep unease across 
the whole region. LES 








































SOVIET UNION 2 


Bear in the 
markets 


t may seem surprising that the trou- 
| bles of a country, however large, which 

plays such a relatively small role in 
international trade should have had such a 
profound effect on Asian financial markets. 
It is partly explicable by the generally 
greater volatility of Asian markets — at 
least those open to foreigners — as dem- 
onstrated in October 1987 and again after 
the invasion of Kuwait. But there is more 
to it. 

The danger seems not so much to be 
one of a return to superpower confronta- 
tion. Arms spending reductions are likely 
to go on hold for now in both East and 
West, and the Soviet military will veto 
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further concessions on strategic issues. But. — 
an embattled leadership within the Soviet 
Union is set, as China's leaders were after: 
Tiananmen, to follow a cautious external: 
policy and try to keep avenues for trade: 
and investment open. The most obvious. 
external danger is that Europe will get. 
sucked into conflict between Moscow and: 
secessionist republics. 

The danger to the. world economy is: 
indirect but nonetheless real. Uncertaint 
of any sort means postponed decisions an 
thus lower growth. In this case the situa 
tion merely aggravates existing imbalances. 
and could make the global liquidity crunch. 
that much more severe. Every period 
needs an engine for growth. One is nov 
hard to find. 

The Anglo-Saxon economies are all in 
recession and have balance-of-payments or 
budget deficit problems that are too serious. 
for them to lead a new growth phase. Their. 
banks are still struggling with old bad 
debts and therefore cannot start expanding 








credit. rM 

Japan has a healthy & economy and a cur- 
rent-account surplus. But after recent ex- 
cesses and faced with capital adequacy 
constraints, its financial institutions will 
remain ultra-cautious. Even if they were 
willing to step up the pace of lending to 
politically stable Asian countries, demand 
for funds is likely to be reined in as 
Southeast Asian governments such as Ma- 
laysia and Indonesia, worried by inflation 
and current-account deficits, dampen de- 
mand. 

|. The stimulus to the world given by 
. Germany through the strength of its 

economy and banking system and its po- 
litically inspired commitment to 
Gorbachov's attempted liberalisations, as 

_. well as to the revival of Eastern Europe, 

=> cannot be underestimated. Germany is 

|." now running a regular trade deficit. But 
the political trauma of the Gorbachov 
overthrow and the consequent weakness 
of the deutschemark and all other Euro- 
pean currencies will not only remove the 
Soviet Union as a possible generator of 
trade growth but will make the Germans 
more risk averse than ever. This will flow 
through to most of the rest of Europe. 

The same applies, in a lesser way, to 
South Korea, which has invested political 
capital as well as cash in developing its 
Soviet economic links. 

While the investment climate may have 
improved significantly in some hitherto 
unpopular regions like Latin America and 

^. the Subcontinent, and China is again re- 
v... spectable, perceived political risk offsets 
vs. the economic opportunities in these places. 
Anyway, banks are still smarting from bad 
developing-country loans of the 1980s. 
Government-backed lending to the Soviets 
|. may not have been a wise investment, but 
^. dt did provide an opportunity for the sort 
of global demand stimulus that develop- 
= ing-country lending did after the 1970s oil 
_.. Shocks. Billions of dollars of official loans 
|. and private capital, mostly from the EC, 
50^. are now on hold. 
There are possible silver linings in the 
"new Soviet situation. Western Europe may 
| feel a need to move closer to Eastern Eu- 
rope, helping the evolution of a larger but 
looser Europe that would be less hostile to 
Asia than the exclusivist 1992 Brussels 
blueprint. A strong Moscow government 
determined to pursue economic reform 
might prove an attraction for foreign in- 
vestors whose attempts to invest in 
Gorbachov's Soviet Union were frustrated 
by half-hearted reform, a chaotic distribu- 
tion system and confusion between central 
and republic authority. 
. But stockmarkets, many of which had 
been trading around all-time highs, took 
fright at the idea of a wounded super- 
power. It may not be a dangerous beast, 
but its howls of agony will keep the 
neighbours indoors. u Prep Bowring 
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SOVIET 


UNION 3 


Kaifu falls 
in line 


By Robert Delfs in Tokyo 


apan has suspended all economic and 

technical aid to the Soviet Union fol- 
J lowing what Prime Minister Toshiki 
Kaifu described as a “virtual coup d'etat” 
in Moscow. Pending aid includes US$100 
million in food aid. 

Japan’s scepticism about the usefulness 
of massive Western economic aid to the 
Soviet Union stiffened after Mikhail 
Gorbachov's unsuccessful visit to Tokyo 
last April. Japan had hoped that the Soviets 
would agree to return four islands in the 
Kurile chain that they have occupied since 
World War Il. But the Soviet military's veto 
of a handover was clearly signalled when 
Soviet Defence Minister Dimitri Yazov — 
a member of the eight-man committee be- 
hind the coup — announced on the eve of 
Gorbachov's visit that the islands are vital 
to Soviet national security and could not 
be exchanged for Japanese economic aid. 

Privately, Japanese officials now feel 
that their cautious approach at the G-7 


SOVIET UNION 4 


Roh has to 
rein in 


The ouster of Mikhail Gorbachov 
dampens prospects for inter-Korean re- 
lations and places unexpected hurdles 
-in the way of Seoul's thus-far successful 
- "Northern diplomacy" of opening rela- 
tions with socialist countries. By en- 
couraging hardliners in Peking, the 
coup may hold up the final step in that 
diplomatic exercise — normalising rela- 
tions with China.. 
. However, analysts do not fear that 
Seoul's newly established diplomatic 
relationship with Moscow is at risk. 
Rather, the concern is over longer-term 
trade and investment prospects, as vari- 
ous cooperative projects designed to 
enhance South Korea’s profile in the 
Soviet Union have been put on hold. 
Also threatened are plans to open con- 
sulates in Leningrad, Alma Ata and 
Sakhalin. 
The hope is that whoever ends up 
running the Soviet Union will be prag- 
matic enough to realise that South Ko- 
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rean official 


summit in London in fuly has been vindi- 


cated. Noting that Soviet military capabili- 
ties in the Far East and the western Pacific 
have been upgraded — not reduced — 
over the past decade, Japan's military es- 
tablishment argued strenuously that the 
strategic change from “confrontation to 
cooperation" between East and West was 
a | phenomenon primarily limited to Central 
Europe and that the Soviet Union under 
Gorbachov remained a serious military 






But preciseh use the strategic en- 
vironment her not fundamentally 
change during the Gorbachov era, the im- 
position of a conservative military-backed 
regime in the Soviet Union may have less 
impact in Asia than in Europe, according 
to Lieut-Col Shigeki Nishimura of the 
Ground Self-Defence Force Staff College. 

Kaifu's statement, bringing Japan into 
rough alignment with the the positions of 
the US, Britain and other Western coun- 
tries, could provide the basis for coordi- 
nated international pressure on the new 
Soviet regime in the weeks to come. 

Cooperation between Japan and other 
G-7 countries in responding to the new 
Soviet crisis will contribute to restoring 
Japan's credibility as an international 
leader and ease strains that have been de- 
veloping between Tokyo and Washington 
since the Gulf War. u 


rea can be of help to the Soviet 
economy. Two-way trade surged 43% 
during the first half of this year to 
US$524 million. Exports, however, 
grew slowly, mainly because many So- 
viet importers were waiting for the re- 
lease of a US$800 million tranche to fi- 
nance consumer-goods shipments from = 
South Korea. It is now doubtful 
whether a Soviet team due to visit Seoul 
in order to finalise details of the tranche —.. 
will arrive as planned. u^ 
A presidential source said Seoul is 
waiting to follow the lead of Washing- E 
ton and the EC as far as economic m a 
lations with Moscow are. concerned. 
Seoul's more. immediate ea 
what impact the ; | ill h * 
North Korea, which took the an ear i 
step of breaking the news of 
Gorbachov's removal almost immedi- 
dd There: are already ded Pe he od that 
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gn public, at least; China was reticent 
M about the Soviet coup. The Xinhua 

M. News Agency reported developments 

promptly and factu lly, but with little 
elaboration. China's own official reaction 
did not come until 20 August — the day 
after the putsch — and then only in the 
form of a bland statement by a Foreign 
Ministry spokesman. 

The Soviet developments, the spokes- 
man said, were strictly "an internal affair." 
China, he added, opposes interference in 
other countries’ internal affairs and re- 
spects the choices of other peoples. 

Beneath the unruffled official exterior, 
however, Chinese policymakers and intel- 
lectuals seemed a good deal more agitated. 
Chinese newsrooms also appeared to be 
tracking developments far more closely 
than their output suggested. Journalists 
demonstrated an impressive command of 
Russian history, reeling of analogies of the 
present crisis that ranged from the down- 
fall of Khruschev, through Beria's demise 
to events before the 1917 revolution. 

But the comparison that came most 
readily was China's own Tiananmen 
crackdown in 1989. As one academic put 
it: just as then, for the gerontocrats of Pe- 
king, so now for the hardliners of Moscow, 
the outcome hinges on two key questions 
— whether they can control the army and 
whether they can salvage the economy. On 
both counts, the academic added, the So- 
viet junta is at a disadvantage. “Their sol- 
diers are educated, not bumpkins like ours. 
Nor does the Soviet emergency committee 
have anything like China’s 1980s boom to 
build upon or inspire public confidence in 
the economy’s future.” 

None are more aware of these con- 
straints than the Chinese leaders them- 
selves, according to a diplomat with expe- 
rience in both Moscow and Peking. Al- 
though China’s leadership might be 
tempted to hail the Soviet coup as a vin- 
dication of the “Chinese road” — which 
stresses economic restructuring while 
putting political reform on hold — they 

: are equally well aware that if the coup fails 

. it would hardly commend the “Chinese 

> road" to others, he believes. 

— Mauch as they might disapprove of 

< Gorbachov's political experiments, the 

. diplomat added, the Chinese leadership 
had worked out ways to do business with 
him. They must now worry that crucial 
Sino-Soviet understandings could come 
unstuck with unpredictable results. a 
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SOVIET UNION 6 


No more 
posturing 


With the deadline only three weeks 
away and the US making it clear it will 
. mnotenter into renewed negotiations, the 
. overthrow of Soviet leader Mikhail 
= Gorbachov is likely to bring even 
heavier pressure to bear on the recalci- 
. trant Philippine Senate to ratify a new 
. 10-year bases treaty. 

Much of that pressure will come 
from. the Armed Forces of the Philip- 
pines, which has become increasingly 
vocal in insisting that rejection of. the 


treaty will deprive it of the means to. 


modernise its external defence capabili- 
ties and deliver a final telling blow. to 
the Communist Party of the Philippines. 

Up to now, one argument advanced 
by anti-bases senators is that the Cold 
War is over and the Philippines faces 
no external threat in the foreseeable fu- 
ture. But the Moscow coup introduces 
renewed uncertainties to the region. 

"| think it [Gorbachov's removal] 
will.strengthen the argument to ratify 


SOVIET 


Return of the 


UNION 7 


he military’s close involvement in 


hard men 
the coup against Mikhail 


T Gorbachov was shown by the in- 


clusion of Defence Minister Gen. Dimitri 
Yazov in a eight-man state emergency 
committee now ostensibly running the 
country. Yazov was picked by Gorbachov 
as defence minister in 1987 for his reform- 
ist track record while commander of the 
Far Eastern military district. 

Shortly after the coup, however, Yazov 
was reportedly taken ill and replaced by 
the army chief of general staff Gen. Mikhail 
Moiseyev, who served as commander of 
the Far Eastern military district in 1987-88. 
Other generals with Asian experience in- 
clude Gen. Boris Gromov, commander of 
Soviet forces in Afghanistan in 1985-89. 
Gromov is now deputy head of the Interior 
Ministry, which has some 250,000 troops 
trained for internal security duties. 

In this capacity, Gromov is reported to 
have ordered the Dzerzhinsky Division, 
which draws heavily on troops from the 
Soviet Union's Central Asian republics, 
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the treaty .. . the rites 
changed dramatically,” 
pine security official. “The 
catching up with our posturi 
tors." 

By 20 August, it was stil 
whether they were. Sen. Rene Sa 
one of a handful in the upper h 
who has consistently been aga 
new treaty on principle, said at th« 
count nine out of the 23 senators 
firmly opposed to ratification 
more than required to kill i 
some colleagues may now feel 
strongly that the price of the Sul 
val base has been undervalued. 

. Pro-bases Sen. John Osmena, how 
ever, believes chances of ratification | 
have "radically improved." He said. _ 
senators who have tended to paint _ 
themselves into a corner over the ques- 
tion of compensation. and other per- © 

































 ceived flaws in the agreement may now 


see a way to extricate themselves in the = 
face of public opinion wanting. ratifica- ut 
tion. -o 
US officials say the Moscow coup imo 
will not lead to renegotiation of theso- — . 
called hard component. of the: compen- Lr» 
sation, which is US$360 million for the ^ 
first year and US$203 million for each ^ — 
oftheothernine. X  m»qÓkb John McBeth. 





into Moscow to support the coup. These 
men, analysts say, can be relied if neccesary 
to fire on ethnic Russians or army units 
that have joined opponents of the coup. 

Mounting discontent among senior of- 
ficers to Gorbachov's reform policies has. 
been obvious for several years, as military ^. 
chiefs became increasingly worried at the | 
armed forces' deteriorating political and 
social status and concomitant loss of access 
to economic resources. 

They have also seen the erosion of their 
once-dominant influence in foreign and . 
security issues, with Foreign Ministry off- . 
cials and civilian specialists assuming 
growing importance in policymaking. This 
has been reflected in Soviet policy towards 
Asia by the development of ties with South 
Korea — which jeopardised the close So- 
viet-North Korean military relationship — 
and a substantial reduction in the Soviet 
military presence in Vietnam. In addition, 
Soviet forces in the Far East were cut by 
120,000 troops in 1988-91 without any re- 
ciprocal response from neighbouring states 
or US forces in the region. 

Nevertheless, Soviet commanders have 
recorded some success in pushing through 
their priorities in the Far East. They suc- 
cessfully argued against returning the 
Kurile Islands to Japan, expanded military 
ties with China and upgraded weapon 
systems inthe region.  N Tai Ming Cheung 
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Cambodian leader 
asks for UN observers 


> Prince Norodom Sihanouk, the head of 
Cambodia's Supreme National Council, 
has asked the UN to dispatch "about 200 
observers and advisers" to help maintain 
the ceasefire in Cambodia. The call came in 
a written statement issued on 21 August as 
Sihanouk arrived in Bangkok from Peking 
ahead of a meeting in Pattaya of the 
council, an interim governing body 
composed of the warring Khmer factions. 
The main item on the agenda at the 26-28 
August meeting in Pattaya will be a peace 
plan drafted by the five UN Security 
Council permanent members. 


Early ties unlikely 

between Manila, Pyongyang 

> North Korea has been told not to be too 
optimistic about an early opening of 
relations with the Philippines, according to 
diplomats in Seoul. They said the message 
was conveyed to North Korean officials 
during a June visit to the Philippines. Like 
Tokyo, Manila has made Pyongyang’s 
acceptance of international inspection of its 
nuclear-development facility a condition 
for exchanging ambassadors, in addition to 
the North's earlier assurance not to 
provide weapons or training to members 
of the communist New People's Army 
insurgents. 


Bangkok tightens 

anti-drug laws 

> Thailand's National Assembly passed an 
anti-narcotics bill on 16 August which 
allows for the freezing or confiscation of 
suspected drug traffickers’ assets and the 
prosecution of those accused of conspiring 
with the traffickers. The law brings 
Thailand in line with neighbouring 
countries. Thailand is one of the main 
conduits for heroin produced in the 
Golden Triangle, comprising parts of 
northern Thailand, Burma and Laos. 


South Koreans not keen 

on German-style unity 

> A German-style unification of the two 
Koreas does not appeal to most South 
Koreans, according to the first nationwide 
opinion survey conducted by the Hankook 
Ilbo national daily. According to the 
findings, published on 16 August, of 500 
people above the age of 20 who were 
surveyed, only 16.6?5 supported a quick 
absorption of the North by the South, 
while 78% preferred an "agreed form of 
unification based on a negotiated 
settlement.” Only 26.8% said Seoul should 
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“risk chaos and economic burdens and 
hasten” towards unification, while 59.6% 
preferred a slower process of minimising 
negative after-effects. However, 76.4% of 
those surveyed believed that the admission 
of North and South Korea into the UN in 
September will boost the goal of unification 
of the peninsula. 


US visa complaint 

by Taiwan students 

> The rejection rate among Taiwanese 
applying for student visas to the US this 
year is the highest in the world, with 
informal surveys showing rejections at 
20-25%, according to Taiwanese press 
reports. Taiwanese students accepted at 
top US universities say they have been 
arbitrarily denied visas at the American 
Institute in Taipei (AIT), though AIT officials 
will not admit to a high refusal rate. They 
report that 8,700 student visas were issued 
in the first seven months of this year — 
1,000 more than last year. Taiwan had 
about 30,000 students in the US last year, 
more than any foreign country. 
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Malaysia closes down 

boat people camp 

> The Pulau Bidong camp, through which 
260,000 Vietnamese boat people have 
passed since 1975, is being closed down, 
following a Malaysian Government 
decision on 14 August. The camp's 
remaining 5,200 residents are being 
transferred to the Sungai Besi transit camp 
in Kuala Lumpur and Pulau Bidong will be 
returned to the Trengganu state 
government. The Sungai Besi camp — 
which currently houses 7,600 Vietnamese 
— has been expanded since late 1990 to 
cope with the influx from Pulau Bidong. 
There are now 12,800 Vietnamese boat 
people in Malaysia, awaiting either 
repatriation or resettlement. 
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Lao party chief 
becomes state president 
> Laos’ National 
Assembly has passed 4 
the country's first 
constitution since the 
communists seized 
power in 1975 and 
elected Kaysone 
Phomvihane, 70, 

the leader of the 

Lao People’s 
Revolutionary Party, 
as state president. He was replaced as 
premier by the defence minister, Khamtai 
Siphandone, 65, but Kaysone is expected 
to remain the most dominant figure 

in Lao politics. The new constitution 
formalises the party’s monopoly over Lao 
political life, while reaffirming the goal 

of moving the country towards a free- 
market economy. 





Chinese officials 

make it to Taipei 

> Two senior Chinese Red Cross officials, 
Qu Zhe and Zhuang Zhongxi, arrived in 
Taipei on 20 August after being delayed for 
more than a week before resolving the 
terms of their humanitarian visit, which is 
limited to three days. It was the first official 
visit by mainland Chinese representatives 
to Taiwan since 1949. The officials will see 
18 fishermen from China detained by 
Taiwan last month. Seven of them are 
standing trial on piracy charges while the 
rest have been released for return to China. 


Jakarta frees 

Aceh rebel suspects 

> Indonesia has released 226 suspected 
members of the guerilla group fighting for 
independence in the north Sumatran 
province of Aceh. The suspects were 
released on 16 August, a day before 
Indonesia’s independence day. The north 
Sumatra military commander said that 
though the suspects had proven links to 
the guerilla movement, their involvement 
did not warrant further prosecution. 


Singapore ruling party 
assured of victory 

> The Singapore general elections were 
effectively won by the ruling People’s 
Action Party on 21 August when it was 
announced, at the close of nominations, 
that the party had been returned 
unopposed in 41 seats out of the 81-seat 
parliament. Polling for the remaining 
seats will take place as scheduled on 31 
August. 
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c By Julian Baum in Taipei 


alfway through the political reform 
programme of President Lee Teng- 
A KE hui, an incipient leadership struggle 
ds is testing presidential authority and raising 
troublesome questions about Taiwan's con- 
stitution. 

However, the shadow-boxing between 
Lee — the first native-born Taiwanese to 
become head of state and leader of the rul- 
ing Kuomintang (KMT) — and his premier, 
former military chief Hau Pei-tsun, has not 
become a public issue. Both tried to damp- 
en speculation about any leadership strug- 
gle with an impromptu meeting in mid-Au- 
gust at which Lee praised Hau’s contribu- 
tions as premier and Hau declared he was 
not Lee’s rival for power. 

But Lee’s supporters say that in recent 
months the premier, who is closely iden- 
tified with conservatives in the 
KMT, has enlarged his role in 
policymaking to include respon- 





sibility for military affairs and 

relations with the mainland — 
areas Lee had reserved for him- 
self when he named Hau as 
premier in May 1990. Other 
areas of conflict include the con- 
duct of the campaign for the 
coming National Assembly 
election. 

Hau's actions as premier 
have been under intense 5 
scrutiny because of his military 
background. Hence the outcry e 
from KMT liberals when it was 
disclosed that he had been 
given regular briefings by the armed forces’ 
chiefs, breaking a tradition which reserved 
such meetings to the president as com- 
mander-in-chief. 

"No premier has ever done this before," 
said one prominent pro-Lee scholar. "Most 
people, even the old guard, think the pre- 
mier has gone against the constitution. We 
need to clarify the issue of power-sharing 
between the premier and the president.” 

. Asked about Lee's view of the matter, 
. presidential spokesman Cheyne Chiu cited 
. a recent meeting between Lee and newly 
. appointed senior military officers where the 
. premier told them that their loyalties 
-. should lie with the country as a whole and 
. not with any individual. At the subsequent 
meeting of the two leaders, Lee reportedly 
asked Hau — who was born in Zhejiang 
province — to familiarise himself with the 

. people of Taiwan. 
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Many observers say the cause of the fric- 
tion is a deep-seated factionalism within the 
KMT, sharpened by changes in the structure 
of political power in Taiwan. 

Hau's strongman image — which has 
been enhanced by his performance as pre- 
mier — has been welcomed by the KMr's 
conservative wing, which is based around a 
small group of mainlanders. But their influ- 
ence, already in decline, will be further 
eroded by the retirement this year of all 
senior parliamentarians who had clung to 
office after being elected in China four dec- 
ades ago. Analysts say Hau offers the con- 
servatives a final opportunity to assert their 
political privileges. 

The leadership conflict also reflects what 
Hsu Chen-kuo of Soochow University 
calls "a fundamental institutional problem 
which cannot easily be solved." That prob- 
lem is the ambiguous relationship between 






the president and the cabinet. The consti- 
tution provides for a president indirectly 
elected by the National Assembly and a 
premier appointed by the president and ac- 
countable to the legislature. Hsu says there 
is a large "grey area" between the presi- 
dent's and the premier's responsibilities in 
this mixed system. 

Scholars say the constitution’s drafters 
deliberately designed a svstem that would 
check the authoritarian power of Gen. 
Chiang Kai-shek and prevent the rise of fu- 
ture strongmen. Thus the president's au- 
thority in the original constitution is di- 
minished by the absence of clear areas of re- 
sponsibility, while the ultimate check on 
the premier is that he can be removed by 
the president. This view leads to the con- 
dusion that, constitutionally, the presi- 
dency is largely a symbolic office. 

"Under the constitution, power is con- 
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centrated in the handle of the pr 
Hu Fuo, a constitutional expert 
Taiwan University. “If we look at th 
stitution objectively, the power to 
the army also belongs to the premi 
the president.” Immediately after th 
stitution was adopted in 1947, howeve 
special provisions were added to enlarge 
presidential powers “during the period 
communist rebellion," Chiang later mod 
fied the special provisions to set aside t 
two-term limit for any one president, an 
enhanced presidential authority by crea 
a national security bureau with overall 
policymaking responsibilities, | 
As a result, the government functioned 
as a presidential system, except for a time _ 
in the 1970s when power reverted to the 
cabinet while Chiang’ s son, Ching-kuo, E 
served as premier before becoming presi 
dent. Now that Lee has lifted the "period of 
communist rebellion" and abolished. the - 
emergency provisions, constitutional rule - 
has been resurrected. Also, both the presi- - 
dency and the premiership are now filled. 
by strong personalities from different fac- 
tional groups within the KMT. * 
Few political observers are satisfied with 
the constitution as it stands, and the cam- . 
paign for the National Assembly, with polls ^. 
scheduled for December, offers — 
an opportunity for national de- — 
bate on these issues. The as- 
sembly will approve changes to 
the constitution at its conven- | 
tion early next year, completing 
the second stage of Lee's reso 
forms. r 
But arguments over wheth- |... 
er Taiwan should have a |. 
parliamentary or a presidential — 
system are skewed by conflict- — 
ing opinions about the incum- . 
bent leaders and the immediate — 
political goals of the KMT ando 
the opposition. Even some — 
KMT Officials who advocated. 
strengthening the premiership. —__ 
and the cabinet last year changed their. 
mind after Hau's appointment as premier: 
Scholars say that if the presidency were - 
strengthened, either by direct popular elec- 
tion or by providing more explicit respon- 
sibilities, extra checks and balances would 
be needed to prevent any abuse of power. 
Many intellectuals favour a parliamen: 
tary system, which they argue is inherently. 
more stable than presidential rule. But ad- 
vocates say it should be genuine parliamen- 
tary rule — in which the premier and the 
cabinet are chosen from members of. 
the legislature. The opposition Democratic 
Progressive Party (DPP) proposes direct 
presidential elections in a bid to gain control 
of the government by tapping the party's - 
vote-getting potential. However, former. 
party chairman Yao Chia-wen said the DPP- 
wants direct elections in the context of a 
completely rewritten constitution. 
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HONGKONG 1 


Electoral system remains firmly tilted in favour of vested interest 


Selective suffrage 


By Stacy Mosher in Hongkong 

|; Now it's your turn to make 
history," intones the Hong- 
kong Government's televi- 
sion advertisement urging 
people to vote in the up- 
coming Legislative Council 
(Legco) election. "The power is in your 
hands." 

The 15 September election marks a 
significant step in the political develop- 
ment of the British colony, which is due to 
revert to Chinese sovereignty in 1997. For 
the first time, 18 seats on the 60-member 
council are open to election under uni- 
versal franchise. But the claim that power 
is in the hands of the people is hyperbole, 
as another 21 seats will be elected through 
so-called functional constituencies — 
selected occupational groups 
given the right to choose 
their legislators through 
a tightly restrict- 
ed franchise — 
while the re- 
maining 21 
seats will be re- 
served for ap- 
pointed members 
and top civil ser- 
vants. 

Nevertheless, aspir- 
ing politicians have eager- 
ly responded to the new 
Legco challenge, producing a 
total of 54 candidates spread 
over the nine geographical con- 
stituencies. Voters themselves 
have shown less enthusiasm, with 
a registration rate of barely over 
50%. Further, even the most optimistic 
estimate the government has ventured 
on turnout is 50% of those registered, or 
some 25% of those eligible to vote. 

One Western diplomat, who does not 
regard this figure as an indication of politi- 
cal apathy, blames the government for 
imposing the voter registration deadline 
weeks before nominations and the start of 
full-fledged campaigning. 

The projected turnout, however small, 
is substantially higher than those who 
voted in district board and municipal coun- 
cil elections earlier this year, which at- 
tracted only 32.5% and 23.1% of the regis- 
tered electorate respectively. Elections for 
Legco, which is empowered to enact legis- 
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lation and debate government policy, are 
likely to attract greater interest than those 
for the municipal councils — which preside 
over arts festivals and public toilets — and 
the district boards — which are localised 
bodies limited to advising on narrowly de- 
fined parochial issues. 

Still, some voters have expressed 
doubts over the utility of a vote in a system 
that reserves two thirds of Legco seats 
for representatives of well-entrenched in- 
terests. And Legco is still far from the most 
influential body in Hongkong. Above it sits 
the fully appointed Executive Council 
(Exco) — which in consultation with the 
governor makes the major executive deci- 
sions — and the civil service — which has 
executive as well as administrative func- 





















Campaign 
pamphlets for 
Legco aspirants. 


tions. Although public 
consultation exists at many levels, 
the governor and executive are responsible 
only to the British Government. 

However, few would deny that even 
the limited elected presence in Legco has 
made a difference in pressuring the govern- 
ment to explain unpopular policies, and 
sometimes even bringing a reversal. The 
most recent example was this year’s pro- 
posed 200% increase in the tobacco tax, 
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which caused such an uproar that the gov- 
ernment made the unprecedented conces- 
sion of lowering the increase to 100%. 

But it has always been up to ordinary 
citizens to support, or even inspire, bold- 
ness in Legco members. And there is a 
growing awareness in the administration 
that, like it or not, civil servants will have to 
show a measure of political sensitivity 
when dealing with legislators who can gain 
voter attention by playing up issues. 

Nevertheless, and despite the govern- 
ment's public relations efforts, there is a 
widespread perception that extending a 
limited electoral franchise less than six years 
before China regains overall control of 
Hongkong is not enough to put power into 
the hands of local people or enable the 
emergence of a popularly elected leader- 
ship. Pressure from Peking has emasculated 
the gradual constitutional reform proposed 
in 1984, which would have introduced 

a number of directly elected legislators 
in 1988. As the recent capitulation 
by the colonial administration to 
China over the new airport issue 
underlined, Hongkong people 
have no more choice now 
in determining who 
governs them than be- 
fore. 

Conciliation towards 
Peking is now the essen- 
tial requirement for anyone 
who hopes to make their 
/ future in Hongkong after 1997. 

As a result, the overall im- 

pression is that the coming 

election will not only fail to pro- 
duce new leaders for Hongkong, 
but will weaken the effectiveness 
of popular figures who were former- 
ly considered key oppositionists. 
While a few years ago people asked 
“where is Hongkong's Lee Kuan Yew?” 
such questions are no longer taken seri- 
ously, 

“The problem is, people are tainted be- 
cause of their interests in looking after 
certain regimes,” observes one avowedly 
apolitical local businessman. "They're all 
puppets of some government, but they all 
daim to represent Hongkong." Power is 
simply being handed from one outside au- 
thority to another, neither of which can 
convincingly argue that its own best in- 
terests are the same as those of Hongkong's 
general public. 
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What the polls should provide, how- 
ever, is a test of whether Hongkong people 
really want a more Western-style electoral 
system. That will be revealed through the 
fate of the United Democrats of Hongkong 
(UDHK), the only political party which has 
consistently pressed for liberal reform. 

The UDHK is fielding 13 candidates and 
supporting four more running under allied 
banners. The party's leaders include such 
public figures as barrister Martin Lee and 
school principal Szet . The two were 
in the first draft of L. Yembers elected 
through the functional constituency system 
in 1985 and have e t -reputations of 
being outspoken on. sensitive issues. 

Along with university lecturer Yeung 
Sam and unionist Lau Chin-shek and 
others, Lee and Szeto have also been active 
in the Hongkong Alliance in Support of 
Democratic Movements in China. The Al- 
liance, which organised mass demonstra- 
tions against China's 4 June 1989 crack- 
down on its pro-democracy movement, has 
been called "subversive" by Peking — a 
label that unnerved some of the Alliance's 
erstwhile supporters. 

The UDHK has teamed its candidates 
with those of Meeting Point, an allied lib- 
eral group, in three districts. In addition, 
party member Lau Chin-shek is running 
under the banner of a labour-rights 
group, the Christian Industrial Com- 
mittee. 

Apart from a member of a mod- 
erate business party, the Democra- 
tic Foundation, and a candidate 
of the pro-Peking Federation of 
lrade Unions, just over half the 
candidates in the geographical con- 
stituencies are running as indepen- 
dents. Some of the independents 
are liberals disgruntled with party 
politics, while others are discreet- 
ly supported by local pro-Peking 
forces or conservative business in- 
terests. 

The only party to pose any real 
challenge to the UDHK is the Liberal 
Democratic Federation (LDF), a 
group of conservative, anti-demo- 
cracy businessmen and profession- 
als who represent the old elite in 
new, pro-Peking guise. The LDF is 
fielding eight candidates, including 
three in functional constituencies. 
The LDF's inauguration last Novem- 
ber was attended by officials from 
the Xinhua News Agency's Hong- 
kong branch — Peking's de facto 
embassy in the colony — and it was 
the first local political party to send a dele- 
gation to Peking. 

The LDF's leaders and best-known mem- 
bers include former Legco councillor and 
businessman Hu Fa-kuang and Philip 
Kwok, whose family-owned Wing On 
Bank had to be rescued by the government 
in 1986. Kwok himself was later acquitted 
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of charges relating to another part of the 
family business. The group’s most experi- 
enced politician is Exco councillor and bar- 
rister Maria Tam, who has lost popularity 
in recent years. None of the LDF leaders will 
run in any of this year’s elections, saying 
they preferred to lend their support to less 
well known members who have agreed to 
stand. 

In local elections earlier this year, the 
party damaged its image by declining to re- 
veal its full list of candidates. In the upcom- 
ing election, the LDF has not admitted to a 
similar secret list, but has lent its support to 
a number of candidates who are running as 
independents. While the LDF as a political 
party may turn out to be a non-starter, the 
ethos it represents is alive and well among 
those in Hongkong who eschew any politi- 
cal label. This significant conservative seg- 
ment of the population would never allow 
the liberals to acquire overwhelming influ- 
ence in government. 


hile public opinion polls show 
the UDHK has a more positive 
image than the LDF, many vot- 
ers may be swayed by the LDF 
arguments that Hongkong cannot afford to 
risk its relationship with Peking or sacrifice 
fiscal responsibility, self-reliance and eco- 
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nomic efficiency by spending on social and 
other services demanded by the UDHK. 

Although Hongkong people have not 
forgotten the events of June 1989 in China 
— well demonstrated by the tens of 
thousands who attended this year's memo- 
rial rallies — pragmatism has begun to take 
over. 
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“People have started asking if pressing © 
for human rights is any good if China op- - 
poses it. They fear confrontation will be bad _ 
for Hongkong in the long term. I’m afraid ` 
this development will limit our work more - 
and more in the future," social activist Ho - 
Hei-wah said. 

The UDHK's anti-Peking image became a 
greater liability in the wave of patriotism 
that followed July’s disastrous floods in 
China. This may have prompted Lee, who 
has retreated from his high-profile role in 
the Alliance in order to shield the UDHE 
from undue controversy, to take the unex 
pected step of seeking a rapprochement 
with Xinhua — a gesture that was icily re 
buffed. Others, such as Szeto and Yeung 
Sam, remain active in the Alliance and re- 
cently organised demonstrations calling for 
the release of political prisoners in China. ' 
But some observers question whether the 
protests were not just a token gesture, in- 
tended to deflect more radical Alliance - 
members. ! 

Attacks on Lee and Szeto by Chinese. 
officials, including Zhou Nan, director 
of the local branch of Xinhua, have been - 
persistent and vicious. However, the elec- 
tions are likely to be just the beginning of 
the struggle for the socle of weaker liberal 
brethren. Party organisation and die- 
, Cipline are weak, and once inside - 
|: Legco current critics will be pres- 
sured or enticed to be more accom- 
modating towards China and the 
colonial administration. Y 

In any case, Hongkong people 
may not ask for much more. Political » 
analyst Lau Siu-kai believes Hong- 
kong residents do not really hope for 





by bureaucrats for the benefit of- 
business interests. l 

In the absence of forceful public- 
backing, the various groups contest- 
ing the election face practical difficul- - 
ties in establishing effective opposi- 
tion leadership. The LDF has the ad-: 
vantage of an obvious and familiar - 
economic ethos around which to at- 
tract like-minded allies. But the 
UDHK is basically an offshoot of th 
Alliance, which gathered peopl 
under a political umbrella of anti-Pe- - 
king emotion and vague liberalism, | 
neither of which provides much 
focus for a cohesive political plat Y 
form. 

Social disparities among UDHK 
members has added to the difficulties. P. 
rician Lee and grassroot leader Szeto are’ 
puted to respect each other, but to be barely 
on speaking terms. UDHK and liberal inde- 
pendents also face far greater difficulties in 
financing their campaigns than do candi 
dates who appeal to conservative business — 
interests. The governments HK$200,000 - 


an effective challenge to the governi- 
ment, but for checks and balances — - 
on an establishment run primarily —__ 























$925, 600) « campaign d limit "m 
candidates is supposed to eliminate finan- 
cial inequalities, but it is considered barely 
adequate even for basic campaigning mate- 
rials such as pamphlets and posters. Many 
candidates privately admit they have al- 
ready far surpassed the spending limit. 

— Another factor that has contributed 
to the general lack of enthusiasm for the 

. elections is the failure of the local media 

` to examine the issues in any depth. Many 

newspapers and the colony's two television 

-stations have shied away from produc- 

. ing much in the way of analysis for fear 

of being accused of political bias. In ad- 

> dition, some journalists are concerned 

-over incidents of reporters accepting 

| . money in exchange for coverage of a parti- 

cular candidate or party. One Chinese-lan- 

| -guage newspaper has been criticised for 

running full-page advertisements that in- 

dude the pictures of two candidates who 

- . are connected with the papers manage- 
s c ment. 

While the generally favourable coverage 
of the UDHK is believed to reflect tacit gov- 
^. .emment support, the administration has 

little to gain or lose whatever the outcome 
and has been criticised by candidates and 
political commentators for its low-key 
handling of the elections. However, the 
government risks far more if it attracts ac- 
cusations from China that it is impeding the 
»... effective transfer of power to Peking by 
-< playing up the polls. " 


am P TI HABE HH 
























HONGKONG 3 


The Kowloon Central 
constituency had always 
been considered a “liber- 
ated district," says elec- 
tion candidate Lau Chin- 
shek of the Christian In- 
dustrial Committee, one of the local 
groups regarded as “subversive” by 
China. "But in the Urban Council election 
earlier this year, we saw that voters wel- 
comed a choice." 
| The phenomenon that Lau describes 
< has made Kowloon Central a target of at- 
. tention for the coming election, as well as 
attracting a total of seven candidates for 
_ the two available seats. The predomi- 
. nantly working-class district — 85% of its 
. residents live in public housing estates — 
-has always been seen as a stronghold of 
the local Left, with pro-Peking candidates 
= being consistently elected to the District 
= Board and Urban Council. 
But this years District Board and 
O Urban Council elections brought upsets 
and unexpectedly oe challenges to 
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Businesses, professions retain influence 


Seats of power 


After a visit to Hongkong 
earlier this year, the Lon- 
_ don-based Electoral Reform 
Society described the colo- 
ny's Functional Consti- 
tuency (FC) electoral system 
as "Hawed in principle and unfair in prac- 
tice," and "rare, though not unknown, 
within our experience." One of the few 
other places that does share such a system 
is Yugoslavia's Republic of Slovenia, hardly 
an exemplar of electoral reform. 

But even as attention is once again fo- 
cused on problems within the system as 
the third Legislative Council (Legco) elec- 
tion involving FCs approaches, the govern- 
ment remains reluctant to initiate any re- 
forms to remove the potential for abusing 
the process. 

The FC system was generally favoured 
when first introduced in 1985. Until that 
time, access to Legco was limited to direct 
appointment by the governor — with its 
implication that the appointee would sup- 
port the administration — or through 
nomination by an electoral college compris- 





Uncertain ground 


leftist candidates, leading one political 
analyst to recommend the district as a 
"virgin island" for local democrats to con- 
quer in the Legislative Council (Legco) 
election. 

The district is fertile ground for Hong- 
kong's new politicians. It has the largest 
number of registered voters — more than 
276,000 — and its many problems over 
public housing, urban redevelopment, 
poor public transport, pollution and la- 
bour conditions lend themselves well to 
soapbox oratory. Its relatively high regis- 
tration rate of 57.9% — second only to 
Kowloon East at 58.6% and well above 
the overall rate of 50.9% — indicates 
a significant degree of political aware- 
ness among its residents, many of whom 
are likely to remain in the territory after 
1997. 

Given the social needs of the district, 
candidates have offered very similar pro- 
grammes and pledges to the voters. One 
of the differences between the candidates 
is in an area where they are least likely to 
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ing members of the district boards, vid i 


gained a reputation for backroom dealing 
and vote-buying. 

With the abandonment of the electoral | 
colleges, the gradual phasing out of ap- 
pointments and the introduction of direct 
elections to Legco, the FC's now appear to 
- what the Electoral Reform Society called 

a "halfway house" on the road to true - 
democracy. Nevertheless, under the Basic 
Law — Hongkong's post-1997 constitution 

— the FC's will be around until at least 2007 
and will make up 50% of the post-1997 
legislature. The FC's will also be used to 
choose 75% of the members of the selection 
committee that will recommend the first 
chief executive for appointment by Peking 
after 1997. 

The chief objection to the EC's is their 
limited scope of representation. Most of the 
21 FCs up for election in September belong 
to professional and business groups, with 
only two representatives allotted to Hong- 
kong's 2.8 million workers. Indeed, the FCs 
have been described by observers as a 
means of elite cooperation to promote poli- 


have any real influence: Hongkong-China 
relations. 

It is certainly the main difference be- 
tween the two labour-union candidates. 
Lau is running in tandem with a candi- 
date of the liberal United Democrats of 
Hongkong (UDHK), of which he is also a 
core member. His opponent is another ex- 
perienced unionist, Chan Yuen-han, the 
sole candidate in the Legco election to rep- 
resent the pro-Peking Federation of Trade 
Unions (FTU). The Fru has its headquarters. 


in the Tokwawan section of the district — 


and offers a host of services and amenities 
to local workers. It has been regarded as 
the decisive vote-mobiliser in past elec- 
tions. 

Lau acknowledges that political ideo- 
logy is the main difference between his 
platform and Chan's. He plans to stress 
the importance of democratic reform in 
daily life, and also to call for a thorough 
reassessment of the 1989 political turm oil 
as a basis for improved Hongkong Chir 
relations. 

Chan, however, claims not to have 
considered the difference between her 
platform and Lau's. "Perhaps it's a weak- 
ness in my strategy, which I'll have to re- 
consider later." She believes the FTU will 






ultimately be judged by its service to 








tical stability that gives an elec- 
toral mandate to those whom 
the government would other- 
wise have simply appointed. 
Votes are limited to members of 
designated professional or com- 
mercial groups, most of which 
establish membership on an or- 
ganisation or company basis, 
rather than the one-man-one- 
vote principle. 

While the current number of 
21 FCs is a substantial increase 
from the previous 14, the 
maximum number of eligible 
electors has only risen by 5%. 
In some cases a new FC is little 
more than an additional vote 
for a slightly expanded consti- 
tuency. For example, nearly 
two thirds of the electors in the 
new architectural, surveying and planning 
constituency were previously registered 
under the engineering constituency. One 
investment broker told the REVIEW that he 
was eligible to vote under three different 
FCs, as well as in the geographically based 
direct election. 

In other cases, the FCs are merely replac- 
ing other forms of Legco membership. For 
example, while an appointed member pre- 
viously represented the tourist industry, 
that member will now be elected to a tour- 
ism FC. The Urban, Regional and Rural 
Councils FCs similarly replace previous ap- 


workers rather than by its political affilia- 
tion, and that friendly relations with Chi- 
na will eventually be recognised as an ad- 
vantage. 

But this year's earlier district and muni- 
cipal elections demonstrated that Kow- 
loon Central has become more politically 
complex than was apparent in the last 
elections in 1988. Urban redevelopment 
and the increasing number of wealthier 
residents in Hung Hom and Homantin, 
have introduced other concerns besides 
those of the poorer working class. Wide- 
spread revulsion over the 1989 anti-demo- 
cracy crackdown in China has also had a 
lasting effect. 

One sign of change surfaced during 
the Urban Council election when an in- 
cumbent candidate considered "friendly" 
to China, Pao Ping-wing, was nearly un- 
seated by political neophyte Tsang Kin- 
sing. Unabashedly radical, Tsang passed 
out campaign pamphlets with a photo of 
himself with fist upraised at an anti-Pe- 
king protest. 

Sharing Chan's view is another candi- 
date rather more reluctantly associated 
with the Left, barrister Peter Chan. He has 
been adviser to the FTU for decades and 
his defeat in this year's Urban Council 
election, despite being an incumbent of 22 
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Campaign to sign-up voters. 


pointed or electoral college posts. An- 
other objection is that many of the func- 
tional groups chosen are politically inert, 
and the majority of seats — nearly 6075 — 
in the forthcoming elections will be uncon- 
tested. 

The commercially oriented constituen- 
cies in particular seem to prefer candidates 
who, in the words of one prospective voter, 
"take a dispassionate rather than passion- 
ate view on issues" — notably on issues re- 
lated to Hongkong-China relations. Given 
this general lack of political interest, for 
many the main attraction of standing for an 


years standing, has been attributed to ero- 
sion of support for the union. But he is 
clearly more aligned with Chan Yuen-han 
than with liberal candidates in calling for 
more gradual political reform, and for 
an increase in "useful and constructive 
dialogue" between Hongkong and Pe- 
king. 
Three other independents are em- 
phasising social improvement and claim 
they can serve the community better with- 
out the constraints of party affiliation. 

Disgruntled former UDHK member and 
history lecturer John Young grew up in 
the district and presents himself as a 
"grassroots scholar." On the basis of sur- 
veys he has conducted, he says that 
"Hongkong workers don't vote working 
class. They aim at a middle-class outlook, 
and want their kids to study at Hongkong 
U [University].” 

Accountant Justin Cheung, who 
joined the race in protest at party politics, 
denounces his liberal opponents’ role in 
anti-Peking protests, believing they will 
bring chaos to Hongkong. School princi- 
pal Cecilia Yeung also has strong reserva- 
tions about radical protests. An elected 
Urban Councillor for 23 years, Yeung feels 
her strong record of service will boost her 
election chances. 
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a FC is to gain both personal 
prestige and business contacts 
rather than answering the 
needs of constituents. 

For those who do take an in- 
terest in politics, however, con- 
testing an FC seat can reveal 
how the system favours the 
status quo. In most cases, the 
election process is based on that 
used by the organisations to 
elect their own councils or com- 
mittees. Again, due to the gen- 
eral passivity of the member- 
ship, these procedures tend 
to perpetuate an established 
leadership and prevent the rise 
or infiltration of less influential 
groups. With considerable re- 
sources and influence at their 
command, these leaders have 

an entrenched advantage when gathering 

votes. 

A recent verbal battle between two 
candidates for the Hongkong General 
Chamber of Commerce FC exposed much 
of the manipulation that had previously 
been hidden from public notice. The alle- 
gations included accusations that the 
Chamber abused its authority by seeking to 
endorse one candidate, reported incidences 
of "ballot-stuffing" as candidates’ support- 
ers registered all their business subsidiaries 
to increase their eligible votes and the spon- 
sorship of new members in order to 


Of all the candidates in Kowloon Cen- 


tral, only the UbHK's Conrad Lam admits 
the possibility of defeat. A district board 
member, former legislative councillor, and 
a doctor in a Catholic charitable hospital 
for more than 20 years, he acknowledges 
that it is an uphill task promoting demo- 
cracy among people who have a hard 
enough time simply earning a living. He 
also detects a deep-seated voter attitude 
that the government will do whatever it 
likes, regardless of who is elected to 
Legco. 

Lam tries to dispel this cynicism by 
saying that a united stand by elected 
members is bound to have some impact 
on Legco. But he admits the prospects for 
such unity are not bright. In an election 
where rival ideologies, such as they are, 
have not been clearly delineated, Lam 
feels personal appeal offers the best hope 
of success. 

"My sincere wish is to prove that 
there are some people in politics speak- 
ing the truth. The truth may be unpleas- 
ant, but if they want it, I'll be there. What 
I can offer is sincerity to serve in a just 
way, not under a communist govern- 
ment, and [with loyalty] to the people 
rather than to any political establish- 
ment." m Stacy Mosher 
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strengthen competing factional groups. 
A brief examination of the electoral roll 
of the newly created and uncontested real 
estate and construction FC reveals that out 
of 373 registered electors, 66 companies — 
-or nearly 18% of the total — are registered 
.at only three different addresses. The um- 
-brella companies include Henderson Land 
Development, Henry Fok Estate Ltd and 
the Sino Realty Group, which are owned 
by Lee Shau-kee, Henry Fok and Robert 
. Ng, respectively. If the registered votes of 
Cheng Yu-tong's New World Develop- 
^ ment, the Kwok family's Sun Hung Kai De- 
-> velopment, the Chen family's Hang Lung 
. Development, and the Lo family's Great 
_ Eagle and Shui On companies are in- 
cluded, then more than 25% of the FCs are 
. accounted for. 
. ^. While the administration is obviously 
aware of the potential and suspected 
|. abuses and drawbacks in the FC system, 
... Secretary for Constitutional Affairs Michael 
_ Suen has stated that the government pre- 
. . fers the representative organisations to reg- 
-culate themselves. 
^. This is not to say that a more democratic 
^. Organisation ensures a democratic electoral 
... result. For example, while the teaching and 
legal FCs allow a vote to each of Hong- 


elected unopposed at the last poll. This 


year both seats are being contested, but 


candidates for the similarly democratic 
medical and accountancy FC's are unop- 
posed. 

The social services FC, though granting a 
vote only by organisation, in practice is 
greatly influenced by the views of indi- 
vidual social workers. But its two-term in- 
cumbent representative, Hui Yin-fat, is ex- 
pected to be returned uncontested this year 
as he was at the last election. A potential 
rval bowed out due to lack of support, 
even though a recent poll of social workers 
found that 70% were dissatisfied with the 
voting system, and only 2075 were satisfied 
with Huis representation of their con- 
cems. One social worker who admitted 
reservations about the system felt that 
few alternative candidates stood a chance 
against Hui, who as director of the Hong- 
kong Council of Social Services has the 


' advantage of status, influence and re- 


sources. 

One of the more surprising early win- 
ners in the FC race is Philip Wong's uncon- 
tested nomination to the Chinese General 
Chamber of Commerce seat. Earlier this 


kong's teachers and lawyers, in both cases - yea 
their present Legco representatives were - 
























year Wong, ir nfluential position — 
as first vice-ch n of the Hongkong 
Stock Exchange, had been tipped as a con- _ 





tender for the newly created financial 
services seat. However, he was obliged 
to resign from his exchange post because .. 
of government displeasure over his attempt 
to revive preferential share allocations - 
to members of the exchange's governing 
council. 

The introduction of geographical con- 
stituencies has also opened up two FC seats 
previously held uncontested by two all but 
unbeatable candidates, Martin Lee and 
Szeto Wah. Lee's legal constituency seat 
was expected to go uncontested to Law So- 
ciety president Simon Ip, however barrister 
John Miller has now entered the race and is 
believed to have gathered strong local sup- 
port. 

A more political challenge has de- 
veloped in the teaching constituency va- 
cated by Szeto. The strongest contender is 
Cheung Man-kwong, chairman of the Pro- 
fessional Teacher's Union, which makes up 
the majority of the constituency's votes. 
Cheung's main opponent is Ho King-on, a 
member of the small leftwing Federation of 
Education Workers that is calling for a 
dialogue with China. B Stacy Mosher 
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.| Arms safari 


A senior Thai military delegation recently 


visited South Africa with a view eventu- 


ally to buying arms and to look at com- 


mando training. Given that Thailand, in 


common with many other countries, has 
no diplomatic relations with South Af- 
rica, the 15-21 June visit was kept às quiet 


| -as possible. 


The 11-member Thai group com- 
prised a number of key senior army offi- 
cers led by Lieut-Gen. Kajorn Raman- 


vongse, chief of the military’s special 
warfare command. The group included 


Lieut-Gen. Sann Sripen, commander of 
the First Army region and shortly to be 


promoted to army assistant commander, 
and Maj.-Gen. Kasem Kraison, a close 


aide to Army Commander Gen. Suchin- 


da Kraprayoon. 


The delegation, which was invited 


by the South Africans, was “treated 

lavishly,” according to one well-informed 

military source. “They wanted to estab- 

lish cooperation for future arms sales,” 

the source said. The delegation travelled 

via Taiwan, which does have relations 
with South Africa. 

The Thais were greeted by South Afri- 

can Army Chief of Staff Lieut-Gen. 

. George Meiring and were given demon- 


strations of South African-made artillery 
pieces and armoured vehicles. They were 
reportedly particularly impressed with 
the performance of G5 and G6 self-pro- 
pelled artillery and the Reukat armoured 
vehicle. 

The visit followed a series of dis- 
cussions between the Thais and repre- 
sentatives of Armscor, South Africa's 
principal armaments firm, about possible 
weapons purchases. Although the senior 
Thai officers were reportedly interested 
in buying South African arms, it is un- 
likely there will be any formal deal until 
the US and other Western countries fol- 
low up moves to lift economic sanctions 
on the country. 

Any future arms purchases from 
South Africa would be in line with 
the Thai military's comparatively recent 
moves to diversify their source of wea- 
pons away from the US, their traditional 
main supplier. Washington announced a 
cut-off in military and economic aid to 
Bangkok after the 23 February military 
coup. The main effect of this move was to 
suspend a US$2.2 million military educa- 
tion and training programme, under 
which some 300 Thai officers were 
trained in the US every year, but meant 


little to the Thais in terms of buying US 
arms. 

Bangkok can still buy US arms with its 
own cash, and some 50 US-made M60 
main battle tanks are in the process of 
being shipped to Thailand under a pre- 
coup deal. 

It appears the Thais will continue to 
rely on the US for modern equipment, 
such as the squadron of advanced F16 
fighter-bombers they already have in ser- 
vice, but military analysts say the armed 
forces are shopping around for other, less 
sophisticated weapons. 

However, Thai military chiefs do not 
appear to be interested in returning to — 
China as a source of arms. The Chinese 
sold an array of arms, including tanks, ar- 
tillery and armoured personnel carriers, 
to the Thais in the late 1980s at 
“friendship” prices, but these were found 
to be generally inefficient and difficult to 
maintain. 

So the Thai military is now looking to 
countries such as South Africa as alterna- 
tive suppliers of arms. Apart from show- 
ing the Thai military delegation their 
hardware, the South Africans also dem- 
onstrated their special operations tactics 
and training procedures. This is a sphere 
in which the South Africans are known 
to excel, particularly in counter-terrorism 
and law-and-order operations, and prob- 
ably explains why special warfare com- 
mander Kajorn led the Thai group. | 

a Rodney Tasker and Erik Guyot | 
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Goh campaigns for a convincing mandate 


Numbers test 








By N. Balakrishnan 


rime Minister Goh Chok Tong and 
his style of government will be the 
main issue in Singapore's general 
elections scheduled for 31 August. This 
perception is shared by both the ruling 
People's Action Party (PAP) and the opposi- 
tion parties. 

Goh, who took over from former prime 
minister Lee Kuan Yew in November last 
year, has been holding out promises of 
further liberalisation of the political pro- 
cess and more welfare spending if he re- 
ceives an overwhelming electoral mandate. 
The traditionally weak opposition parties 
have all but conceded a PAP victory, but 
they contend that a strong opposition pre- 
sence is necessary to ensure the ruling 
party maintains the liberalisation 
process — which so far has been re- 
markable more for its style than sub- 
stance. 

Given that the outcome is a 
foregone condusion, the election is 
turning out to be a test of whether 
Goh will be able to halt the slide in 
the percentage of the popular vote 
that the PAP received in the past two 
general elections. 

If he secures a higher percentage 
of votes — or at least maintains the 
partys previous performance — 
then Goh, as a newcomer who call- 
ed a snap election, can claim to have 
succeeded. If he fails, the PAP old 
guard, which essentially means Lee 
— now a senior minister — sup- 
ported by his son Deputy Prime 
Minister Lee Hsien Loong, could 
claim Goh's new ways are no more effec- 
tive than the previous regime's in electoral 
terms. 

In the 1988 general elections the ruling 
party had 61.8% of the popular vote com- 
pared with 62.9% in the 1984 elections, the 
latter being 12.6% lower than the votes 
won by the PAP in the 1980 elections — the 
first time support for the party had dipped 
below 70% for more than a decade. 

In his National Day speech on 11 Au- 
gust, Goh hinted that if he did not get re- 
elected with a convincing majority, then 
the old ways of government would return. 
He said the new electorate wanted to enjoy 
greater freedom of expression, but in order 
to get what it wanted it had to support him. 

"| try my best to encourage a participa- 
tive form of government. I hope to manage 
this in a constructive, creative and fruitful 
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way," he said. But if it did not work, "then 
we can all go back to authoritarian govern- 
ment — the way in which most Asian gov- 
ernments are governed." 

There are also other ways in which Goh 
seems to be promising the electorate a 
break with the past. It is an article of faith 
with Lee that there should be as few sub- 
sidies as possible for social services. Sub- 
sidies for education and medicine are there- 
fore being withdrawn through a process of 
privatisation of schools and hospitals and 
the inevitable increases in fees seem to have 
caused great unhappiness among lower-in- 
come Singaporeans. 

On 18 August, Goh said that if convinc- 
ingly re-elected he would set up two funds 
totalling about S$10 billion (US$5.8 billion), 
or a sum equivalent to about 25% of Singa- 
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Goh: seeking reform mandate. 


pore's foreign reserves, to help the needy 
in health care and education. The funds 
would come not just from the recurrent 
budget expenditure but also be drawn from 
the previous year's budget surpluses and 
even from the government administered 
consolidated fund. 

If they materialise, the policies will be a 
marked departure from Lee's stance in re- 
spect of the nation's foreign reserves. So 
important did Lee consider the need to pro- 
tect the reserves that he proposed a radical 
change in Singapore's parliamentary sys- 
tem which would allow a directly elected 
president to overrule the cabinet's decision 
to spend the reserves if he considered such 
a move irresponsible. 

The proposed changes to the presidency 
were the main opposition issues in the last 
elections. Opposition politicians claimed 
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Lee himself would become the first elected 
president and would use the post to con- 
tinue wielding power behind Goh's gov- 
ernment. 
The law providing for an elected presi- 
dent has been passed, but the first election 
for that post is not due until 1993 when the 
present incumbent, Wee Kim Wee, is due 
to leave office. However, parliament has 
yet to pass laws specifically empowering 
the president to veto financial bills and 
safeguard the nation's reserves. 
In talking about the two funds Goh said 
that” . . . there is no elected president now. 
So do I just take out the money? I say no. 1 
want to get a mandate from the people to 
do so." In effect Goh almost seems to be 
promising that if he wins a strong mandate 
he would exploit the interim period before 
the president gets blocking powers on 
spending to increase funding on health care 
and education. 
This has led some analysts to speculate 
that Goh's relatively liberal platform is 
being presented to the electorate as an 
alternative to the authoritarian wing of 
the party, symbolised rightly or wrongly 
by Lee Hsien Loong in the eyes of many 
voters. But one political observer 

5 said that Goh may be going through 
nothing more than a "good cop, bad 
cop" routine with the electorate and 
that fundamentally there will be 
very little change in policy after the 
elections. 

There is strong disagreement as 
to what portion of the vote Goh can 
expect to win this time around, and 
what would be considered an ac- 
ceptable percentage. Goh himself 
cited a recent survey saying that 65% 
of Singaporeans thought they had 
benefited from Singapore's eco- 
nomic development, while 20% said 
they had not and the remaining 15% 
were “neutral.” 

It seems probable that the 
maximum he can hope for is about 
65%, while anything below 60% 

would be considered a vote of no confi- 
dence on Goh's style of government. 

One factor in the prime minister's 
favour, however, is that he appears to have 
a larger following among the minority 
Malay voters than his predecessor. In the 
past the Malays, who comprise 14.1% of 
the population, have for economic and cul- 
tural reasons tended to support opposition 
candidates. 

In fact, most of the population seems to 
like Goh's style. His less polished and 
sometimes even awkward speeches, in 
comparison with Lee's often lawyerly dis- 
courses, earn him marks for “sincerity” 
among many Singaporeans. 

The electorate is now being asked to 
give Goh even stronger support than Lee 
managed to command during the past two 
elections so that he can continue on his 
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inder, gentler” path. 
_Goh’s strategy has a good chance of 
working, but the need for an opposition is 
. also felt strongly by many Singaporeans, 
-including supporters of the PAP. This ambi- 
= valent attitude has prompted Chiam See 
- Tong, the secretary-general of the Singa- 
pore Democratic Party (spp) and the only 
directly elected MP with full voting powers 
. in Singapore's 81-strong parliament, to 

: adopt a novel strategy. 
Chiam says his party int nds to treat the 
. general elections as a "by-elect 
~ field only a few candidates so the electorate 
. can vote for all of them without depriving 
-~ the PAP of power on election day: The spp 
|... and its traditional ally, J. B. Jeyaretnam's 
= Workers’ Party — the two strongest oppo- 
sition parties — are expected to field no 





more than 30 candidates. Even in the un: ^ him from: ng, 
scribed. as "ridiculous. , 


likely event that all of them win, the PAP 
would stll have a simple majority of 51 
seats. 

"Basically the strategy is to make sure 
that all our candidates are elected. The PAP 
will get the mandates it wants on nomina- 
tion day," says Chiam. 

Jeyaretnam, who broke a 15-year PAP 
parliamentary monopoly by winning a by- 
election in 1981 is not allowed to run this 
time. Re-elected in 1984 despite a strong 
campaign against him, he was disbarred in 
1986 from running for parliament for five 
years following a controversial case involv- 
ing irregularities in the collection of party 
funds. Jeyaretnam’s ban expires on 10 Nov- 
ember and he has said many times that the 
elections have been scheduled to prevent 





INDONESIA 


_ Suharto pleads for ethnic harmony 


Squeezing together 
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By Adam Schwarz in Jakarta 


resident Suharto marked Indonesia’s 

46th anniversary with a vote of con- 

7 fidence for his economic policymak- 
-< ers and a plea to Indonesians to overcome 
|| ethnic antagonisms. Businessmen, worried 
-that economic reformers in the government 
were losing influence, warmly welcomed 
| his. August Independence Day speech 
. ..and said he seemed to promise continu- 
-ed conservative fiscal and monetary polic- 

ies. 

D "What was once considered a success is 
(now commonplace,” Suharto said, noting 
_. that Indonesia's economy grew by 7.4% in 
_ 1990, the same as the year before, against 
an average annual growth rate in 1983-88 of 
_ 5.1%. He defended recent measures to cool 
down the economy as necessary “to put 
. our economic growth on a safe and sound 
'/track" and suggested there was little reason 
to expect interest rates, now hovering at 
30% for good borrowers, to fall soon. "With 
high interest rates, the most productive 
projects will be completed first," Suharto 



















| While admitting that "there seems to 
be a constant shortage of funds," Suharto 
nevertheless urged businesses to be cau- 
tious in "using commercial loans from over- 
seas.” He appealed to cash-short com- 
panies to "exercise restraint for the sake 
of the common good." Analysts said 
Suharto's warnings against new offshore 
borrowings probably presage a re-phasing 
of planned major infrastructure projects. 

= : They said Suharto's ringing affirmation 
of current economic policies would quieten, 


















charge Goh has de- 


Goh has responded to the opposition 
tactics with a curious strategy of his own by. - 
saying that there will be by-elections in 12 
to 18 months’ time to give Jeyaretnam a - 


chance to contest. Chiam has promptly de- _ 


nounced Goh's response as a ploy to steal 
the thunder from the spp strategy of fight- 
ing the general elections as a by-election. 
Despite opposition charges that the PAP 
is holding the elections early to discomfort 
them, there is evidence that the PAP itself 
decided on early elections only a few months 
ago. The party seems anxious to hold the 
polls before the economy — which shows 
signs of weakening — takes a turn for the 
worse, while also exploiting the electorate's 
enthusiasm for Goh before it wears thin. 8 


these policies do not go nearly far enough. 
Influential pribumi businessmen like Abu- 
rizal Bakrie, Iman. Taufik and Fadel 
Muhammad want the government to re- 
store subsidised credit programmes aimed 

at small businesses. 
Bank Indonesia governor Adrianus 
Mooy, a key reformer, dismisses the notion 
that deregulation has 


at least in the short run, BU, $ exacerbated inequalities in 
critics who say Indonesia's PF iM t Indonesian society. “J 
efforts to deregulate and J = A 2 don't believe that the dere- 
reform the economy have — 4—$ Ws gulation policies we've 
favoured growth over 2 $a enacted in the last three 
equity. Some of these cri- E^ 72 EZ years have produced the 
tics have recently stepped y J Z inequalities [in the sys- 
up attacks on Indonesia's E, tem]," Mooy said. "Maybe 
small but economically ^ it was the policies in effect 
dominant Indonesian- before deregulation that 
Chinese business com- v» created the inequalities.” 
munity. Businessmen par- Mooy said it was a mistake 
ticularly blame Sri Edy f to think that granting 
Swasono, who heads the cheap money to small 
Indonesian Cooperative businessmen would solve 
Counci, ^ and Pro / 4 all their problems. 

bosutedjo, Suharto's half- 4" Earlier this year, a 
brother, for stirring up (ol group of indigenous In- 
the anti-Chinese cam- Suharto: affirming policies. donesian businessmen 
paign. met senior Malaysian offi- 


Tensions between ethnic Chinese busi- 
nessmen and their pribumi, or indigenous, 
counterparts have increased as the govern- 
ment's year-old squeeze on money growth 
bites. The monetary squeeze has hit hard- 
est at small, predominantly pribumi busi- 
nesses because larger companies have been 
able to raise funds offshore. 

Suharto and his economic ministers 
deny showing favouritism to big business. 
In his speech Suharto identified several 
policies, including a rule requiring banks to 
lend 2076 of their portfolios to small busi- 
nesses, as helping the poor. In addition, 


Suharto said the government would soon. 


announce new laws protecting small and 
medium-sized businesses from unfair com- 
petition. 

Some pribumi business leaders say 


cials in Kuala Lumpur, including Prime 
Minister Datuk Seri Mahathir Mohamad, to. 
learn more about the New Economic Policy 
(NEP), Malaysia's recently expired wealth- 
distribution programme which steered 
more of the nation’s assets into indigenous 
hands. i 

But in remarks seemingly aimed directly 


at those calling for race-based economic ` 


policies like the NEP, Suharto pointedly 
noted that "our constitution guarantees 
equal status to our citizens before the law 
and the government." 

"It would be erroneous if, among us, as 
a nation, there were still those who had the 
attitude of making distinctions because of 
narrow-minded reasons, such as ethnic 
origin, race, social status, religion, etc," he 
said. a 
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lungma, Goddess Mother of the World. But it 
wasnt until 1852 that British surveyors identified 


it as the highest point on the planet. 


As a result, thirteen years later, the moun- 


tain was also named after Sir George Everest, 
who was Surveyor General of India from 
1830 to 1843. 

To early climbers the great peak was doubly 
remote. Its sheer height made it as inaccessible 
as the mountains of the moon. Moreover, Tibet 
barred outsiders until 1920, and Nepal denied 
access until 1950. 

The southern route was at last successfully 
climbed by Sir John Hunts expedition in 1953. 
On the day that Edmund Hillary and Tenzing 
Norgay stood together on the roof of the world, 
it seemed that Everest could challenge man 


no longer. 


But there were still untried climbing 






techniques and untried routes. 


The Rolex Ovsterquartz Datejust Chronometer in steel with 18ct. white gold bezel. Also available in steel and 18ct. yellow gold. 


The lisez bacstible disalloá ge of Everest. 


The Tibetans had long called it Chomo- 


— 





In 1965, the American Expedition was the 
first to ascend the west ridge and, in 1978, 
climbers achieved the very first ascent without 
oxvgen tanks, thus beginning the so-called 
purist approach. 

One thing that cannot change is the simple, 
historical fact of the original success of the British 
Expedition in 1953. 

In its honour, 35 years later almost to the 
day, another team put a man on the summit of 
Mount Everest. Unlike its famous predecessors, 
this team dispensed with oxygen and established 
a new route up the treacherous east face. 

Although they took different routes and 
climbed by different techniques, both teams 
recorded the times of their ascents with Rolex 
Chronometers. 


Asan interesting footnote to history, Tenzing 
W 


ROLEX 


of Geneva 


Norgays son reports that his 
fathers Rolex continues to run 


in excellent condition. 
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The case for the rule of law 


n a recent amendment to a bill on in- 

ternational military training, the US 

Congress has demanded that India's 

armed forces should respect human 
rights. However much New Delhi might 
whine and whimper against such so-called 
foreign interference, it cannot sweep under 
the carpet the growing incidents of human- 
rights violations by its forces in Kashmir 
and Punjab. 

But even while dismissing the US de- 
mand as a case of arm-twisting by gunboat 
diplomats masquerading as teachers of 
democracy, Indian politicians must take 
note of the demand — not because of pres- 
sures from Washington, but in a spirit of 
introspection. They should remember that 
the cause for protecting these rights in in- 
surgency ridden areas was first cham- 
pioned by Indian civil-liberties groups long 
before the outside world took up the issue. 

Several Indian organisations — includ- 
ing People's Union for Democratic Rights, 
People's Union for Civil Liberties, Citizens 
for Democracy, Punjab Human Rights Or- 
ganisation, Committee for Information and 
Initiative on Punjab and the Committee for 
Initiative on Kashmir — have produced 
regular reports for years on atrocities com- 
mitted by regular army and paramilitary 
forces. The work of these indigenous 
groups cannot be dismissed as “foreign-in- 
spired propaganda.” 

Admittedly, the security forces have a 
daunting task. They are faced with well- 
armed and motivated militants who can 
hide among often terrorised civilians and 
even slip across the porous Indian border to 
safe havens. The terrorists also have no 
qualms about killing or kidnapping inno- 
cent people to attain their objectives. 
Nevertheless, if such excesses are commit- 
ted by the guardians of law and order, the 
guilty must be punished promptly. But the 
first minimal step has to be the willingness 
of the authorities to listen to the public's al- 
legations. 

That the Indian Government can no 
longer ignore the allegations was evident in 
late June when the governor of Jammu and 
Kashmir, G. C. Saxena, had to admit that 
there had been "killing of passers-by and 
others by security forces in reaction to mili- 
tant attacks on them." He was referring in 
particular to two incidents in Srinagar dur- 
ing May-June. The first incident happened 
on 7 May, when the paramilitary Central 
Reserve Police Force (CRPF) fired on a fun- 


| eral procession, killing 14 people. The other 
| was on 11 June, when 32 people were killed 


24 


By Sumanta Banerjee 


and several wounded as a result of CRPF fir- 
ing. In the first incident, the CRPF was “pro- 
voked," according to the official version, by 
anti-Indian slogans raised from some mos- 
ques in the area. In the second incident, the 
CRPF resorted to "uncontrolled firing," ac- 
cording to the state government's own ad- 
mission. In the face of a public outcry 
against the killings, the governor has been 
forced to institute official inquiries. 

These two incidents are not isolated 
events, but form part of a long chain of kill- 
ings, torture and destruction of property 
carried out by the sec- 
urity forces in Kashmir 
over the past two years. 
In another incident, the 
army shot 73 people near 
the Indo-Pakistan bor- 
der, claiming they were 
Pakistan-trained infiltra- 
tors. Some may well 
have been infiltrators, 
but the government's re- 
fusal to reveal the iden- 
tity of those killed — de- 
spite a court order de- 
manding the disclosure 
—  fuelled speculation 
among many Kashmiri 
families that the victims 
could have been relatives 
arrested by the security 
forces and who have not 
been seen since. 

The situation is no 
better in Punjab, where 
separatist violence dates 
back to the early 1980s. 
One of the most reveal- 
ing records of the viola- 
tion of human rights in 
Punjab by security forces 
— mainly paramilitary UT 
units and the police — 
comes from a documen- 
tary produced by a 
young Indian  film- 
maker, Tapan Bose. Called From Behind the 
Barricade, it concerns a cross-section of 
people who had been tortured by the police 
and the relatives of those who had been 
killed in phony "encounters" with the sec- 
urity forces. 

Among them are a rural Sikh priest and 
his wife, both of whom show clear marks of 
torture at the hands of the police, who 
wrongly suspected them of harbouring ter- 
rorists. There is also a village balladeer, 
Ujagar Singh, whose 15-year-old son was 
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taken away by the police from his home 
and killed four days later. The official police 
report claimed that the boy was killed in an 
encounter between the police and ter- 
rorists, implying that he was one of the 
terrorists. Another case concerns Prof. 
Rajendra Paul Singh, who was arrested, 
never produced before the court despite a 
court order and was subsequently killed. 
The police told his widow that he was re- 


leased, joined the terrorists and was killed | 


in an encounter. 

The experiences described by the inter- 
viewees in the film are 
shared by numerous 
families in Punjab, as is 
evident from several re- 
ports prepared by civil- 


paper reports. Instead of 
taking note of these re- 
ports and investigating 
the facts, the government 
tends to dismiss them 
as terrorist propaganda. 
Journalists working for 
local newspapers in Kash- 
mir face harassment from 
the government for pub- 
lishing reports of at- 
rocities. Copies of the na- 
tional daily, Times of 
India, were seized by the 
police in Punjab recently 
for having highlighted 
the people's sense of in- 
trict because of terrorist 


SU: NO i threats. True to habit, the 
Kashmir of | police accused the news- 


paper of giving publicity 
to terrorist propaganda. 
Caught between 
threats and violence from 
terrorists and persecution 
by the security forces — 
the latter suspect every 
Sikh in Punjab and every Muslim in 
Kashmir of being a terrorist — the common 
people face the prospect of losing their lives 
or their liberty. Successive Indian regimes 
have failed to restore the rule of law in 
Kashmir and Punjab, and there is little evi- 
dence that the new Indian Government can 
build administrations in these states to 
which the people can turn for justice. m 


Sumanta Banerjee is à New Delli-based free- 
lance writer. 
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liberties groups in India | 
as well as from news- | 
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this sound foundation, WestLB 
successfully combines classi- 
cal products with innovative 
solutions, applying the right 
mix of state-of-the-art tech- 
nology and personal creativity 
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are: in international finance 
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Anti-Muslim campaign seen as effort to rally Burmans 


Diversionary tactics 


By Bertil Lintner in Maricha Palong, 
Bangladesh-Burma border 


was bom in Burma and so was my 

father and my grandfather," says Shah 

Alam, a 30-year-old farmer from the 
Muslim-dominated Buthidaung area in the 
northernmost corner of Burma's Arakan 
state. "I had two acres of land which I had 
inherited from my forefathers." 

Despite his antecedents, the Burmese 
authorities considered Shah Alam an il- 
legal immigrant from Bangladesh and 
drove him out. Since May, Shah Alam has 
lived with his wife, their five children and 
over 200 other destitute and starving 
refugees in the small settlement of 
Maricha Palong south of Cox's 
Bazar, near Bangladesh's border 
with Burma. 

There is no camp as such — the 
refugees are squatting in abandon- 
ed buildings and in makeshift shel- 
ters in open fields. Every day they 
are joined by more families cross- 
ing the Naaf border river into Bang- 
ladesh. According to private relief 
workers along the frontier, the 
number of Muslim refugees from 
Burma stands at 16,000. More are 
expected to come as soon as the 
rainy season ends and the jungle 
routes from Arakan again become 

le. 

Shah Alam and his group de- 
cided to stay in Maricha Palong be- 
cause it was close to an Islamic 
centre and a hospital built by Saudi 
Arabia's Rabita missionary organisa- 
tion in 1978, the last time Muslims 
fled in large numbers from Burma. 
In that year, the Burmese Govern- 
ment unleashed a campaign code- 
named Naga Min, or Dragon King, 
driving more than 200,000 Muslims 
from Arakan across the border into 
Bangladesh. The Rangoon authorities then 
claimed they were carrying out a “routine 
check on illegal immigrants" and that "a 
few Bengalis who had no citizenship pa- 
pers left the country." 

The refugees who arrived in the 13 
camps established across southeastern 
Bangladesh in 1978 told stories of killings, 
rape, pillage and arson committed by the 
Burmese army. Many produced citizenship 
papers to visiting journalists to prove they 
were not illegal immigrants, as Rangoon 
claimed, but bona fide Burmese citizens. 
That refugee crisis was eventually settled 


after rising concern in Muslim countries led 
to intervention by the UN. 

Judging from numerous interviews con- 
ducted by the REVIEW in Maricha Palong 
and other refugee settlements along the 
Burma-Bangladesh border, there seems to 
be little doubt that Rangoon is now carrying 
out a similar campaign against Arakan's 
Muslims — a minority known as Rohingya 
who insist they are different from both the 
Buddhist Arakanese and Bangladesh's 
majority Bengali population. 

The latest campaign seems to have 
begun two years ago, when the Burmese 
Government started moving people into 


Rebels and refugees 





new satellite towns. Diplomats then de- 
scribed this policy as an attempt to impose 
more effective military control over the 
population in the aftermath of the 1988 
mass uprising for democracy (REVIEW, 25 
Jan. '90). In late 1989, the campaign reached 
Akyab, Arakan’s state capital. The old Mus- 
lim neighbourhood of Sakkipara was razed 
and thousands of people were resettled at a 
site which lacked sanitation, drinking water 
and other basic facilities, a source from 
Akyab said. 

By October 1990, the campaign had 
reached Mawdaung and _ Buthidaung, 
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closer to the Bangladesh border. Shah 
Alam's village, along with six other neigh- 
bouring Rohingya settlements, were de- 
molished and their land confiscated by the 
army. A new military camp was built on 
the site, and at least three additional battal- 
ions of government troops were deployed 
in the border area. 

Thousands of Rohingyas and other civi- 
lians were mustered as unpaid labour for 
the construction and maintenance of the 
new camp and other "border development 
projects" in the area, including a stretch 
of the Asian Highway now being built 
through Arakan. 

Refugees interviewed by the REVIEW 
who said they had been forced to perform 
such duties were of both sexes and ranged 
between 10 and 60 years old. "At last, it 
became unbearable. I decided to flee to 
Bangladesh," Shah Alam said. Another 
source from Buthidaung said many mos- 
ques and other Muslim institutions in the 
area had been boarded up; some were even 
, wrecked by the army. Buddhist 
? Arakanese settlers were then 
È brought in to populate deserted 

ingya villages. Many refugees 
claimed that Rohingya women had 
been systematically raped by gov- 
ernment troops. 

Most of these refugee claims are 
supported by independent obser- 
vers, including Dhaka-based dip- 
lomats. They report that the entire 
area along the Bangladesh border is 
becoming increasingly militarised, 
and that the local Muslim popula- 
tion is suffering as a result. 

The number of government 
troops in Mawdaung and Buthi- 
daung has more than doubled 
over the past year and is now be- 
lieved to be close to 10,000, includ- 
ing several contingents from the Lon 
Htein, a paramilitary security force 
that earned notoriety in Rangoon for 
its brutal handling of the pro-demo- 
cracy movement in 1988. Helicopter 
landing pads have been built along 
the border, armoured vehicles now 
routinely patrol the road between 
Mawdaung and Buthidaung and 
new naval vessels have been seen in 
Akyab harbour. 

The question remains: why is Burma's 
military junta doing this, and why now? In 
1978, diplomatic observers believed Opera- 
tion Naga Min was devised by the au- 
thorities to distract the population from the 
country's political and economic difficulties. 

By targeting the vulnerable Muslim 
Rohingya minority, who many Burmese 
still insist are Bengalis, the government 
could expect support even from its domes- 
tic critics. Anti-Indian sentiments have al- 
ways been strong in Burma, and many Bur- 
mese fear — with some justification — that 
their country could turn into another 
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(5 Assam if strict controls are not imposed 
on the movement of people from over- 


lated ricelands of Arakan. 

Observers generally agree that the cur- 

. rent campaign may have been launched for 

- similar reasons. But the systematic way in 

© which it is being conducted indicates that 
Burma's military may also have other mo- 
tives. 

__ Since the 1950s the Burmese army has 
been unique in having its own ideology. To 
some extent it resembles the dwifungsi (dual 
function) doctrine of the Indonesian army, 

5; ^ Which holds that the military has both a de- 

->> fence and a socio-political role. The Bur- 

. mese army carried the issue of an ideology 

... somewhat further and formulated “the 

... Burmese Way to Socialism" when the mili- 

... tary first seized power in 1962. It was only 

-..* discarded in 1988 following demonstrations 

- - against military rule. 

| The military regime's new ideology is 

'... summed up in slogans such as “multi-party 

—- System," "free enterprise" and "an open- 
_ door economy," which represent — at least 

— on the surface — a total reversal of the pre- 

= vious orthodoxy. A recent cartoon in the 

-== state-run Working People's Daily newspaper 

... indicated another element in the military's 
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crowded Bangladesh to the sparsely popu- - 


efforts to rally the Burman majority: while 


unruly civilian politicians squabbled over 
"this-ism" and “that-ism,” a soldier said: “I 
have only one 'ism,' and that's Buddhism." 

Other cartoons in the state-run media 
have ridiculed people of mixed blood — in- 
duding the children of opposition leader 
Aung San Suu Kyi who is married to a Bri- 
ton — and commentaries have urged 
people to eat, dress and behave like "pure 
Burmese." 

"Ihe Burmese Way to Socialism has 
been substituted with extreme, Burman- 
Buddhist chauvinism, and non-conformist 
fringe groups such as the Rohingyas suffer 
as a result," was how one long-time Burma 
watcher described the present mood in the 
country. 

Observers also see the recent drives to 
bring the sangha, or Buddhist order of 
monks, more firmly under state control as 
part of the same process. The monks were 
the last force to pose any serious challenge 
to army rule when they decided a year ago 
to refuse to perform religious rites for mili- 
tary personnel. That boycott ended when 
troops raided more than 100 monasteries in 
the northern city of Mandalay, where the 
monks' movement had been strong. 

The sangha now appears to have been 


TA danger to themselves 


~- |. A long simmering rebellion among the 
|» Muslims of Arakan is being kept alive in 
| a string of camps along the Bangladesh- 
Burma border. However, despite links 
with other Muslim guerilla groups, there 
is little evidence to indicate the displaced 
.' Arakanese Muslims pose a serious mili- 
v. tary threat to the Burmese army. Their 
^]. presence, nevertheless, may serve Ran- 
= goon as a useful provocation to launch a 
border campaign against the Muslim ref- 
wgees. —— : | 
| ^. The rebels fall into two main groups: 
the moderate Arakan Rohingya Islamic 
-Front (ARIF), led by Nurul Islam, a 43- 
. year-old lawyer born in Mawdaung — 
and the more Islamic-orientated Rohin- 
another native of Mawdaung, Moham- 
.med Yunus, a 46-year-old doctor. Both 
describe themselves as devout Muslims 
- and profess connections with Islamic in- 
::terests in West Asia. | 
-' St is difficult to estimate the actual 
Strength of the two rebel groups, which 
are not organised into regular fighting 
units operating inside Arakan but live in 
- camps along the Bangladesh border. 
Impartial observers, however, put the 
figure of armed fighters under ARIF’s 


















command at approximately 200, mostly 
equipped with elderly submachine guns 
and a few automatic rifles. The RSO is 
both financially and militarily stronger 
and has thousands of followers and pos- 
sibly 600 armed men equipped with a 
mixture of old rifles and modern wea- 
pons. Intelligence sources say the RSO has 
recently acquired Chinese-made AK47 
assault rifles, RPG7 rocket launchers, 
light machine-guns and mortars from the 
Cambodian border. 

The RSO enjoys a cordial relationship 
with like-minded Muslim groups. These 
include Jamaat-i-Islami in Bangladesh 
and Pakistan; Gulbuddin Hekmatyar's 
Hizbe-Islami rebels in Afghanistan; Kash- 
miri militants; Saudi Arabia's Rabitat 
al Alam al Islami and Angkatan Belia 
Islam | sa-Malaysia. Afghan instructors 
have been seen in some camps along the 
Bangladesh-Burma border, while near- 
ly 100 RSO rebels are reported to be un- 
dergoing training in the Afghan pro- 
vince of Khost with Hizbe-Islami mujahi- 
deen. 

Concern over the presence of these 
rebel groups along the border with 
Bangladesh may partly explain the recent 
Burmese military build-up in Arakan. But 
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cowed into submission, and the state . 
media carries almost daily reports of senior 
army officers offering colour television sets _ 
to monasteries and paying respect to senior - 
monks. "They're doing everything to show 
the people they are devout Buddhists,” a 
Rangoon-based observer said. 

But while the crackdown on the sangha, . 
and the campaign against outside cultural 
influences, may be seen as an internal af- 
fair, the drive against the Muslims is not. 
Over-populated Bangladesh is hardly in a 
position to accommodate thousands more 
refugees from Burma, in addition to the 
hundreds of thousands of people of Bur- 
gong-Cox's Bazar area. The recent influx is 
causing severe frictions between the new- 
comers and the local population, especial- 
ly in the sensitive Chittagong Hill Tracts 
area where many Burmese Muslims have 
sought refuge. =o — | 

Exactly what the Burmese army is do- 
ing along the Bangladesh border may be- 
come clearer with the advent of the dry sea- 
son.in October-November. According to 
one analyst "That's when refugees will 
start moving again in larger numbers. — 
and more extensive military manoeuvres 


may begin.” | " 








on the other hand, the last skirmish be- 
tween any Rohingya rebel group and 
Burmese Government forces reportedly 
took place in February 1989. It seems 
more likely that the Burmese army, by 
putting pressure on the Rohingya popu- 
lation inside Arakan, is trying to provoke 
the RSO into using its newly acquired 
arms in order to justify a counter-offen- 
sive while rallying the majority Buddhist 
population behind the campaign. 

The first Muslims on the Arakan coast 
were Moorish, Arab and Persian traders 
who began arriving in the 8th century. 
Their descendants are the present-day 
Rohingyas. 

When Burma was part of British 
India, the rich ricelands of Arakan at- 
tracted thousands of seasonal labourers, 
particularly from the Chittagong area ad- 
jacent to East Bengal (now Bangladesh). 
Many of them settled in the region and 
attached themselves to the already well 
established Muslim community. Es 

Burma’s strict immigration. controls 
have effectively closed the border, and- 
migration over the past four decades has. . 
gone in the opposite direction. = =. 
on to Pakistan, India and beyond to Mus- 
lim countries in West Asia — Saudi | 
Arabia alone is now home to nearly- 
200,000 Muslims of Burmese origin. 
These overseas Rohingyas, particularly 
those in Saudi Arabia, are the main finan- 
ciers of the Arakan rebels. m Berti Lintner | 
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Traveller’s Tales 


he politically late Mikhail Gor- 
bachov was something of a cult 
figure in Japan which had a lot 
riding on him and his policies 
— from joint development of Soviet Asia 
and Siberia to the return of the north- 
em territories. A little Japanese doll 


| which I bought last time I was in Japan 


expresses something of this hopeful affec- 
tion: 






4. TN 


rbi-Teishu.' 


But the affection was, justifiably, not 


| 100%. The average Japanese husband 


works all day being very polite to superiors 
and colleagues and spends many evenings 
being politely sociable with them. Mr Popu- 
lar at work he may be, but when he returns 


| home tired and irritable, collapsing into bed 
| on weekday evenings and heading for the 
| golf course at the weekends, he is less ap- 








preciated. So Japanese women gave a 
lovely nickname to Gorbachov — they call- 
ed him Gorbi-Teishu, or Husband-Gorbi. 
Meaning that he was very popular abroad, 
but not so popular at home. A fitting 
epitaph. 


Long before the end of the Cold War, 
leaders of Indonesia had downgraded 
the threat posed by communism, becom- 
ing far more worried about the challenge 
to their authority posed by Islamic fun- 
damentalism. Wrongly perhaps, I was 
never able to take this threat as seriously as 
they did: partly because I believe that, gen- 
erally speaking, Islam (and indeed all the 
major religions imported by East Asia) be- 
comes progressively more tolerant the fur- 


. ther East one journeys, and partly because 


29 AUGUST*1991 





so many Indonesians themselves have a 
rollicking, joyous appreciation of life's plea- 
sures. 

Such hedonism takes many forms — 
and the enjoyment of a good belly laugh or 
an earthy story is accurately reflected in the 
Indonesian media. The Jakarta dailies reg- 
ularly comb the columns of the provincial 
newspapers and reproduce stories of vil- 
lage life with evident enjoyment. 

Take this item form the Jakarta Post: 


East Kalimantan police have arrested a 
tranvestite hairdresser for biting off a 
client's ear in a bid to "eat it in the way he 
would eat chips," Suara Karya reported 
Thursday. 

The woman had visited his salon, ex- 
pecting to have her hair done, but the hair- 
dresser bit off one of her ears moments be- 
fore he finished working on her hair, the 
paper said. 

The transvestite told police inves- 
tigators that he had failed to resist an urge 
to bite and eat the ear, and had bitten the 
ears of other beautiful women as well. 


Or a tragic item from the same newspaper: 


A West Java snake hunter was relieving 
himself in a bush recently when a cobra 
which mistook his testicles for a rat bit 
him. 

Carta Warsa, 32, was about to pull his 
pants up when a small cobra chasing a rat 
through his legs pouched on his vital 
organ, Pos Kota reported Tuesday. 

The man ran or crawled to his village 
Gadingan Mekar in Indramayu regency, 
but the snake refused to let go until resi- 
dents came to his help. 

The villagers rushed him to a nearby 
clinic but he died soon after arrival. 


The Jakarta Post has a column called 
"This odd world" which often features 
similar items. This ends with a superb piece 
of understatement: 

In a fit of pique, a Jakarta women dis- 
membered her sleeping husband after he 
refused to do his marriage duty. 

The woman, identified only by the ini- 
tials, Su, 29, told police that her husband 
Pujianto, 31, hadn't been the same since 
he met an identified woman from In- 
dramayu, Pos Kota reported. 

After a series of bitter quarrels, the situ- 
ation reached a grisly climax when he re- 
fused to carry out his husbandly duties 
Sunday night and went to sleep. 

The irate woman grabbed a knife from 
the kitchen and severed the man's ability 


FAR EASTERN ECONOMIC REVIEW 


to perform with her or any other women | 


ever again. 
Horrified what she had done, she threw 
the knife away and turned herself in. 


The aggrieved woman told police she | 


deeply regretted her action and hoped her 
husband wouldn't be too angry at her. 


It would demand true Islamic foregive- 
ness. Another story, with interesting 


theological implications, from the same | 


newspaper: 
Java has recorded its first known case of 
immaculate conception. 
Suwarti bin Hidayat, 20, a resident of 
Jati Mulya village in West Java, recently 











gave birth even though she and her par- | 


ents insist she has never been with any 
man, Tervit Minggu recently reported. 
An Islamic religious leaders who met 
with Suwarti and her parents believed 
their story and said the father was "some 
kind of spirit." 
Other Islamic leaders said that sexual 


congress between people and spirits "is in- | 


deed possible as spirits are also God's cre- 





atures with the same sexual urges as hu- - 


mans." They added that it was impossible 
to know what form the spirits took, but 
that a woman who really loved one could 
tell. 


Headlines in Jakarta’s newspapers are 
equally uninhibited. Ester Natividad col- 
lected these from The Indonesian Observer: 


Reproduction organs of 
workers should be protected 


200 People Pee 
carelessly at Monas 
Grounds Every Morning 


And, over an item dealing with the 


wish of the head of the Jakarta Legal Aid | 
Institute (LBH) for laws covering breach of | 


promise, venereal disease infections and 
other injustices arising from "romantic in- 
terludes": 


LBH chief wants 
regulation to deal 
with fornication 
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ELITE 


Paradoxical press role haunts class of ’S5 


The thin Red line 


By Chen Mo 
I a country run by a handful of oc- 


togenarians, the major news organs 

have no advance obituaries for top na- 

tional leaders. Bob Drummond, our 
news writing instructor, fresh from the US, 
was appalled. “What if some big shot dies 
suddenly? Are you going to waste time, 
under deadline pressure, searching Who's 
Who for his birth date?” 

Our homework that night: to prepare 
an advance obituary for the then chairman 
of the National People’s Congress, Ye 
Jianying, 85 at the time (1982) and ailing. It 
was not long, though, before our assign- 
ment itself became news. A couple of days 
later, our always-punctual professor Cheng 
Zhi showed up for class 20 minutes 
late and told us to kill the advance 
obit. 

The 12 of us burst into noisy pro- 
test, but Cheng — a retired senior 
editor at the Xinhua news agency — 
calmed us: “Don’t think too much 
about it. We don’t want anybody to 
imagine we want Chairman Ye to 
die before his time. I've already 
explained this to Bob.” 

So we got our first come-uppance 
as freshmen at the Graduate School 
of Journalism of the Chinese 
Academy of Social Sciences; an 
object lesson on the dilemma of 
serving both the party line and 
the canons of our chosen profes- 
sion. 

We should have known better. 
None of us was exactly an ingénue 
about Chinese communism and 
its taboos. We had all lived through 
the Cultural Revolution. Some of 
us had reported for local papers. Others 
had served time in  bureaucratised 
and _ party-dominated “Work Units” 
ranging from schools and factories to 
rural communes. Three of us were party 
members. 

One thing we had in common was that 
we had beat out nearly 3,000 applicants in a 
three-day, six-part, 18-hour marathon en- 
trance exam. In preparation, I spent a year 
boning up on news writing, philosophy, 
and party history to win a place in the for- 
eign correspondents' training amme. 

Everything about the school was elite. 
In contrast to the slum-like conditions at 
even the finest universities in Peking, we 





Black, white and red all over. 


lived two-to-a-room in dormitories in the 
wooded compound of the People's Daily. 
We had a renowned dining hall, a swim- 
ming pool, even a theatre that showed first- 
run Chinese and foreign movies. 

We were on a "fast track" to responsi- 
ble jobs in the nation's most prestigious 
news organs: the People's Daily, Xinhua or 
the English-language China Daily. As the 
school's party secretary and associate dean 
Zhang Longren intoned in his welcoming 
speech on our first day: "You are the future 
of China's international reporting; the jour- 
nalistic equivalent of the fifth class of the 
Whampoa Military Academy." 

The comparison was heady. Whampoa 
faculty and graduates of the 1920s included 
such giants as Chiang Kai-shek, Zhou Enlai 





and Lin Biao. Many Whampoa alumni 
wound up on opposite sides during the 
Chinese civil war of the 1920s-40s, but col- 
lectively they held the country’s destiny in 
their hands. 

Liao Guogiang, at 34 the eldest in our 
class, was actually the son of a Whampoa 
graduate. But, because his father had 
joined the Kuomintang, he had been allot- 
ted a life of toil in the countryside. It was 
only by self-instruction that he mastered 
enough English to break out of the com- 
mune and become a high school teacher. 

After his fourth try at the gruelling 
exam, he was finaly admitted 
to the journalism school. “Call me ‘old 
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uncle’,” Liao invited our two youngest 
classmates, Feng Yu, 25 (son of a high 
cadre from the northeast), and Zhuang 
Hai, a 24-year-old Shanghai sophisticate. 

Even more than the Whampoa analogy, 
though, what excited our entering class- 
mates was the chance to study at the feet of 
such stars as Liu Binyan. Just as the Water- 
gate scandals made heroes of American 
journalists in the 1970s, so Liu's relentless 
exposes of official corruption made jour- 
nalism one of the hottest majors in Chinese 
universities in the 1980s. 

Liu was so famous that, whenever he 
lectured at the school, other classes had to 
be rescheduled so that all students — and 
faculty, too — could pack in to hear him. 

If Liu was our idol for reportage, our 
. model editorialist was Wang 
Ruoshui. He had been a leading 
polemicist for paramount leader 
Deng Xiaoping's pragmatic "seek- 
truth-from-facts" approach in the 
late 1970s. But, for his audacious 
suggestion that the communist party 
risked becoming "alienated" from 
the people, he fell from grace in the 
anti-Spiritual Pollution campaign of 
1983. 

He came to us at his lowest hour 
— freshly stripped of the deputy 
editorship of the People's Daily and 
newly divorced from his film- 
star wife. In between lectures, 
Wang wandered, brooding, around 
the wooded campus. But, in the 
classroom, he galvanised us with 
his questioning of the Maoist 
dogma that the press existed only 
as the “tongue and ears” of the 
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This status accounts for the 
paradoxical position of journalists in China: 
privileged, powerful, heavily relied upon, 
on the one hand; yet vulnerable, manipu- 
lated and always slightly suspect. That is 
why newsmen are the first champions — 
as well as the first prey — of every political 
campaign. Hence the nickname shua bigan 
zi de (pen-pushers), an allusion to the 
bureaucratic flunkies of the Qing court. 

Wang, back in the 1950s, learned how 
untenable was this position from the Great 
Helmsman himself. Together with the rest 
of the top editors of the People's Daily, 
Wang — then à young editorial writer — 
was summoned into Mao's private quarters 
in the leadership compound. The chair- 
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"Everything 
that is perfect must exceed 
its kind?’ 


Johann Wolfgang von Goethe 





The automobile is rapidly becoming the 


definition of high technology in its highest 
form. And the center of progress is under 
the hood. 

The automotive engineers and techni- 
cians of Daimler-Benz are leading the way. 


Incorporating remarkable new develop- 


Daimler- Benz AG, P.O. Box 800230, D-7000 Stuttgart 80, Federal Republic of Germany 


ments in microelectronics. Creating new 
materials with astonishing properties. 
Making one component after another more 
advanced, more reliable, more efficient, 
longerlasting. 

And laying the cornerstones for improving 


the safety, energy savings and environ- 
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mental compatibility of the automobile. 
You can be assured that the Daimler- 
Benz commitment to engineering excel- 
lence through technological leadership 
will continue. 

Under the hood and wherever else progress 


can be made. 


The corporate units of Daimler-Benz: Mercedes-Benz, AEG, Deutsche 
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man, still in his pajamas, was just waking 
up from his afternoon nap — on the wrong 
side of the bed. 

He bellowed for nearly an hour at the 
newspaper's then editor, Deng Tuo. The 
scolding was not about something Deng 
had printed; rather for his failure to pro- 
duce a sufficiently fulsome account of some 
obscure party pronouncement. Only Wang 

ed from the session unscathed; in- 
deed, he was singled out for praise for an 
editorial he had lately penned — applause 
that made his early career. 

Communist orthodoxy, in fact, by no 
means requires a servile press. We had it 
on highest authority — Marx and Engels 
themselves. It was with great trepidation 
that the 12 of us filed into our classroom for 
the first lectures of “Marxist Theories 
of the Press.” 

The course title sounded too 
much like the ideological pabulum 
we had all been weaned on. No- 
body expected Zheng Lei, the 
young theoretician who taught it, to 
launch into an account of how Marx 
and Engels, as pamphleteers against 
the Prussian dictatorship in 19th- 
century Germany, lambasted the 
censors of their day and defended 
press freedom. 

So why does a state that calls 
itself Marxist keep its journal- 
ists on such a short leash? “Maybe 
Marx posthumously changed his 
mind,” suggested Li Zhusheng. 
He was our class cynic, known more 
for his bridge than his diligence, 
but with a brilliant mind that 
allowed him to coast through school. 

Not so, the rest of us. We struggled at 
the daunting task of learning to speak and 
write — and even type — fluently in a for- 
eign language. Each of us was issued, cour- 
tesy of Xinhua, an ancient Underwood 
typewriter. The big, black, boxy machines 
were dated 1905, but for us they were cut- 
ting-edge technology. 

Bob Drummond joked that we could sell 
them as antiques and buy laptop compu- 
ters with the proceeds. Much of Bob's 
humour was beyond us. Once, one of us 
misspelled “spring planting” as “spring 
panting.” We looked on, at a loss, as he dis- 
solved in convulsions of laughter. 

The classmate who had the hardest time 
with English was our “old uncle” Liao. 
Having never before even met a native 
English speaker, he could barely keep up 
with lectures in the beginning. He put in 
long nights in the classroom, slogging over 
his books and filling the place with a stale 
cigarette smell, for which the woman class- 
mates twitted him the next morning. 

It paid off. He soon emerged as a top 
student, became a legend in the school and 
— despite his rightist family background — 
was the first in our class to be invited to join 
the communist party. But the long nights of 
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study took their toll: shortly after gradua- 
tion, as a starting reporter with Xinhua, 
Liao died of a heart attack at the age of 37, 
leaving a wife and nine-year-old son. 

While Liao was cramming, the rest of us 
squandered our evenings in marathon bull- 
sessions about our futures. How to relate to 
the reformist tide that had made our study 
possible in the first place? Even the free- 
thinking former party secretary Hu Yao- 
bang, still subscribed to the “tongue and 
ears” notion of journalism; the press was to 
be used as a propaganda weapon against 
party conservatives. 

Much as we might endorse the reform- 
ist programme, if we accepted this view of 
the press, then where would we be left 
when the doctrinal tide turned as we knew 





Future ‘tongues and ears’ of the party? 


it inevitably would? Little did we dream 
how dramatically later events would justify 
these qualms. Still, for a while there, the al- 
lure of partisan journalism was strong. 

For instance, there was the example of 
Wu Guoguang, one of the stars of the class 
ahead of ours. Shortly after his graduation, 
some of his early bylines in the People’s 
Daily caught the eye of then party chief 
Zhao Ziyang. 

Wu soon found himself serving as 
Zhao's personal secretary, in charge of such 
heady chores as drafting speeches and 
party Congress reports. Wu's mentor at 
school, Wang Ruoshui, must have looked 
on bemused, wise to the vicissitudes of 
careers based on the patronage of party 
bosses. When Zhao fell, after the Tianan- 
men debacle, Wu went into exile in the US. 

Wang Ruoshui, for his part, was speak- 
ing at a conference in California on the role 
of intellectuals in China’s democratisation 
while students at home descended on the 
Square of Heavenly Peace. Ignoring his 
friends’ warning that the authorities might 
use him as a scapegoat, he returned home. 
Before long, his picture appeared on the 
front page of The New York Times, showing 
him, along with other reporters, marching 
down the Boulevard of Eternal Peace hold- 
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ing aloft a giant banner of the People’s Daily. 

In the post-Tiananmen purge, Wang 
was expelled from the party. His wife, Feng 
Yuan, a brilliant “Whampoa” alumnus 
from the class of 1986, was removed from 
the People’s Daily. The petite Feng and her 
teacher were wed just a year before the up- 
heaval near the Forbidden City. 

Wang’s calls for press freedom had lon 
alarmed the authorities, and in a peculiar 
irony, “Whampoa” came to be seen as a 
seedbed for troublemakers rather than the 
breeding ground for hoped-for “tongues 
and ears” of the party. Almost as a 
foreshadowing of the purges that would 
follow the 4 June episode, the school was 
closed down a few months before Tianan- 
men. Apparently, authorities determined 
that their experiment in inculcating 
the basics of journalism had not 
been a success. 

“Whampoa” is gone, but 
“Whampoa” alumni have to navi- 
gate their way through a trickier 
world of journalism in post-Tianan- 
men China. Some have man- 
oeuvred well. An Fu, one of the first 
graduates, had written — while still 
a student — a handbook on repor- 
tage that was lavishly sprinkled with 
worshipful references to his mentor 
Liu Binyan. 

But, after the crackdown, he was 
quick to denounce the student and 
journalist demonstrators. So, instead 
of being purged, An got to retain his 
section chief's position and enjoy 
ever-splashier bylines in the People’s 
Daily. 

Not that keeping one’s job always en- 
tailed such grovelling. Zhuang Hai, the 
youngest in our class, managed to stay put 
in the Washington bureau of Xinhua with- 
out any undue outbursts of sycophancy. 

When Wu spoke at a dissidents’ con- 
clave in Chicago, he was warned there 
would be a “Xinhua spy” in the audience. 
It turned out to be Zhuang. While the two 
alumni did not exactly embrace, they man- 
aged to spend a civil half-hour together 
catching up on “Whampoa” gossip. 

Alumni are getting used to inconclusive, 
poignant chance encounters abroad. Not 
long ago, in San Francisco, I ran into Li, the 
class cynic. Against great odds, he had 
managed to get a visa and a scholarship — 
well after Tiananmen — to complete a jour- 
nalism course at a US university. 

And now, he was on his way home, 
having decided of his own accord to go back 
to work at China Daily. It was not that he 
endorsed the new dispensation in China, 
he explained. “But what can I do here that 
is of any use? Besides, the turn of events 
back home is too fascinating to miss." m 
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Chen Mo is a graduate student at the University 
of California. He identifies himself and most of 
his classmates in this story with pseudonyms. 
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Hand-coloured samurai 


Souvenirs from Japan: Japanese 
photography at the turn of the century 
by Margarita Winkel. Bamboo Publishing, 
London. £35 (LIS$60). 


Japan now leads the world in high 
technology and modern living to such an 
extent that it seems hard to believe that its 
feudal customs and traditions could have 
survived until the age of photography. 
The very idea of samurai warriors posing 
for the camera seems as anachronistic as 
Napoleon Bonaparte calling up tank sup- 
port on a field telephone. 

On the other hand, knowing how Ja- 
panese today prize hi-tech gadgetry in 
general and photography in particular, we 
should not be surprised to see how soon 
after its invention their forebears took to 


this new art form. Indeed, it may 
even make us appreciate that 
today's camera-clicking Japanese 
tourist is the heir to a tradition al- 
most 150 years old. 

Souvenirs from Japan reproduces 
almost 200 photographs from the 
collection of R. Schilling, a Ger- 
man forest engineer who worked 
in Japan between 1899-1903. They 
are fascinating technically, artisti- 
cally and historically: for their 
high quality, for the styles of their 
composition and for the way in 
which they capture aspects of Ja- 
panese life in the 1890s. 

Because they were printed on 
albumen (egg-white) paper and 
placed in their albums loose, in- 


Vetting Viet laws 


Investment Law and Practice in Vietnam 
by Jerome Alan Cohen. Longman Professional 
Intelligence Reports, Hongkong. LIS$150. 





This thin, turgidly written report is a 
legal primer for foreign companies setting 
out for the first time to explore investment 
opportunities in Vietnam. 

Cohen seeks to explain the theory and 
practice of the investment legislation intro- 
duced since the Communist Party threw 
open Vietnam's doors to foreign capitalists 
in 1988. Hanoi hoped foreign investors 
would bring in capital, technology and 
management skills to rescue the country 
from an economic crisis brought on by 
years of war, communist mismanagement 
and international isolation. 

The book discusses in detail the invest- 
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stead of being stuck down with paste, 
they have neither faded nor suffered from 


acid staining, unlike other photographs of 


that period. And the skilled hand colour- 
ing of many of the prints makes them 
more than usually life-like. 

The art of colouring black and white 


photographs came from the tradition of 
ukiyo-e woodblock illustration — not sur- 


prisinglv, since many Japanese who took 
up photography had previously been 
trained as artists, and the arrival of the 
camera posed a serious challenge to the 
woodblock carving industry. In many in- 
stances, the results of the "painting by 
numbers" technique are rather garish but 


in others, such as a group photograph of 


samurai warriors in full armour, the effect 
is quite stunning. 





Samurai in full armour. 


ment law and other recent laws and de- 
crees dealing with contracts, technology 
transfer, taxation and foreign exchange. 
Cohen, an international lawyer based in 
Hongkong, concludes that "Vietnam has 
made a promising, if belated, start in its ef- 
fort to create a legal environment congenial 
to foreign investors." 

Some might find this assessment overly 
optimistic. Foreign businessmen in Viet- 
nam often complain that competing gov- 
ernment offices produce widely differing 
interpretations of the country's new laws 
and regulations. 

While the report frequently praises 
Hanoi's "flexibility" in drafting its invest- 
ment laws, Cohen also lists numerous 
problems. The fact that foreign companies 
are not allowed to deduct interest pay- 
ments on loans as a legitimate business ex- 
pense may discourage some investors, he 
warms. 
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These pictures were typical products 
of a new industry which sprang up to 
satisfy both Japanese curiosity towards 
the new medium and the Western cult of 
japonisme which, like chinoiserie 100 
years before it, fostered the myth of a uto- 
pian oriental society and prized its every 
aspect, such as street scenes, shots of tea 
houses and cherry blossoms, studies of 
Sumo wrestlers and geishas, town pano- 
ramas and views of Mount Fuji — in 
short, perfect material for future picture 
postcards. 

Ironically, the high quality of the pic- 
tures makes some of the street scenes look 
like film sets complete with extras, rather 
than real places. Did the Ginza really once 
have those horse-drawn trams? What 
remains now of the tree-strewn period 
shanty towns of Kobe, Nagoya and 
Yokohama? 

Precisely because many of them were 
intended as souvenirs for tourists, the pic- 
tures also make ideal historical memen- 
toes, even though many of them are obvi- 
ously contrived in their composi- 
tion. Formal groups of self-con- 
scious, po-faced figures are a com- 
mon feature of photographs of 
this period in any country, but in 
Japan the concept of posing for 
the camera was taken a stage fur- 
ther by the use of mock-ups in 
studios. 

Here professional photogra- 
phers — by this time photography 
was a respectable trade — would 
dress their clients and arrange 
stage props to suggest traditional 
domestic scenes such as the wash 
house, the kitchen, taking tea, 
smoking a pipe or playing a mus- 
ical instrument. Outdoor scenes 
such as a market-place would be 


The study also points out that some of 
the legislation is still “vague and somewhat 
confusing.” The investment law “nowhere 
refers to the degree of autonomy the pro- 
jects will enjoy vis-à-vis Vietnam's socialist 
supervising agencies," Cohen says. 

The legislation is also vague on profit- 
sharing between joint-venture partners that 
borrow start-up capital, and on whether a 
foreign company will be compensated if the 
local partner takes over an enterprise after a 
joint-venture contract expires. 

To operate in this still uncertain legal 
setting, Cohen urges foreign investors to 
protect themselves against "future adverse 
legislation" in their individual contracts. 
The report cites the example of a licence 
which said that its language "shall at all 
times take precedence" over all other docu- 
ments, including Vietnam's investment 
regulations. 

While Hanoi has guaranteed not to 
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Those wonderful ukiyo-e girls. 


reated by using painted backdrops. 
The only criticism of Margarita Win- 
kel’s 30-page introductory text is her habit 
of writing Japanese personal names in the 
traditional order, surname first. This 
seems a bit pedantic, given that the Japan- 
ese themselves use the reverse order 
when speaking or writing in English. 
However, the text does put the photo- 
graphs in their historical context by outlin- 
ing Japan's exposure to Western values 
ind influences and the introduction of 
photography to Japan in the mid-19th 
century. It also explains how with the 
emergence of native practitioners, photo- 
graphy became both a medium through 
which Westerners could learn about 
lapan, and one of the many signs of 
apan's own Westernisation. 
9 Richard Vivian 






nationalise foreign companies, Cohen ar- 
gues that the government needs to back 
this up by signing treaties with foreign 
countries to reassure investors. 

Since this report was written, Vietnam 
has signed an agreement with Italy to pro- 
tect bilateral investment and avoid double 
taxation. Similar treaties are currently being 
negotiated with Australia, Britain, France, 
Germany, Malaysia, Thailand and Sweden. 

Cohen warns against trying to establish 
joint ventures with incompetent or unau- 
thorised local partners. Investors should 
learn as much as possible about a potential 
Vietnamese partner, particularly about its 
status and authority to do business. A com- 
pany permitted to operate a coal mine may 
not be allowed to build a hotel. 

The report makes frequent comparisons 
between Chinese and Vietnamese invest- 
ment laws. Cohen, a China specialist, 
points out that Vietnam, despite its hostility 
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towards China over the past decade, de- 
pends heavily on the Chinese model. But 
he says Hanoi has improved on China's 
example in several respects. For example, 
Hanoi grants contracts in Vietnamese and a 
commonly used foreign language "equal 
weight," while the legislation applied in 
certain regions of China gives preference to 
the Chinese version. 

The second half of the book reproduces 
a dozen of Hanoi's key foreign investment 
laws and decrees, some appearing here in 
English for the first time. 

More could have been said about bank- 
ing. Cohen reminds foreign investors that 
they need to earn enough foreign exchange 
to meet all their hard-currency needs, but 
he makes no mention of possible problems 
resulting from the country’s underde- 
veloped financial system. For instance, for- 
eign companies find it almost impossible to 
obtain credit on the local market, and loans 
from foreign banks are hard to arrange be- 
cause Vietnam rarely allows joint ventures 
to open offshore accounts. 

Because Cohen completed his study in 
early 1990, two years after the country 
promulgated its investment law, the book 
focuses largely on the theory of Vietnamese 
legislation. Today, after more businessmen 
have had a chance to test Hanoi's regula- 
tions, would-be investors would undoubt- 
edly appreciate a sequel exploring in detail 
how Vietnam is implementing its policies. 

m Murray Hiebert 





Anxious atolls 


The South Pacific: Problems, issues and 
prospects edited by Ramesh Thakur. Macmillan 
and the U niversity of Otago. £35 (LIS$60). 


The very weakness of the tiny and 
remote island countries of the Pacific 
endows their search for strength in col- 
lective action with a certain purity. Perma- 
nent underdog status lends to the drama 
of shifting fortunes in the South Pacific 
an interest wider than the fate of any par- 
ticular country there. If these countries, 
despite their lack of power in conventional 
terms, can collectively persuade far larger 
countries to moderate their conduct in the 
region, there is something to be learnt from 
that. 

This becomes apparent from any serious 
attempt at a general survey of the problems 
of the region, such as this book, which col- 
lects a dozen papers from the 25th Otago 
Foreign Policy School held in Dunedin, 
New Zealand in 1990. 

The most insistent problems relate to the 
environment. The countries of the Pacific 
are concerned with French nuclear testing 
at Mururoa; with fisheries conservation, 
hence their special relationship with Green- 
peace; and with global warming, with a 
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special urgency. As author Roy Ferguson 
points out, most island environmental 
problems are the usual ones of household 
waste disposal and pollution by agricultural 
chemicals, and are the islanders' own re- 
sponsibility. But, he says, if the sea level 
were to rise by one of the more modest es- 
timates, say, 17-26 cm by the year 2030, the 
results for some islands would be disas- 
trous. "Long before they were inundated 
by the sea, problems caused by salt-water 
penetration of the freshwater lens, coastal 
erosion, soil salinity and the predicted in- 
crease in the number and intensity of trop- 
ical storms could have serious economic 
and social effects." 

In the area of fisheries the picture is not 
perfect but it is hopeful. David J. Doulman 
of the South Pacific Forum Fisheries 
Agency notes that in several forum coun- 
tries revenue from fishing rights payment 
makes up more than half the national 
budget. But only the US has treaties cover- 
ing access for its vessels, and only it reports 
tuna catches systematically to South Pacific 
countries. For the rest, it is a matter of trust. 
The annual value of catches in the South 
Pacific exclusive economic zone is US$1-1.3 
billion. But in 1989, for example, agency 
countries received only US$26.1 million in 
fees. Not surprisingly, Doulman predicts 
increasing efforts to improve this return. 

In the South Pacific, even the subject of 
security takes on an environmental cast, at 
least when broadly traversed by Peter King, 
an academic in Sydney. He links political 
weakness and environmental degradation 
to the very survival of the "somewhat com- 
placent little parliamentary states of the 
South Pacific." 

King says all have acute overpopulation 
problems. Democracy is gone or largely 
gone in Fiji. Permanent dependence on ex- 
ternal aid looms for even the biggest coun- 
try, Papua New Guinea. Above all, he 
says, there is a push by foreign companies 
for unrestricted access to marine, mineral, 
timber and other valuable natural re- 
sources. “[This] threatens ecological, eco- 
nomic and ultimately social breakdown for 
some of the South Pacific states. The cor- 
rupt linkages formed locally by piratical 
multinational operators are bringing gov- 
ernments into disrepute, exacerbating class 
and ethnic tensions, and bestowing extra- 
ordinarily little social benefit.” 

King’s main example is Papua New 
Guinea, where politicians’ corrupt dealings 
in timber concessions, their increasing de- 
pendence on violence to maintain power, 
and the politicisation of the police and 
armed forces, are major causes for concern. 

The Pacific island countries need to do 
more than build on their gains in getting a 
better deal collectively from outsiders for 
such resources as fisheries. Their individual 
political systems must mature to prevent 
more far-reaching losses in trickier areas 
such as timber and minerals. m John Slee 
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POLICIES 





Thai tariff reductions are designed to galvanise industry 





By Paul Handley in Bangkok 


hailand's radical attempt to bolster 

its car and computer industries by 

slashing protective import duties 

looks destined for mixed results. 

Sweeping tariff cuts introduced in July are 

. likely to succeed in shaking up the two in- 

dustries, with local producers becoming 

. trimmer and more competitive. But several 

loopholes and exceptions to the new policy 

suggest it may fail to boost manufactured 

exports unless even broader tariff cuts are 
undertaken. 

The principal problem, according to in- 
dustry observers, is that the July reforms 
did not remove high tariffs on a wide range 
of foreign inputs used in the two indus- 
tries. This will curtail the ability of local car- 
and computer-parts makers to cut their 
costs. In addition, in the car industry, the 
retention of a key local-content rule means 
that Thai parts suppliers will continue to 
have a guaranteed domestic market — a 
factor that may lessen their incentive to 
seek business abroad. 

The July measures, part of a broader 
series of tax and tariff reforms, substantially 
lowered the barriers erected to shield Thai 
companies from foreign competition: 

P Cars. For “built-up” cars with engine 
capacities of 2,300 cc or more, duties were 


> seut fram: 300% to: 1294. while those for 


smaller vehicles fell from 180% to 60%. 
Tariffs on parts, including complete 
knockdown kits (CKDs), were slashed from 
11295 to 20%. 


Ae P Computers. Duties on completed com- 


puter parts and peripherals dropped from 


: -20-40% to 5%, while those on components 
: were reduced from 40% to 5% for traders 


and to 1% for manufacturers. 

The auto industry is one of Thailand's 
largest and least competitive, and suffers 
from having too many players. Twelve 
companies assemble cars and trucks, 
mostly from kits, for 16 foreign manufactur- 
ers. Their 42 models jostle for a slice of a 
market that last year amounted to only 
304,000 vehicles. Japanese brands, led by 
Toyota, Honda, Nissan, Mitsubishi and 
Isuzu, dominate both the car and commer- 
dal-vehide markets, while European 
makes — led by Peugeot, BMW and Volvo 
— mostly target the luxury segment. 

Such diversity left the industry in seri- 
ous trouble during the economic slump of 
1984-87. For the past four years, though, 
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the problems have been masked by rapid 
growth. Vehicle sales have expanded by 
around 30% a year — even as prices have 
soared to double US retail prices in some 
cases. 

Local-content rules require that as- 
semblers source 54% of passenger-car parts 
from domestic suppliers, while for pickup 
trucks, the proportion is 80%. However, 
the fact that local parts producers were pro- 
tected by a 112% duty on imported parts 
and kits kept costs high — in turn requiring 
Thailand to protect locally produced vehi- 
ces with stiff tariffs on built-up imports. 

Besides the large number of participants 
in a small market, two other factors restrict 
the Thai industry's ability to compete on a 
broader scale. The first is that nearly every 
other country in the region similarly pro- 
tects its market from imports. Secondly, the 
dominant Japanese automakers have ap- 
portioned their production facilities and 


markets around the region and prevent 
their assemblers and related parts produc- 
ers from independently crossing into other 
geographical markets. 

By closing the import-duty gaps be- 
tween CKDs and built-up cars, the Thai 
Government aims to make local assemblers 
work harder to compete. Ideally, they will 
be forced to source parts cheaper — prefer- 
ably by squeezing their Thai parts makers 
to cut prices (though there is a risk that as- 
semblers will turn to imported parts in- 
stead). Finding their profit margins cut, the 
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local suppliers will in theory face a greater 
incentive to export in order to raise their 
sales volumes in compensation. 

This is the theory, and up to a point it is 
likely to work. The number of assemblers 
and locally assembled models will probably 
be thinned out by the new policy, predicts 
Sho Minekawa of Honda Cars (Thailand). 

This is most probable at the high end of 
the car market, where the small-volume 
European makers are expected to forsake 
local assembly in favour of importing built- 
up cars. Although none of the European 
firms is talking publidy about its plans, 
their Thai parts suppliers are already reas- 
sessing their own plans. 

Among the remaining all-Japanese as- 
semblers, however, it is by no means cer- 
tain that the industry will restructure in the 
way that Bangkok officials hope. 

Reports suggest that the Japanese 
manufacturers will do as much as possible 
to prevent their dealers around the world 
from selling built-up models into Thailand. 
Thus, they will negate Bangkok's aim of en- 
couraging competition by shutting out the 
most daunting challenge of all — them- 
selves. 

Another factor may also mitigate against 
the hoped-for inducement to export. The 
slashing of import duties will enable prices 
in the Thai market to be cut substantially, 
encouraging the market to maintain or 
even exceed its recent growth rates. In this 
event, production volumes for low- to mid- 
priced models may become high enough 
for assemblers and parts suppliers to sur- 
vive on thinner margins without the need 
for export orders. 

This is even more the case for parts 
makers in view of the government's reten- 
tion of the local-content rules. So long as 
local assemblers stay in business, their parts 
suppliers have a guaranteed market. 

Retaining the local-content rule was a 
bow to local industry, which feared being 
made immediately redundant if it were ex- 
posed to full-blown competition. In princi- - 
ple the duty reduction is a good. idea, says 
Kavee Vasuvat of Siam Motors, the local - 
Nissan assembler. and parts maker. “But I 
quite worry whether local industry can po 
tect itself,” he says. = = 

Some local parts manufacturers are al- 
ready regionally competitive, like those 
making wiring: harnesses, tyres, upholstery _ 
and springs. In the main, these are low- a 
technology items using —- E i: y. 





















sourced raw materials such as rubber. 
Other parts-makers, however, especially in 
the passenger-car sector, would be unlikely 
to survive without continued protection. 

Kavee believes the new policy will be 
most successful in the market for pickup 
trucks. With Thai sales of nearly 200,000 
vehicles a year, the six Japanese firms as- 
sembling pickups in Thailand have a firm 
home base, and could use it to export to 
other markets. 

Thailand is the biggest market in the 
world outside the US for "bonnet-type" pick- 
ups (US-style long-fronted trucks, as op- 
posed to the flat-fronted lorries popular in 
Europe). With Japanese makers re-basing 
production of such vehicles offshore, Thai- 
land could become a base to supply mar- 
kets for bonnet-type pickups in the Middle 
East and in Japan itself. 

Kavee adds, though, that Thai produc- 
ers are still in the hands of brand-owners in 
deciding what they can ship and where. 

Another problem not tackled by the re- 
forms is the high cost of raw materials for 
parts makers. Many inputs — from electri- 
cal components to petrochemical resins — 
cost more than they would under free com- 
petition because local producers are shel- 
tered by duties of up to 60% on imported 
materials. 

Lowering tariffs in some of those areas, 

ially petrochemicals, is proving ex- 
tremely tough. Over the past four years, 
tens of billions of baht have been poured 
into new petrochemical plants in Thailand. 
Most were set up on the promise of high 
levels of protection, and their owners are 
fighting tariff cuts on imported chemicals 
and plastics. If they and other sectors, like 





industry is very small; it is much younger 
than the car industry, embodies fewer vest- 


— ¿ ed interests and employs fewer people — 


—— Total 
—— Commercial vehicles 
—— Passenger cars 


steel processing, are successful, Thai com- 
ponents makers will find it very difficult to 
cut their costs substantially. 

What could change all this, says Honda 
Thailand president Saichiro Fujie, is if other 
producers of low and mid-priced vehicles 
— for instance, South Korea's Hyundai or 


Italy's Fiat — try to export built-up vehicles 
to Thailand. This would produce the first 
real competition for Japanese makers, who 
would be forced to cut costs to defend their 
market share. 

It would also give impetus to what Fujie 
sees as an inevitable further attack on pro- 
tection. "The next step is [to reduce] the 
local content rule. This is the trend in the 
region," says Fujie. 

For the computer industry, the duty 
cuts may bring more concrete benefits. 
Thailand's local-market oriented electronics 





so fewer jobs are at risk from the phasing 
out of protection. 

Most of Thailand's heavy investment in 
electronics in the past few years has been in 
export plants that receive tax exemptions. 
Few of these producers bother with the 
local market because of its small size — 
only about 60,000 computers were sold in 
Thailand last year — and the problems of 
dealing with the tax bureaucracy. 

Jira Jiriyasin of Tavon Computers, a 
leading local maker, is confident he can 
compete against imported components 
even with tariff protection reduced to 5%. 
When the new level was announced, many 
customers for Tavon’s 386 SX and 386 DX 
computer boards cut their orders, turning 
to imports instead. But Jira says they are al- 
ready coming back because he is cheaper 
and reliable. 

Jira and other computer-industry fig- 
ures, however, are concerned about bulky 
customs regulations left untouched by the 
reforms. To qualify for the low, 1% duties 
on imported raw materials and compo- 
nents, producers must file with customs a 
complete list of inputs and abide by it. The 
number of imported parts must match the 
number of units produced, be they compu- 
ters or components. 

This was done to protect local suppliers 
of the electrical-appliance industry, which 
ostensibly employs many of the same com- 
ponents. But few such parts are locally 
made and are not threatened by their in- 
dustry, computer manufacturers argue. In- 
stead, the rule is burdensome because cus- 


velopment: an import substitution drive in the 1970s, followed 


by a push to build exports that began in the mid-1980s. 


The export campaign 


has succeeded in reducing Thailand’s 


29 AUGUST 1991 


Renewed export drive 


The immediate reaction to July's tariff cuts was a cheer from 
consumers, who had been paying some of the highest prices in 
the region for cars and computers. Vendors, though caught 
with some overpriced stock, also welcomed the measure as giv- 
ee seres i Deed iecit qu 
skyrocketing cost of operating in a too — 
SES oo a ail He oars h overheads. 
ee eee 
reasons. Engineered e Ministry of Finance, ra e 
more Mic y of incivoty, the cuts were made as 
a broader overhaul of the country’s tax system aimed at 
ncing Thailand's long-term industrial competitiveness. 
Measures taken or planned include reductions in corporate 
and income-tax ceilings, still under discussion; re- 
placement of onerous business taxes with a more rational value- 
added tax, beginning next January; and a sharp reduction in 
duties on most types of production machinery to 5% across the 


board, implemented last September. 
t the of a mesh of tax and 


These steps represen dismantling 
tax-related policies that grew out of earlier stages of national de- 






reliance on primary Ne uc HN Manufactured goods — from tex- 
tiles and jewellery to foods and consumer electronics 
— jumped from 40% o£ total exports in 1985 to 62% of the total 
in 1990. But the drive has been driven largely by incen- 
tives for producers who export all their output — leaving much 
of Thai industry sheltered by tariff walls and unable to compete 
internationally. 

Strong lobbies of domestic-market producers have 
port duties high. leg woeneaepintt Gait, AIRA oak grt 
cised for maintaining an archaic and often self-contradictory tax 
system that included some of the highest duty levels in Asean. 

In 1988, tariffs for and processed : aver- 
aged 51%. These are precisely the kinds of items needed by the 
car and computer G irese Because locally made substitutes 
have also commanded high prices in the absence of competi- 
tion, the two industries have required high levels of protection 
for their finished products 

In protected industries, however, few companies producing 
principally for the domestic market have had the incentive, or 
developed the capability, to export. Thus, tax structures created 
to foster economic development have become a barrier to future 
growth and industrial maturation. m Paul Handley 
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toms is by nature an unwieldy bureaucracy 
while the computer industry must con- 
stantly change and adapt. 

In addition, a 35% duty will remain for 
parts not used for mass production. That, 
say fira and others, discourages the deve- 
lopment of prototypes in Thailand, as well 
as the production of quick modifications of 
existing products. The computer industry is 
now petitioning customs to establish a list 
of standard qualifying materials and parts 
under the new duty schedule. 

Jira sees the duty reductions confronting 
his industry with precisely the kind of chal- 
lenges the government intended. Lower 


computer prices will peu the growth of 
the local market — but Jira says competition 
from more entrants will make it difficult for 
him to expand locally. He expects to have 
to export to build volume. To do so, he will 
have to take business away from higher- 
cost, but more established Taiwanese ex- 
porters. Tavon is breaking in by exporting 
its computer boards to Europe. 

All in the industry agree that the loss of 
protection will make it riskier for new in- 
vestors to get into the business in Thailand. 
Some companies which used to assemble 
computer kits for the local market are in- 
stead turning towards importing finished 





AVIATION 


Bangladesh carrier hit by series of problems 


Heavy weather 


By S. Kamaluddin in Dhaka 








iman, Bangladesh's state-owned 

national carrier, has nearly been 

grounded by financial problems, 
most of which are the result of flight cut- 
backs and higher fuel costs in the seven- 
month Gulf crisis. The airline derives about 
96% of its revenue from 26 international 
routes because of a government-imposed 
* C. low-fare structure that renders most of its 
-.... domestic network unprofitable. 
In the fiscal year ended on 30 June, the 
|. airline had a loss of Taka 500 million 
|^. (US$13.8 million). It had expected pre-tax 
operating profit to increase 18% from a year 





ex earlier to Taka 150 million. 


Biman attributes Taka 400 million of the 
loss to the halting of service on nine of its 11 
Middle Eastern routes during the Gulf crisis 
(that began in August 1990 when Iraq in- 

< vaded Kuwait. The airline says higher jet- 


dr - fuel costs during the crisis put it an addi- 


tional Taka 90 million in the red. 
| Not all Biman's woes, however, can 
. be blamed on the Gulf crisis. In the just- 
- ended fiscal year, it was hit with a US$28.9 
‘million service charge on loans incurred 
for the procurement of four DC10 airliners 
from McDonnell Douglas Corp. for inter- 
national routes and three turbo-prop air- 
craft from British Aerospace for domestic 
" routes. 
Also, the grounding of two of the British 
Aerospace turbo-prop aircraft in December 
1990 following an accident on a domestic 
route involving one of them has result- 
ed in a daily revenue loss of US$15,000 
from not being able to meet demand. With- 
out the turbo-prop aircraft, Biman is left 
with just two Fokker F28 airliners. The F28s 
can seat about 100 people each. 

Managing director Mofazzal Karim says 
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Biman has gone through "a lot of belt tight- 
ening" since the beginning of the Gulf 
crisis, and some analysts doubt the carrier 
will report better results for the current fis- 
cal year. The number of passengers in the 
year should match or better the two-year- 
ago level of 1 million. In the last fiscal 
year, the airline's passenger total fell to 
975,000 because of the reduced number of 
flights. 

Nonetheless, analysts say the govern- 
ment and Biman's executives cannot afford 
to neglect nagging problems because of 
increasing competition on international 
routes from airlines such as British Air- 
ways. They point out that even in the best 
of times, Biman is hampered by stifling 
government control. The government, for 
example, has refused to lower the price on 
jet fuel at Dhaka's airport since the end of 
the Gulf crisis, making it the world's most 
expensive. Biman is obliged to buy most of 
its fuel in Dhaka. 

Biman's financial footing would be 


ing losses 
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units. Others are also looking at niche roles: - 
making specialised memory cards that can 
expand computer functions, or doing la- 
bour-intensive jobs that can no longer be 
done cheaply in Taiwan. 

But to develop a stronger computer in- 
dustry, the country will need efficient parts 
makers able to produce the components 
that go into computer boards, as well as 
cases and housings. As with the auto parts 
industry, these producers are likely to con- 
tinue to be held back by the protection 
given to other local industries, especially 
petrochemicals, which results in high input 
costs. a 


bolstered substantially by a further liberali- 
sation of domestic fares. For example, in 
the fiscal vear ended on 30 June 1989, the 
airline had an overall pre-tax operating pro- 
fit of Taka 32.8 million, but its domestic op- 
erations incurred a loss of Taka 147.3 mil- 
lion. A year later, after a 40% increase in 
domestic fares, the airline's pre-tax operat- 
ing profit jumped to Taka 127.1 million as 
its domestic-route loss was cut to Taka 59.5 
million. 

An  airline-management consultant 
based in Dhaka says Biman has tremend- 
ous growth potential. But he says the car- 
rier must be allowed "to be run profession- 
ally with minimal interference from the 
government.” 

On the positive side, Biman’s Middle 
Eastern service to Jeddah, Ryadh, Bahrain, 
Abu Dhabi, Dubai, Doha, Sharja, Qatar 
and Tripoli are back to normal, though its 
flights to Kuwait and Baghdad remain sus- 
pended. Moreover, the airline expects to 
begin weekly flights to Nagoya, Japan, and 
to Teheran by year-end. 

Biman also flies to London, Paris, 
Athens, Rome, Frankfurt and Amsterdam 
in Europe as well as Calcutta, Kathmandu, 
Bombay, Karachi, Bangkok, Rangoon, Sin- 
gapore, Kuala Lumpur and Tokyo. The air- 
line has six domestic flights. 

In another positive development, Biman 
and British Aerospace are believed to have 
ended a dispute that arose after the acci- 
dent of the turbo-prop aircraft in which 
there were no injuries. Even though the ac- 
cident was blamed on pilot error, Biman re- 
fused to take the delivery of the third turbo- 
prop aircraft and demanded that British 
Aerospace take back the other two. 

British Aerospace initially refused Bi- 
man's request. But after negotiations, the 
aircraft maker is believed to have agreed to 
stop delivery of the third turbo-prop aircraft 
and take back the other two aircraft. In re- 
turn, Biman would hand over its two F28s 
to the aircraft maker and accept four British 
Aerospace BAe 146s, which can seat about 
150 people each. Under this arrangement, 
Biman would also pay British Aerospace for 
the cost of keeping the third turbo-prop air- 
craft since January. at 
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COMMODITIES 


Vietnamese shun local currency in favour of gold 


Ingot they trust 


By Murray Hiebert in Ho Chi Minh City 


ietnam, struggling against years of 

inflation and a shortage of foreign 

currency, has re-adopted gold as a 
de facto monetary standard. According to 
one estimate, gold is used as the medium 
of exchange in 20-25% of all transactions, 
particularly for high-priced items such as 
houses, motorcycles and cars. 

Since 1989, the government has severely 
restricted the amount of local currency in 
supply in an attempt to hold back inflation, 
which averaged an annual 400% or more in 
the late 1980s. Huynh Buu Son, the deputy 
managing director of the Saigon Bank for 
Industry and Trade, says that Vietnam has 
only enough cash in circulation to buy 
about 20 million tonnes of milled rice, or 
about Dong 40 trillion (USS billion). That is 
equivalent to about US$60 a person. 

Another factor in favour of gold is the 
sheer hassle of making payments in the 
local currency, whose biggest denomina- 
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| Indonesia — — 5$ | 
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tion is the Dong 5,000 note, worth just over 
50 US cents. "If you want to buy anything 
with cash, you need to find a vehicle to 
carry it," says economist Le Xuan Nghia, 


777 reengreng Rd., Shanghai 200070. China 
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editor of Hanoi's weekly Market and Price 
magazine. "But if you use gold, you can 
carry it in your hand." 

Gold is also becoming important as a 
means of payment for imports, legal and 
otherwise. The dong is not convertible and 
since the Soviet Union cut its aid and trade 
with Vietnam at the beginning of the year, 
Hanoi has been forced to pay hard cur- 
rency to producers of fertiliser, oil products 
and other commodities essential to the 
economy. 

Son believes that smuggling alone — 
mainly with Thailand and China — costs 
Vietnam at least US$200-300 million worth 
of gold each vear. Gold "can be melted 
down in any form, so smugglers perceive it 
as an anonymous way to move large sums 
of money around," says an international 
gold analy st. 

Because of the country's high inflation 
and the low interest paid on bank deposits, 
many Vietnamese see gold and US dollars 
as the best way to protect the value of their 
savings. The state bank recently reduced 
interest on term deposits to 3.5% a month 
while inflation averaged 4.7% a month dur- 
ing the first half of the year. 

“People don’t want to put their money 
in the bank, and many are nervous about 
putting it into production because they still 
don't believe in the state's policies,” Nghia 
observed. “So they keep their money in 
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gold and wait for a chance to do 
business later.” 

Despite endemic poverty, Viet- 
nam is believed to have the fourth- 
largest stock of identified hoarded 
gold in Asia. Gold Fields Mineral 
Services, a London-based research 
firm, estimates that Vietnam had 23 
tonnes of hoarded gold last year 
which placed it behind only Japan 
(87 tonnes), Thailand (70 tonnes) 
and Taiwan (53 tonnes). India’s re- 
corded figure is well below these 
four, but actual levels are thought to 
be a lot higher. 

A sharp rise in the price of gold 
in Vietnam — it jumped from 
around Dong 3.5 million a tael (37.5 
grammes) in May to Dong 4.3 mil- 
lion in early August — has prompt- 
ed fears that the prices of other 
commodities will soon follow, triggering 
another inflationary spiral. Economists at- 
tribute the rise in the gold price to shortages 
of hard currency to pay for imports. 

Despite the recent price increases, gold 
in Vietnam sells for the equivalent of about 
US$340 an oz, which is still below the Lon- 
don international price of about US$360. 
The price differential is due to the large vol- 
ume of gold smuggled into the country or 
brought in legally by overseas Vietnamese 
wanting to help their families or to invest in 
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their native country. This has helped 
stabilise other prices. 

An important plank in Hanoi's 1989 
anti-inflation campaign was the liberalisa- 
tion of gold imports, which had long been 
monopolised by the state bank. In 1989 and 
1990, the bank granted licences to state 
companies to import 45 tonnes of gold, ac- 
cording to Ha Dan Huan, deputy director 
of the bank's foreign-relations department. 

But Vietnamese bankers say official gold 
imports have virtually stopped since the 


Soviet Union abandoned its ally to 
market forces. This has prompted a 
rapid increase in gold smuggling — 
particularly from Hongkong — as 
has a 296 tax on gold sales intro- 
duced in January, say merchants in 
Ho Chi Minh City. 

The number of gold shops in 
the city, the country's economic 
capital, has grown rapidly since 
the state opened retail gold sales 
to private businessmen in 1989. 
Today, the state operates a quarter 
of the estimated 2,000 gold shops 
in Ho Chi Minh City. It still controls 
about half the gold sales, though 
two years ago it conducted 90% of 
transactions, according to a Viet- 
namese gold analyst. About a third 
of the private shops are run by the 
city’s ethnic-Chinese minority, the 
analyst says. 

Vietnam produces little of its own gold, 
though it is believed to have more than 20 
different gold deposits, mostly in the north- 
ern and central provinces. The Bong Mieu 
mine near Danang, which has been closed 
since World War II, is scheduled to reopen 
next year under a joint venture with two 
Australian companies. The mine is said to 
have produced about 240 kg of gold a year 
when it was opened by the French in the 
late 19th century. LI 
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Taiwan s fishermen face bleak future 








By Julian Baum in Kaohsiung and Keelung | 


aiwan's fishing industry is strug- 
| gling to stay afloat. Beset by chronic 
labour shortages, unwelcome in 
some of the most productive fishing 
grounds and squeezed by global oversup- 
ply, the industry has become an after- 
thought in Taiwan's race to join the ranks 
of the developed countries. In fact, the 
government's bold six-year development 
plan projects zero growth in the sector. 
With little effective government regula- 
tion, and with Taiwan still isolated diplo- 
matically, the island's fishermen tend to 
operate by their own rules. This has de- 
pressed already-low wages for a tradition- 
ally gruelling job, increased reliance on il- 








Taiwan fisheries production 


L ii 


'81 82 '83 '84 '85 '86 '87 '88 89 '90- 
Source: Fisheries Bureau, Provincial Government ot Tawan 





legal labour and provoked a series of inter- 
national incidents in which Taiwanese 
boats have been impounded for fishing off- 
limits or smuggling activities. 

Official statistics show that the total 
value of fisheries production has been flat 
for four years. Production value in 1990 
was NT$89 billion (US$3.3 billion) in 1990, 
an increase of 0.5% over 1989, which in- 
cluded exports worth NT$34 billion. (In- 
dustry analysts say that under-reporting by 
companies makes data on fisheries highly 
unreliable.) 

With the price of tuna and squid con- 
tinuing to fall, the market value of fisheries 
production is expected to decline in 1991 
for the first time in 30 years. In the past 
two years, squid has fallen from NT$40-50 
a kg to NT$20. Tuna sold to Japan for 
sashimi has slithered from Y900 (US$6.6) to 
Y500 a kg and salmon has collapsed from 
NT$60 to NT$25 a kg. 


Fishing companies in Kaohsiung, home 
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Drifting downstream 


port for the largest number of deep-sea 
fishing boats, say that overproduction 


caused by aggressive competition among | 
Japanese, South Korean and Taiwanese has | 


been partly responsible for the sharp drop 
in market prices in the Pacific region. 

If it were not for deep-sea fishing, the 
industry would have been in irrecoverable 
decline since the 1970s, when coastal fish- 
ery resources were almost depleted. The 


number of registered ocean-going vessels | 


is only 1,200, compared with 14,000 craft 
licensed for coastal and near-sea fishing, 
but prc dan catches accounted for more 


than 50% of production in 1990, or 40% of 


the total market by value. 


The industry may be pushed further | 
into recession next year when a UN reso- | 


lution comes into effect which requires the 
end of driftnetting, which accounts for at 
least 25% of Taiwan's deep-sea catch, most 
of which is sold to the US and Japan. 
During the development drive of the 


| 





1970s and 1980s, government loans and | 
credits were readily available for the con- | 
struction of fishing boats. Now, with Tai- | 
wan's ports crammed with too many boats, | 


official thinking has changed. "The policy 
now is to reduce the size of the industry, 
though not in all sectors," said Hsieh Da- 
wen of the Council of Agriculture (COA). 
The COA began tightening up on boat 
owners two years ago when it stopped is- 
suing licences to boats smaller than 1,000 


tonnes. Last year, the council began a vol- | 
untary buy-back programme for boats | 


more than 15 years old, one of the few 
government policies that has the enthusi- 
astic support of boat owners. The govern- 
ment is spending NT$600 million a year on 
the buy-back programme, under which 
NT$30,000 a tonne is paid for old boats. 
The council has also ended its pro- 
gramme of loans and credits for new boat 
construction though it is offering low-in- 
terest loans to owners of driftnet boats to 
help them shift to other businesses or to 
refit their boats for other types of fishing. 
The biggest assistance programme contin- 


ues to be fuel subsidies which cost the COA | 


some NT$4 billion in 1990. Boat owners 
say fuel accounts for 60-70% of the oper- 
ating costs of à boat and government sub- 
sidies reduce fuel costs by 25-35%. 
Besides the collapse in prices, fishery 
officials and boat owners say that the big- 
gest problem affecting the industry is re- 
cruitment, though the industry still ac- 
counts for 2% of the island's labour force. 
Taiwan's country-wide labour problems 
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have hit fishing harder than other la- 
bour-intensive industries since few 
Taiwanese are attracted by the low 
pay, long hours and dangerous 
working conditions. 

Deep-sea boats can be at sea for 
up to two years and local crews of- 
ten work 16-hour days for basic pay 
as low as NT$10,000 (US$360) a 
month, less than half the pay of an 
average factory labourer with normal 
working hours. 

The COA, which supervises the 
fishing industry, has recommended 
a basic wage for fishermen of 
NT$16,000 per month beginning this 
year. The current standard wage is 
NTS13,000, though it can be substantially 
lower. 

Although the COA is supposed to re- 
view fishing contracts, it is under-staffed 
and powerless to enforce the higher pay 
scale. Other provisions in the council's 
model contract for Taiwanese crew are also 
widely disregarded, according to inde- 
pendent observers. 

An operator of one of Kaohsiung's lar- 
gest fishing fleets, Tsai Ting-pang, says that 
with the collapse of market prices, the 
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higher salary is simply not affordable. Tsai 
says the labour shortage is not a question 
of money, but of fewer people willing to 
undertake hard and often dangerous work. 
The answer, he says, is to hire foreign 
crews who are available for NT$7-8,000 a 
month. 

The COA insists that at least two thirds 
of crew members should be Taiwan na- 
tionals, but this regulation is widely disre- 
garded. Boats routinely hire deck hands in 
foreign ports or take on mainland Chinese 


Troubled waters 


Taiwan Premier Hau Pei-tsun has 
branded the island's fishermen as “trou- 
blemakers” who land themselves and 
their government in hot water. This re- 
mark was provoked by the impounding 
earlier this year of half a dozen fishing 
boats by the Soviet Union and the deten- 
tion of seven boats by the Philippines, ir- 
ritating two countries important to Tai- 


wan's regional relations. 


In February, a Kaohsiung-based vessel 
fishing for squid inside Argentina's 200- 
mile economic zone was intercepted and 
a teenaged crew member was killed in an 
incident with that country's navy. The 
crew of 20, including eight Filipinos, was 
held in custody for five months and re- 
leased only on payment of a deposit of 


US$600,000. 


The Council of Agriculture reports 
that seven Taiwanese fishing boats and 
their 26 crew members are currently be- 
ing detained in Indonesia, the Philippines 
and Malaysia. Vietnam has also im- 
pounded dozen of boats in the past year. 
One boat owner in Kaohsiung said that 
this year he has travelled to Vietnam to 
bail out one of his fishing boats for 
US$60,000 and to Australia to pay A$1 
million (US$780,000) in settlement of a 


court case involving another boat. 


Smuggling and the poaching of other 
country's fishing grounds have also be- 
come a way of life for many boat cap- 
tains. In the past year, Taiwanese fisher- 
men have been charged by South African 
authorities with smuggling parts of en- 
dangered animal species for sale to orien- 
tal herbalists in Taiwan and Hongkong. 
Others have been jailed in the US for ille- 
gally catching North Pacific salmon. 

But Tsai Ting-pang, one of the largest 
boatowners in Kaohsiung, defends the 
role of the industry. "We can't say we 
should stop fishing just because there are 


problems. The fishing business is part of 


our country's commercial power, it shows 
the flag and influences other countries. 
But we must find a better way to manage 
the business." 

Even when they are not wilfully 
breaking the law, Taiwanese fishing boats 
can be detained and their crews jailed. 
Boat captains often complain that they are 
stopped when passing through the terri- 
torial waters of countries with which 
Taiwan does not have official agreements. 
Customs officials and coastal patrols 
know that Taiwanese boat owners are 
willing to pay their way out of trouble. 

"Now we see more international inci- 
dents giving us trouble, but the govern- 
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workers in the Taiwan Strait or along 
the China coast. Floating hotels off 
Taiwan's southern coast have proved 
convenient pick-up points for Filipi- 
nos who wait beyond the reach of 
immigration authorities. 

The slump in the industry this 
year has reduced the number of 
these hotels to a handful. But a scan- 
dal over conditions in the floating 
dormitories earlier this year 
prompted the COA into spending 
NT$5 million to refurbish a ship to 
accommodate 180. workers. Officials 
say only registered foreign workers 
will be allowed to use the accom- 
modation. 

There is no model employment contract 
for foreign and mainland Chinese workers, 
nor any government insurance. Foreigners 
and mainlanders are excluded from profit- 
sharing plans which can double take-home 
pay for Taiwanese crew members and in- 
crease the captain's pay by up to four 
times. 

Huang Gui-min of the Kaohsiung Insti- 
tute of Marine Technology estimates that 
two thirds of the crew members on Tai- 
wan's deep-sea fishing boats are foreign- 


ment lacks the experience to deal with 
these problems,” says Hu Nien-tsu, an 
expert in marine policy at the Sun Yat-sen 
Centre for Policy Studies in Kaohsiung 
who has often acted as adviser in fishing 
boat incidents. The government has 
shown little support for the fisheries in- 
dustries, he adds. 

Protests by foreign countries, and Pre- 
mier Hau's outburst against the conduct 
of fishermen, roused the Ministry of For- 
eign Affairs to declare that it would seek 
to negotiate more formal fishing agree- 
ments. A pact with the Philippines was 
signed in July, the first since Manila sev- 
ered diplomatic relations with Taipei 15 
years ago. 

An even more startling breakthrough 
came when the Soviet Union invited Tai- 
wan fisheries representatives to visit 
Sakhalin Island in May. Previously, there 
had been virtually no contact between the 
two countries in 40 years. 

A Soviet delegation arrived in Taiwan 
in August for further talks and signed a 
memorandum on 19 August giving Tai- 
wan boats pay-as-you-go access to fishing 
grounds in Soviet territorial waters. The 
Soviets also agreed to help secure the re- 
lease of any impounded Taiwan boats. 
During their visit, the Soviets inspected 
China Shipbuilding Corp. in Kaohsiung 
as a possible repair base. 

The Soviets invited the Taiwanese to 
the Soviet Union for a third set of talks. 
Taiwan's officials remain hopeful that the 
political upheavals in Moscow will not 
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ers. Many of the seamen are poorly edu- 
cated and agree to sign contracts they 
cannot read. Typically, a Filipino worker 
earns NT$7,000 a month and an Indonesian 
about NT$6,500. 

Boats operating from the northern port 
of Keelung hire mostly Chinese crew from 
Fujian province. Brokers in Keelung and 
fishermen-service centres along the China 
coast act as referral agencies. Officials in 
Keelung estimate that 80% of the 5,000 
crew members ig-based fishing 
boats are mair inese. Pay for 
mainland crew averages US$12 per day, 
many times the wages available on the 
mainland, though less than half the rate of 
Taiwanese crew members when profit- 
sharing is included. 

Many boat owners prefer mainland 
Chinese workers because there is no lan- 
guage problem. The mainlanders are more 
compatible with Taiwanese crew and are 
considered more docile. “I have heard of 
[mainland] doctors and university gradu- 
ates applying to work on Taiwan fishing 
boats because the pay is so high," said 
C. H. Hsiao, general manager of the 
Keelung Fishermen's Association, a private 
organisation of boat owners. E 
















affect their discussions since the Soviet 
delegation represented the state-run 
fishing company, Sovrybflot, and not the 
central government. 

Popular destinations for Taiwanese 
fishermen are Indonesia, Vietnam and 
Burma (where permission is arranged 
through agents in Hongkong and Singa- 
pore), with fees ranging from NT$1.5-3 
million a boat, depending on the kind of 
fish and the type of fishing gear used. 
Indonesia is favoured because its fishing 
grounds are many and its indigenous 
industry is small, while the best fishing 
grounds in Burma are reserved for do- 
mestic operators. 

Keelung-based crews say there are 
few restrictions to fishing off the China 
coast, especially off Fujian and Zhejiang 
provinces. Although Taiwanese fisher- 
men say they are targets for mainland 
pirates, they may fish right up to the 
shoreline as only a few protected 
spawning areas are strictly off-limits. "If 
there is a real dispute over fishing juris- 
dictions, we just go ashore and pay 
money," said one Keelung boat owner. 

Although some observers believe that 
-deep-sea boats should be re-called to fish 
in waters closer to home, Hu advocates 
n industry that can operate on a global 
basis, operating with the skill and so- 
phistication of the Japanese or Ameri- 
cans. That will require a change of atti- 
tude. “Now the fishing companies just 
want to pay the fees and take the fish,” 
he says. u Julian Baum 
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Banking on a revi 


The US$4.4 billion merger of BankAmerica and Security Pacific could herald a shift 
in the balance of power in Asian banking. For the past decade, Japanese banks 
have ruled the roost, at the expense of their once-mighty US counterparts. But 
now, at last, a strong US financial institution stands ready to give the Japanese a. 

run for their money, and in their backyard. "abe ved 

The vicissitudes of the past 10 years have forced US banks to reduce drastically © 
their overseas presence, nowhere more so than in Asia. First they were bruised by 
domestic deregulation and their heavy exposure to Third-World creditors. Then in. - 
the US came the real-estate bubble, leveraged buyouts and a painful recession. 

Where Bank of America (as it was then called), Bankers Trust and American 
Express Bank once set the Asian pace, Bank of Tokyo, Industrial Bank of Japan and 
Fuji Bank filled the breach. By last year, Security Pacific was teetering on the edge 
of bankruptcy, having staked its success on lending to property developers in 
Australia, Britain and the US, many of whom went bust. 

For Bank of America, the withdrawal from Asia was particularly poignant. In 
1961, it helped Japan through a balance-of-payments crunch by opening a line of 
credit to the country. By 1987, the wheel had turned full circle. The bank's then- ^. 
chairman, Tom Clausen, went to Japan cap in hand to arrange a US$350 million = — 
cash injection. The Japanese banks obliged, partly to soothe political worries about ^ - 
their presence in Bank of America's home state of California, where they occupied | 
five of the top 10 positions. — jd CHAISE 

Clausen almost ran his bank into the 
ground during his first stint as chairman, — 
when Bank of America lent heavily to places 
like Argentina and Brazil which could not ^ 
pay it back. The second time around he did a. ` 
masterful job in returning it to financial 
health. In 1989-90, it became the first US bank B 
to make a profit of more than US$1 n 
- billion in two years running. But in the proc- uS 
4594 ess, its Asian operations were pared to the 
bone. 

The merger into BankAmerica, creating the second-largest bank in the US with 
assets of US$194 billion, comes at a highly opportune time in Asia. By immediately 
charging US$1 billion in bad Security Pacific loans against reserves, the new entity 
will be among the world's healthiest big banks in terms of capital adequacy. What 
is more, Japanese banks' capital ratios are worsening, forcing them to reduce their 
asset growth and curb their appetite for international debt instruments, just as their 
cushion of hidden assets — made up of real estate and Japanese stocks — has lost = 
much of its stuffing. They will have to call a halt to their Asian expansion. = ^ 

BankAmerica should seize the opportunity. Unlike New York-based Chemical 
Bank and Manufacturers Hanover, which merged in July, BankAmerica is firmly 
planted on the West Coast of the US, looking out across the Pacific. And the two 
parts of the new bank both regard Asia as their most promising overseas market. — 

It employs 4,300 people and has 41 branches in Asia. And though weak in the 
region's retail market, it has a lot of clout in foreign exchange and in wholesale 
lending to medium-sized and large companies. Security Pacific's strength has been — 
in lending to the overseas-Chinese community by virtue of its control of Bank of 
Canton, a once-sleepy Hongkong lender acquired in the 1970s. m 

From an Asian borrower's viewpoint, the advent of a big, strong US bank will - 
increase competition and this will help to widen and deepen the region's capital = 
markets. Until now, Citicorp and Chase Manhattan have been the only two US ` 
banks which have tried hard to retain a presence in the region. But Citicorp, in 
particular, has deep problems of its own at home, as it tries to shore up its capital — 
base and to look for a merger partner. | E 

For their part, European financial institutions have been more active in Asia in 2m 
the past year or so. These are healthy signs. For too long, Japanese banks have had 
things their own way. m Jonathan Friedland 
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a By Carl Goldstein in Islamabad, Karachi 


and Lahore 


akistan Prime Minister Nawaz 

Sharif's bold attempt to unshackle 

a notoriously over-regulated 

economy has achieved a great deal 

in the 10 months he has been in office. The 

government has lifted foreign-exchange 

controls, eliminated much red tape and 

opened the way for 100% foreign owner- 
ship in all but a handful of industries. 

But Sharif risks negating his achieve- 


. . ments by the very scale of his ambitions 
-= and his own propensity for quick-fix solu- 
(v tions to complex and entrenched problems. 
= The government's far-reaching privatisa- 


tion programme, announced at the begin- 
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-ning of the year, has lost impetus as the 
government has become distracted by civil 
strife. Sharifs political survival is threat- 
ened by erstwhile supporters in the mili- 
‘tary and by splits in the ruling Islamic 
Democratic Alliance. 

The centrepiece of the prime minister's 
economic platform is a plan to sell 115 
state-owned companies as quickly as pos- 
sible. In addition, telecommunications and 
power generation is to be partly or wholly 
“shifted to private ownership. The first pri- 
. vate airline to compete with Pakistan In- 
ternational Airlines is expected to be set 
up. And road building and port operations 
are to be handed over to the private sector. 

Although 18 different ministries have 
_ public-sector companies, the majority of 





the 115 firms that are to be placed on the 
auction block fall mainly under the admi- 
nistration of the ministries of production 
and industries. The former accounts for the 
largest number. These include 14 chemical 
manufacturers, seven fertiliser plants, 12 
automotive firms, a steel fabricator, 14 ce- 
ment plants and eight textile mills. The 
Ministry of Industries wants to sell off 24 
vegetable-oil plants and 16 bakeries. 

In all, the government aims to spin off 
state-owned units that produced revenues 
of Rs 159 billion (US$6.5 billion) in the year 
to June 1990. Pakistan's GDP totalled Rs 862 
billion in 1989-90. State industries employ 
100,000 people out of a total industrial 
workforce of 4.2 million. 

The privatisation drive has been hob- 
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bled from the outset by a number of fun- 
damental problems. The industrialists who 
were expected to be the prime beneficiaries 
have not shown up for the party. Nor has 
there been much interest from foreign 
companies, though Pakistan Telecommu- 
nication Corp. and the Hub River thermal 
power project, a US$1.2 billion venture 
supported by the World Bank, have at- 
tracted serious bidders. 

Of the companies identified as candi- 
dates for sale, only Muslim Commercial 
Bank has been partially privatised. Even 
then, the groundwork had been laid by the 
previous government of Benazir Bhutto. 

In March, a group of 12 Punjabi indus- 
trialists led by textiles magnate and Sharif 
crony Mohammed Mansha bought 26% of 
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the bank for Rs 840 million. The group is 
committed to taking a further 25% stake 
within six months, which will then be sold 
on the Karachi Stock Exchange. The re- 
maining 49% will be sold by the govern- 
ment direct to the public. 

The purchase was marred by contro- 
versy when unsuccessful bidders claimed 
that Mansha’s National Group was un- 
fairly allowed to match a higher bid by the 
rival Tawakkal Group, on the grounds that 
the latter. group's. source of funds was 
suspect. (This reasoning contradicted the 
government's continuing attempts to lure 
money out of Pakistan’s huge black 
economy with a “no questions asked” 
guarantee.) A union representing employ- 
ees has sued to block the sale, though the 
issue is soon expected to be resolved in the 
management's favour. 

A couple of small deals are close to 
completion. These include the sale of Al 
Ghazi Tractors, a Fiat licensee, to the Al 
Futtaim group from Dubai. But Lieut-Gen. 
Saeed Qadir, chairman. of the Denationali- 
sation and Deregulation Commission, says 
that of 20 units put out for tender in March 
and April, only five or six have elicited 
bids. "The response has not been that en- 
couraging,” he admits. This is perhaps not 
surprising. Half these 20 companies, all roti 
mills (bakeries), are what Qadir calls “non- 
functioning units.” Eventually, he said, it 
would probably be necessary to simply sell 
off their assets. 

The Al Ghazi Tractors factory elicited 
three bids, and a small cotton ginning mill 
owned by the Pakistan Industrial Deve- 
lopment Corp. will soon be sold to 
Karachi-based investors. Two vegetable-oil 
processors also attracted serious interest, 
but no sale is imminent. 

Other companies put out for bids 
included Swat Ceramics, Baluchistan 
Wheels, Bolan Casting and Nowshera 
Chemicals, but these firms failed to galva- 
nise investors. From 1981-85, Oadir had the. 
job of running many of these 20 companies. 
when he was minister of production in the 
government of the late Gen. Zia-ul Haq, 
who died in a 1988 aircraft crash. 

A major stumbling block to the pro- 
gramme has been price. Most businessmen 
claim that the reserve prices, or minimum 
acceptable price, have been set too high. 
The blame has been laid at the door of bu- 
reaucrats loath to give up their powers 
over big chunks of the economy, not to 
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mention the accompanying patronage and 
money-making opportunities. 

“These exorbitant reserve prices are en- 
tirely the concoction of the bureaucracy,” 
says Azam Saigol, an ardent Sharif sup- 
porter in Lahore whose branch of the in- 
fluential Saigol family claims turnover of 
US$400 million from the manufacture of 
textiles, consumer electronics and electrical 
machinery. Finance Minister Sartaj Aziz 
counters: "If the private sector is waiting 
for us to sell these units at throw-away 
prices, that we will not do." 

The prime minister and his political al- 
lies deny that the civil service is opposed 
to economic restructuring. For the record, 
so do most bureaucrats. Off the record, 
some are not so diplomatic. Most blunt of 
all was a retired civil servant who until 
recently held top positions in finance-re- 
lated agencies. "Most of these politicians 
are like children," he said. "We have to 
show them the way." 

Another civil servant expounded a vi- 
sion of the bureaucracy's post-privatisation 
role in starkly different terms from Sharif, 
who talks about a divorce between gov- 
ernment and business. "In the past we 
were happy just to regulate," says D. Z. 
Farooqi, secretary of the Ministry of In- 
dustries. (The secretary is the most senior 
‘civil servant in a ministry.) "We now must 
provide that gentle guiding touch to per- 
:suade companies not to over-invest in cer- 
tain areas," he said. 

. The relationship between elected politi- 
‘cians and the bureaucracy goes to the heart 
of the Sharif government's ability to effect 
fundamental change in Pakistan’s eco- 
nomic policy. Bureaucrats with near-gua- 
‘ranteed tenure assume a condescending, 
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almost paternalistic attitude towards poli- 
ticians, whom they know they will survive. 

On a more substantive level, some civil 
servants are opposed to politicians gaining 
a commercial advantage from their close 
ties to big business. It is not always clear, 
however, whether this attitude is 
prompted by a higher moral code or a re- 
sentment that lucrative opportunities are 
being monopolised by others. 

The rapid growth of the Ittefaq Group 
owned by the family of Nawaz Sharif has 
aroused concern, despite the strenuous 
denials that the company — which has 
interests in steel, textiles and sugar — has 
benefited in any way from Sharif's rise to 
power. "We have to be absolutely correct 
in all our dealings with the bureaucracy 
precisely because of who we are," says 
Khawaja Haroon Pasha, general manager 
of Ittefaq's textile and sugar division. 

The company is mainly run by Sharif's 
father Mohammed and younger brother 
Shahbaz, a member of the National As- 
sembly and, by most accounts, Nawaz's 
closest adviser. There is no hard evidence 
of political favouritism. Yet critics point to 
the fact that, in 1978, Ittefaq was one of 
only two previously nationalised heavy in- 
dustrial firms given back to their original 
owners by Zia. 

Sharif was named by Zia to be chief 
minister of Punjab province, Pakistan's 
richest and most populous, in 1985. Ear- 
lier, the Sharif family was a leading patron 
of pro-government political groups in the 
Punjab. Ittefaq's revenues have grown at a 
tremendous pace in the years since the 
family took back the operations: group 
turnover was Rs 337 million in 1981. Last 
year, it was Rs 4.5 billion. 
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Group executives claim that Benazir 
Bhutto's government victimised Ittefaq, by 
preventing the state railway line from 
transporting scrap metal from Karachi port 
to the company's steel foundries in Lahore. 
It is not surprising that Ittefaq has been 
tainted by its associations with Sharif's 
government; helping your friends and 
hurting your enemies is an ingrained habit 
in government and business in Pakistan. 

Another reason for the tepid response 
to the privatisation programme has been 
the nature of the enterprises for sale, most 
of which are seriously overstaffed and are 
operating with decrepit facilities. In order 
to blunt resistance from organised labour, 
the government is requiring prospective 
buyers to promise no layoffs of staff for 
one year. The gesture has done little to 
mollify unions in the state sector, which 
are aligned with Benazir Bhutto's opposi- 
tion Pakistan People's Party (Ppp). 

In a country with little in the way of a 
safety net for workers made redundant, the 


unions might be forgiven for questioning 


the government's pledges to mitigate the 
impact of privatisation on the 100,000 em- 
ployees who may eventually be affected. 

The machinery installed at most state 
enterprises dates back to the 1970s or ear- 
lier, when Zulfikar Bhutto launched the 
first wave of nationalisations. Many 
investors would prefer greenfield ventures, 
which afford the opportunity to install 
more modern equipment. New plants also 
make it easier to bypass the unions, which 
are strong only in the public sector. 

Many observers might be charitably in- 
clined to view the slow pace of the reform 
programme as predictable given the mag- 
nitude of the task. But Sharif and some of 


























which almost invites the stigma of failure. 
- Qadir, for instance, says his agency hopes 
to have disposed of 60-70 of the 115 com- 
panies by the end of the year, a patently 
unlikely prospect. 

Finance Minister Sartaj Aziz says he 
hopes to see a 25% increase in overall in- 
vestment in the financial year to 30 June 
1992. “This would show that the system is 
responding to the incentives,” he told the 
REVIEW. This is ambitious indeed, given 
that Pakistan averaged a 3.8% annual rise 
in real terms for combined public and pri- 
vate investment from 1983-90. Qadir adds: 
“The crucial period for this government 
will be to live through these first 12 
months.” 

From day one of Sharif’s term in office, 
the watchword has been speed. Observers 
praise his commitment to the privatisation 
programme. But has the government 
thought through the reform process? A 
more deliberate strategy might have 
proved more fruitful, for instance a rolling 
programme of privatisation, with just a few 
companies being earmarked initially. 

Critics of hasty privatisation say Paki- 
stan’s private sector has a poor record of 


The national 
silver 


Depending on whom you talk to, 
moves to sell Pakistan’s telecommuni- 
cations network to private investors 
may be a mark of the government's 
+ boldness in privatising once sacred 
cows. Or it may be an ill-planned rush 
ito sell a profitable, strategically vital 
us chunk of the national patrimony. 
— 5. One point beyond dispute is that the 
DE Pakistan Telecommunication Corp. 
^ (PIC) needs help, despite its robust ba- 
^ lance sheet. With only 1.1 million tele- 
- phone lines, the company has a backlog 
of 750,000 applications for new service. 
 . And officials believe pent-up demand 
may be double that amount. 
Given Pakistan's yawning budget 
deficit, there simply is not enough 
- money available to meet the need. In 
=the past, PTC only managed to install 
^ about 70-80,000 lines annually. 
In late 1990, the Telephones and 
Telegraph Department of the Com- 
.. munications Ministry was corporatised 
~ and renamed prc. "In this field, tech- 
—A nology changes too fast, and govern- 
ment departments are too conservative 
> to cope,” says A. G. N. Kazi, chairman 
- of an inter-ministerial committee over- 



















dop officials have made it ‘wigs on ; 
themselves by setting unrealistic goals, | 


Pakistan state-sector revenues* | 


corporate responsibility. “Among the 
companies listed on the Karachi Stock Ex- 
change, at least 20% have not paid divi- 
dends for years,” says Salman Taseer, a 
spokesman for the PPP and a founding 
partner of Peat Marwick Pakistan. Many 
do not hold annual meetings or meet other 
requirements of corporate law, and most 
pay little or no tax, according to Taseer. 
Sharif's government has introduced new 
corporate taxes on turnover and output, 
in an effort to skirt the endemic corrup- 
tion in the assessment and collection 
agencies. But just how turnover or output 
will be assessed any more effectively than 
profits has yet to be explained. 

The government also needs a clearer 


seeing the telecommunications sector. 

After Prime Minister Nawaz Sharif 
took office in October 1990, the te- 
lecommunications committee intro- 
duced a programme for the installation 
of 700,000 lines within 18 months. While 
there were no shortage of interested 
foreign companies to do the work — 
bidders included Cable & Wireless of 
Britain, AT&T of the US, Siemens of 
Germany and Alcatel of France — fi- 
nalising a contract has been held up by 
technical and financial issues. 

In May, the telecommunications 
committee decided to sell all of PTC. No 
price or even specific structure for a sell- 
off has been reached, but analysts say 
prices in the range of US$3-5 billion are 
being discussed. 

Moreover, the telecommunications 
committee has yet to decide whether it 
will grant any company a monopoly or 
whether it will issue multiple licences. 


It still must decide the size of holdings 


that employees will be permitted to buy 
and how much latitude the new own- 
ers will be given in reducing the com- 
pany's inflated staffing level. 

It remains to be seen whether politi- 
cal problems stymie the government's 
efforts to divest PTC. The prospect of 
such a move has aroused criticism from 
the military, which relies on the state 
telephone network for its own commu- 
nications. m Carl Goldstein 
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be to sell first the money-losing concerns 
or the profitable ones. The former are by 
far the more numerous. Only 10-12 firms 
by the estimate of Finance Minister Aziz, 
or 20 companies by Qadir's reckoning, are 
profitable. Most of these are barely so. Ac- 
cumulated losses for the lame-ducks ex- 
ceeded Rs 15 billion by June 1990, accord- 
ing to Aziz. 

Targeting the profitable units makes 
sense if the intention is to arouse the 
maximum response from prospective bid- 
ders. But it also lays the ruling coalition 
open to charges already voiced by the op- 
position ppp that Sharif is “selling off the 
national silver.” The proposed denation- 
alisation of Pakistan Telecommunication 
Corp. has offered ammunition to the cri- 
tics: last year it earned a net profit of Rs 6.9 
billion on revenues of Rs 15 billion. 

In fact, the privatisation and deregula- 
tion process pre-dates the Sharif accession. 
It was begun, albeit hesitantly, during the 
final years of Zia and continued, equally 
hesitantly, during Benazir Bhutto’s 19 
months in power. Now that it sits in oppo- 
sition, the PPP appears to have grown more 
ambivalent. 

Bhutto in July announced in a speech in 
the National Assembly that all privatisa- 
tion measures introduced by Sharif would 
be reviewed if her partv were returned to 
power. Her statement came in the context 
of PPP demands that ownership of dena- 
tionalised units should be as broadly based 
as possible. But it had the effect of creating 
uncertainty over whether Sharif's policies 
would survive his departure. 

Despite the rushed passage of a badly 
thought-out constitutional amendment en- 
hancing police powers, the government 
appears impotent in the face of the rapidly 
deteriorating law-and-order situation. For 
the time being, Sharif has been virtually 
forced to abandon his earlier emphasis on 
economic policy. Kidnapping for ransom 
has been the leading growth industry in 
Karachi and Sindh province for three years. 
Increasing numbers of businessmen are 
moving themselves or their families to the 
relatively safe environs of Islamabad. 

Observers detected panic in Sharif's 
abrupt cancellation in early July of a trip to 
Japan, after particularly gruesome mass 
murders in Lahore and Sheikhupura, a 
nearby town, brought the violence a little 
too close to home. 

The cancellation of the visit, which was 
to have included an audience with the 
emperor, was accepted with ill-disguised 
rancour by the Japanese Government, Pa- 
kistan's largest bilateral aid donor. 

"This presented a bad impression to the 
Japanese people about Pakistan," said a 
Japanese diplomat in Islamabad. “If the 
environment here is so wild that the prime 
minister is unable to travel, then what does 
that say about the investment climate?" w 











: By Carl Goldstein in Islamabad, 
4 Lahore and Karachi 


ttracting foreign investment is an 

integral part of Prime Minister 

Nawaz Sharif's economic pro- 
gramme. 5o the business community was 
surprised when Commerce Minister Malik 
Naeem Khan on 4 July cancelled the im- 
port licence of a US$43 million joint ven- 
ture between Toyota Motor Corp. and 
Karachi-based Habib Group. 

The move effectively stopped the 
project in its tracks since it will not be able 
to import cars, knockdown kits for assem- 
bly or equipment to complete an assembly- 
line. Toyota's 25% equity holding in Indus 
Motors, which it purchased for US$11 
million, is the largest single investment in 
Pakistan by a Japanese company. 

Khan says Indus Motors violated im- 
port regulations dating from 1952. Under 
the guidelines, dealers may import vehicles 
only on the basis of individuals' purchase 
orders. When Toyota made Indus Motors 
its exclusive distributor in Pakistan last 
year, it allegedly stopped honouring orders 
from dealers representing other companies. 

Some businessmen believe the govern- 
ment's action may have been an act of po- 
litical retribution against the Habib Group. 
The joint-venture agreement was signed 
during Prime Minister Benazir Bhutto's 
1988-90 rule, and the Habibs were consid- 
ered supporters of her administration. 

Any political motive, however, is dis- 
puted by Sharif. "The government's action 
in this case is absolutely justifiable,” the 
prime minister says. "Any government 

that does not check malpractice is not a 
good government." 

Some businessmen point out that the 
Sharif family-owned Ittefaq Group has 
held talks with Honda Motor on setting up 
a car-assembly plant in Punjab province. 
But if there was an attempt by the gov- 
ernment to quash the Toyota deal to 
smooth the way for a Honda-Ittefaq ven- 
ture, it has backfired. A Japanese source 
says Honda has been dissuaded from pro- 
_ceeding for the time being because of the 
¿Toyota dispute. 
With cumulative investment in Pakistan 
stimated at US$100 million, the Japanese 
are not the largest source of foreign invest- 
ment. That honour appears to go to the 
` US: the US Embassy in Islamabad says to- 
tal American investment is US$250 million. 
. Annual increases in the net inflow of 
¿funds show that the pace of foreign invest- 
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)bstacles to foreign investment largely removed 


| Looking es east and west 


ment has been increasing at a reasonable 
rate since 1986. In that year, total new in- 
vestment amounted to Rs 1.5 billion, but 
by 1989 it had risen to Rs 3.8 billion. In 
1990, it was Rs 4.4 billion. Investment from 
the US was the largest, accounting for 61% 
and 57% of the total in 1987 and 1988. 

Despite the improvement, foreign in- 
vestment is small by international stand- 
ards. "l've told government officials that 
they had better not get complacent," says 
Zahid Zaheer, secretary-general of the 
Overseas Investors Chamber of Commerce 
and Industry in Karachi. "This is still only 
a tiny percentage of the amounts we ought 
to be getting." 

Japanese finance is central to Pakistan's 
hopes of attracting substantial flows of new 
capital. The level of Japanese investment 
remains minuscule relative to the amounts 
committed by Japanese companies operat- 
ing in other parts of the world. But its rapid 





growth — Japanese investment was just 
US$5 million in 1989 — clearly indicates 
the possibilities, making the potential fall- 
out from the Indus Motors dispute all the 
more threatening. 

Despite defending its action, the gov- 
ernment appears to be looking for ways to 
end the dispute. “I think this will all be 
taken care of within a month or two," Fi- 
nance Minister Sartaj Aziz says. 

The overall thrust of Sharifs policies 
has been to improve the environment for 
foreign investors. "The bureaucratic hur- 
dles to foreign investment which used to 
exist have been largely removed over the 
last several years,” says H. J. Hemmen, 
managing director of Lever Brothers Paki- 
stan, the 70%-owned subsidiary of the 
Anglo-Dutch consumer products giant. 

Foreigners can now hold up to 100% of 
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collaborations, joint-venture cor 
may freely borrow funds fror 
Restrictions on royalties for. 
transfers have also been liftec 
ventures set up between Dec 
and June 1995 are eligible fo 
tax holidays. Access to domesti 
has been enhanced, especial 
nies dependent on exports... 
But incentives will noi 
lure foreign companies. 
panies, population sizes and 
ards are often more pertinent. an 
ranks well in the first with 113 million peo- 
ple, but poorly in the second since its low 
per-capita income — US$370 in 1990 — 
will severely limit the type of goods that | 
may be sold in the domestic market. Rs 
Sharif’s abrupt cancellation in July ofa | 
trip to Japan was hardly a good start. But... 
the prime minister will have another | 
chance in a few months. In November, the 
World Bank's Multilateral Investment. __ 
Guarantee Agency (MIGA) will co-sponsor ' 
an investment conference with the gov- ^. 
ernment in Islamabad. Sharif is expected. 
to address the conference. us 
Choudri Mueen Afzal, a Finance Minis- = 
try official, says the government had been... 
in touch with MIGA for more than a year. - 
about the possibility of organising such a. 
conference. World Bank officials had been 
unwilling to get involved until Sharifs | 
government began implementing its poli- 
cies of economic liberalisation. ue 
World Bank participation has also been... 
vital in activating the long-discussed Hub . 
River power project. A Pakistani delega- — . 
tion led by Ministry of Water and Power 
officials travelled to Washington on 23 july aS 
to discuss arrangements for the US$12. 
billion thermal power plant. The project __ 
would be the first private-sector involve- ..- . 
ment in power generation in Pakistan. The 
World Bank is to contribute US$300 million 
to the project, while private Saudi Arabian = 
interests are to provide a further US$300 
million. The remaining funds are to be — 
raised from public and private sources... 
Pakistan also faces what might be © 
termed a cultural problem in attracting 
large amounts of new Western or East 
Asian foreign investment. The country is - 
more a part of the Middle East than the 
rest of Asia, both by virtue of its predomi- 
nantly Muslim religion and its location. 
A visitor arriving at the Karachi or 
Islamabad airports is more likely to see - 
aircraft on the tarmac from Saudi Arabia | 
or the United Arab Emirates than 
from European or Asian countries. Invest- — 
ment flows have reflected the same bias. 
Serious infrastructural problems will 
have to be addressed as well. The govern- 
ment has introduced a programme to in- 
crease the number of telephone lines. The 
power system will also have to be sub- - 
stantially upgraded. ." 






























Pakistani Prime Minister Nawaz Sharif 
took time off from a busy schedule domi- 
nated by long meetings devoted to police 
reform and law and order to discuss his 
economic policies with REVIEW corre- 
. spondent Carl Goldstein. The meeting 
. took place at his summer retreat in the old 
= British hill station of Murree, 60 km from 
= Islamabad. 


|^ You are the first Pakistani prime minister 
~ not to. come from a military background or 
belong to the feudal land-owning class. 

Yes, that's correct. In a way, it's quite 
interesting that the way I look at things is 

| « different from the way they have been 
| looked at by others in this position. My 
| ^ Objective is to take the country towards 
.- self-sufficiency so that we can stand on our 
own feet. We must generate our own re- 
sources, rather than depend on grants. 

I would like to get the government out 
of the business of running factories, in- 
dustries, businesses of all kinds, even air- 

soo. lines, and I want to move it towards a free- 

|. market economy. We have already taken 
some very important decisions in this re- 
gard which are now in various stages of 

|... implementation. We want to deregulate 

(0s the whole system and confine the govern- 

|... ments role to formulating policies, super- 

(v vising developments and handling foreign 
affairs. 


.. — Many people say one reason why progress 

on privatisation has been so limited is 

.; because you are trying to move on so many 

fronts at once. Why are you in such a 

c^. So much has been done wrong in the 

. past that rectifying it requires a bit of 

“speed. If I don't hurry then we won't be 

able to achieve our objectives. We have to 

set everything right, so this is normal speed 

. that we're in, not abnormal. If we do not 

| move with speed, we will not be able to 

achieve our objectives within my term of 
| office, which is five years. 














What sorts of obstacles have you encoun- 
tered in implementing your economic 
- policies? One always hears about the re- 
_ calcitrance of the bureaucracy. 

| I think that's not a valid argument. The 
bureaucracy so far has been cooperative, 
. because they also have learned lessons. 
. They also want this country to progress 
and to prosper. They are very happy 
that Pakistan now has a leadership that 
- wants to rid the country of its problems 
which were created by our leaders in the 
past. 
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Are there any other obstacles? 

There have been no such problems, ex- 
cept the fact that we have been in the habit 
of collecting too much data on everything 
before making vital decisions. But now 
there is a fair amount of cooperation being 
extended by all concerned quarters. I don't 
think there will be any real problems in 
getting my policies through. The bureau- 
cracy is even suggesting reforms, such as 
the foreign-exchange liberalisation. Short of 
making the rupee convertible, we have 
done everything else. People feared there 
would be a tremendous flight of capital, 
but it has not come true. 


Have you set any specific 
time-frames for complet- 
ing your economic-reform 
policies? 

We would like to trans- 
fer our assets, which we 
are holding in the public 
sector, and then, of course, 
the government will invest 
in those areas in which the 
private sector is shy. The 
money which will be gen- 
erated by [government] 
disinvestment and privati- 
sation wil mainly go into 
social sectors. And, of 
course, the government is 
very keen to develop edu- 
cation and health. Some of 
those funds could go to the military, but 
the major amount will go to retiring debt 
and the social sectors. 

We are going ahead with liberalising 
the economy and tax reforms, which will 
also generate additional resources for the 
government. The government at the same 
time intends to transfer some of its re- 
sponsibilities to the private sector, like 
road-building. We are now going ahead 
with building international-standard high- 
ways with private-sector collaboration, 
50% private and 50% public, and that 50% 
will also be transferred to the private sec- 
tor over a period of time. 

At the same time, the government is 
providing more and more incentives to 
potential investors, both Pakistani and for- 
eign. We make no distinction between the 
two. 


What would you say to foreign investors 
who might be concerned about Pakistan's 
increasing lawlessness. You even had to 
cancel your July trip to Japan because of it. 

The law-and-order situation in the 
Sindh [the province where Karachi is lo- 
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Sharif, a man in a hurry. 






d before was getting a little bad, bt 


| now it's much better because of the strin- 


gent steps we have taken. The cancellation 
of the trip was for a specific reason. We 
had to introduce a constitutional amend- 
ment, which we carried, that will allow the 
setting up of special courts for speedy tri- 
als of criminals, ~- 

And in the Punjab {where killings took 
23 lives in three separate incidents in late 
June], these people died because of terror- 
ist acts. A foreign hand cannot be ruled out 
for these acts of sabotage. Still, these things 
do take place in many countries, even 
America. 


Could the cancellation of Toyota Motor's 
import licence be read as a negative signal 
by foreign investors? That investment 
policies could fall prey to politics? 

No, no. It has nothing to do with poli- 
tics. The government, of 
course, is there to check 
any malpractice that is go- 
ing on, and any govern- 
ment that does not do so is 
not doing its job. The gov- 
ernment's action in this 
case is absolutely justifi- 
able. 


Economic policies now 
being discussed by the In- 
dian Government echo 
what you have been trying 
to do. If India succeeds to 
any extent, does it affect 
Pakistan economically in 
any way? 

It will be a good thing if 
they liberalise their eco- 
nomy. It would be a good 
thing to have healthy competition between 
us. We should encourage it. Our reforms 
seem to be quite popular in India. We have 
had a tremendous amount of influence. 


So will South Asia truly take its place on 
the international business map? 

Let's hope so, and at the same time sink 
our disputes. 


Lt-Gen. Saeed Qadir, chairman of the De- 
nationalisation and Deregulation Com- 
mission, has targeted the sale of 60-70 state 
enterprises by year-end. Is that realistic? 
We'll be quite well-off if we sell 50 this 
year, then the balance next year. That 
would seem a good proposition to me. 


After nearly 10 months as prime minister, 
how do you like your job? 

From the outside it seemed that it 
would be very good, but now that I'm in it, 
it looks as if those were the dream days. 
It's not as exciting as it looks from the out- 
side. 

Yet at times it can be very satisfying, 
when you achieve something. = 
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Bangkok considers setting up securities watchdog 






markets, the : 3 
Prime Minister Anar anyarachun i is con- 
sidering a plan to set u p à powerful new in- 
stitution with sweeping authority to police 
market activity. The intent of the new legis- 
lation is to develop a broad and mature fi- 
nancial marketplace to aid the nation's ex- 
panding economy. 

The core of the proposed reform bill 
(and its most controversial item) is the cre- 
ation of a high-powered commission that 
would govern all existing and future mar- 
kets for debt, equity and derivative financial 
instruments, and would be independent of 
any government ministry or department. 
In theory the new agency would be on a 
par with the respected Bank 
of Thailand (BOT, the central 
bank). 

The draft proposal now 
before the cabinet, however, 
would retain the govern- 
ments dominant role in 
the industry by keeping its 
power to appoint a majority 
of the directors of the com- 
mission. This has sparked 
some dispute among senior 
policymakers, who have 
raised objections to handing 
an elected government the 
reins of such a powerful in- 
stitution. 

Under the draft proposal, 
the minister of finance 
would be designated chairman of the 
commission, with three powerful tech- 
nocrats — the BOT governor and the per- 
manent secretaries of the ministries of 
commerce and finance — serving as deputy 







chairmen. Three to five board members. 


would be appointed from the finance in- 
dustry, the legal profession and the public, 
and would serve no more than two 4-year 
terms. 

One minister questioning the appoint- 
ment of the finance minister as chairman of 
; the new agency is the minister of the Prime 
: Minister's Office, Paichitr Uathavikul, a re- 
< spected economist. Sources say Paichitr is 
-concerned about a repeat of the problems 
.that erupted when professional politician 
-Pramual Sabhavasu held the finance 
- portfolio in 1989-90. Pramual was accused 
. of making policy decisions with an eye on 
: impressing voters and strengthening his 








Maruey: leadership debate. 


ors with mus cle 


political party rather than on keeping the 
economy strong. 

Still, the principal contents of the legisla- 
tion are expected to survive the criticisms, 


f as policymakers fear that the proposed re- 


forms will get bogged down by political in- 
fighting after next year's elections. Niphat 
Pukkanasut, director general of the Finance 
Ministry Fiscal Policy Office and chairman 
of the Stock Exchange of Thailand (SET), 
says that while he is concerned about the 
broad powers of a new, untested commis- 
sion, what is important is to enact the re- 
forms during the current interim-govern- 
ment period. 

Besides the creation of a new securities 
agency, the draft legislation would: 
> Broaden the variety of debt and equity 
instruments available to publicly listed and 
private companies. For instance, limited 
companies would be able to 
issue debentures, whereas 
previously only SET-listed 
public companies were per- 
mitted to do so. 
P Transfer the regulation of 
brokerages from the BOT to 
the new securities com- 
mission and give the new 
agency clear-cut powers to 
investigate any alleged viola- 
tions and to seize or freeze 
assets and documents re- 
lated to the investigations. 
> Establish a takeover code 
requiring investors to an- 
nounce when they acquire 
5% of a company and any 
additional 595 increment, as 
well as to make a public offer when 25% of 
a company's shares are acquired. The sET, 
without waiting for legislation, in mid-Au- 
gust introduced rules that are identical to 
these proposals. 
> Allow for the expansion of fund and 
portfolio management by securities com- 
panies, which is very limited under current 
regulations. 
P Set up a legal framework for the forma- 
tion of an over-the-counter securities mar- 
ket, a futures and options market, and sec- 
urities-related businesses such as share 
dearing and depository institutions and 
securities finance houses that would facili- 
tate margin buying and securities lending. 

The new securities commission would 
regulate these markets — rather than the 
SET, which had hoped to develop the mar- 
kets itself. The legislation is designed to fos- 
ter a maturing of the capital markets, which 
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in ha RE undeveloped at 
pering economic growth. Althou: 
has expanded in lockstep wi 
economy, markets for debt inst 
such as debentures and bonds are’ vit 
non-existent. | 

Archaic and contradictory Lawes. | 
taxes discourage both the issue and trading 
of debt securities, leaving Thai banking and: 
industry without much access to long-term: 
funding. The development of a fund 
management industry has been similarly: 
hamstrung, the result being a limited 
amount of long-term Thai institutional in- 
vestment in Thai securities. i 

The centrepiece of the new legislation; 5 
however, is the over-arching securities 
commission, with its high-powered board 
of directors and sizeable staff. Placing. the 
regulation of Thailand's capital markets = . 
under the aegis of a single agency is neces- 
sary, says Prasarn Trairatvorakul, a mem- ^. 
ber of the drafting committee from the cens 
tral bank, as the development of Thai cap-. 
ital markets has been slowed by the un- 
wieldy clutch of agencies responsible for |. 
their regulation. The authority to deal with 
SET-related issues, for instance, is spread 
across numerous government bodies, in- . . 
cluding the BOT, the justice department, _ 
and various departments in the ministries 
of finance and commerce, as well as the SET 
itself. 

How to select the head of the SET is also 
under debate. The current managing di- | 
rector, Maruey Phadoongsidhi, was ap- > . 
pointed by the finance minister, with ca- = . 
bient approval. The sET, including Maruey, = 
would like to keep it that way, but others. 
feel this would allow the leadership of the. 
exchange to fall into the hands of a politi- 
cally minded finance minister. 

Niphat of the Finance Ministry says one 
option under consideration is to leave the 
finance minister in place as head of the new 
commission, but have the sET chief chosen 
by members of the stock exchange. This = 
would effectively sever the link between ^. . 
the top securities regulator and the head of 
the exchange. E 

A final concern is how swiftly to staff — 
the new commission given its breadth of. 
power. Under the legislation, the commis- 
sion is expected immediately to assume all. 
the oversight responsibilities now scattered 
through the Thai technocracy. An earlier - 
draft of the bill had favoured a more. 
gradual approach, employing existing reg- 
ulatory bodies while the new agency 
spread its wings. 

At present, drawing on the staff of the 
BOT and the Finance Ministry will be dif- 
ficult as most staff are plugged into a prom- 
ising career stream and would be reluctant 
to switch agencies. But the technocrats are 
not comfortable staffing the new agency 
primarily with private sector officials, leav- 
ing a large question mark over the future of. 
the new commission. " 
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Rate rise hits Malaysian stocks 


One-two punch 


By Doug Tsuruoka in Kuala Lumpur 
alaysian stockmarket investors are 
rueing the unfortunate sense of 

L timing shown by the country's 


. economic managers. Only days before 


the toppling of Soviet leader Mikhail 
Gorbachev, and its deleterious effects on 
world markets, the central bank pulled one 
of its monetary levers to raise the cost of 
credit. 

The intersection of the two market-mov- 
ing events could have severe conse- 
quences for listed companies trapped in 
the stockmarket tumble and for monetary 
officials trying to restrain rising prices. 

Bank Negara, the central bank, dropped 
a bombshell on 14 August by directing all 
Malaysian financial institutions to raise 
their reserve requirements by a full percen- 
tage point to 7.5% of their outstanding 
liabilities. 

The step, which became effective on 
16 August, prompted two leading commer- 
cial banks — Public Bank and Develop- 
ment & Commercial Bank — to raise their 


m base lending rates by 25 basis points to 


8.25%. 
Most other institutions were also ex- 


AUSTRALIAN 


pected to increase the cost 
of commercial borrowing. 
Three-month interbank 
bills, the most active 
domestic money-market 
instrument, had surged to 
8.01% on 19 August, com- 
pared with 7.77% on 14 


August. B 
The  lurch toward 
higher ^ interest. rates 


had two purposes: to con- 
tain price and wage pres- 
sures which are aggravat- 
ing the inflation rate 
and, to a lesser extent, to 
arrest capital ouflows by 


increasing key deposit 
rates. 
Finance Minister 


Datuk Seri Anwar Ibrahim had prefaced 
the move on reserve requirements with a 
series of public statements on the perils of 
inflation. Nevertheless, few market players 
expected the authorities to take decisive ac- 
tion when the local bourse was performing 
so insipidly. 

The Kuala Lumpur and Singapore ex- 
changes had been drifting lower on waves 


BUDGET 


The empty exchequer 


After four consecutive years of budget 
surpluses, the Australian Government is 
set to return to the credit market in a big 
way. In the budget for the fiscal year end- 
ing on 30 June 1992, it forecast a deficit of 
A$4.7 billion (US$3.7 billion), compared 
with a year-ago surplus of A$1.9 billion. 
This will force Prime Minister Bob 
Hawke’s administration to embark on a 
fund-raising task of A$11 billion this year. 
. The bulk of the credit is expected to be 
tapped domestically. But the government 
. Said it will lodge a shelf-registration state- 
ment with the US Securities and Exchange 
Commission that would give it the free- 
dom to tap American credit markets. 
|. Total public-sector borrowing in the 
current fiscal year is estimated at 4.3% of 
| GDP, or A$16 billion. This is up from 2.2% 
of GDP last year. 
. Treasurer John Kerin described the 
budget, which did not appropriate any 





new net spending, as being both "tough 
and fiscally responsible" and a "shock ab- 
sorber" when he announced it on 20 Au- 
gust, 

He said it would have been irresponsi- 
ble for the government to start spending 
more at a time when a recovery from 
the country’s deep recession was close to 
getting under way. 

Kerin, who became treasurer in June 
after Paul Keating resigned from the post 
after failing in a bid to oust Hawke from 
the leadership of the ruling Labor party, 
predicted the economy would grow 1.5% 
in the current year. 

The economy contracted 0.9% in 
the year just ended but grew 3.6% the 
previous fiscal year. 

The budget forecasts inflation will run 
at an average of 3% in the current fiscal 
year, down from 5.3% last year and 6.9% 
the year before. It estimates that un- 
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Anwar: inflation warning. 
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g and an absence of fresh. 





trading themes. | of 

Confirmation that investors had not al- 
ready discounted the central bank's move. 
came on the first day of trading after the an- 
nouncement. On 15 August, the Kuala 
Lumpur Stock Exchange Composite Index 
lost 3.376 of its value, plunging 18.66 points 
to close at 550.92. 

The authorities quickly 
stepped in to try to bolster 
confidence by encourag- 
ing institutional investors 
to buoy the share prices of 
bellwether issues such as 
the privatised telecom- 
munications utility Tele- 
kom Malaysia. 

The avalanche of 
sell orders had not 
been fully executed 
by 19 August when 
ews of. QGorbachov's 
fall reached. Asian finan- 
, cial markets. The com- 
d posite index immediate- 
ly plummeted 36.19 
points to end the day at 
505.47. 

It was the biggest plunge since Black 
Monday three years ago when the index 
dropped 56.14 points. By the close of trad- 
ing on 21 August, it had rebounded to 
527.88. 

A depressed market is sure to dampen 
new corporate-financing schemes, though 
analysts do not expect a repetition of the 
paralysis that pervaded the market after 





POHO NYOSGON 


employment will peak at about 10.75% 
this year. 

The government has been coy about its 
next move on interest rates, but Kerin said 
he would wait for market reaction to the 
budget before considering any further eas- 
ing of monetary policy. A 3% inflation 
rate, however, should allow for further 
rate cuts. 

While the government resisted pres- 
sure for new spending, there was little 
sign of any energy or vision in the budget. 
The only major fundamental reform wasa 
planned programme for employers to pay 
an equivalent of 5% of employee salaries. 
into superannuation funds to provide for 
retirement benefits. 

The programme is to start in July 1992, 
with the percentage of salary contribution 
rising to 9% by the end of the decade. — - 

Even though the retirement-savings — 
plan has been criticised by the business 
community as an unwanted cost in a re- 
cession, it is expected to generate a huge 
inflow of funds into the pension-fund 
business. 

Analysts say the move could enable 
the superannuation-fund industry to rival 








a large number of cash calls were post- 
poned or cancelled because of market con- 
ditions. 

But foreign unit-trust managers may 

- begin to unload their Malaysian portfolios 
to meet redemptions from overseas clients, 
and lending institutions could insist on 
dumping shares pledged as collateral for 

loans. 

In the interim, it is possible that the cen- 
tral bank will temporarily relax some recent 
liquidity controls to contain losses and re- 
energise trading on the local bourse. Just 
how far it will go depends on the severity 
and duration of the latest crisis facing the 
world's financial markets. 

But some analysts fear the market's ex- 
treme sensitivity will force the central bank 
to postpone any further steps to fight infla- 
tion, especially additional rises in interest 
rates. - 

The turn in market events, moreover, 
should not detract from the timeliness of 
Bank Negara's moves on the inflation front. 
Many analysts warn that unless pre-emp- 
tive measures are taken, the consumer- 
price index could top 576 this vear, as op- 
posed to official estimates of 4-4.5%. 

This could have an adverse effect on re- 
cently mooted government spending initia- 
tives under the Sixth Malaysia Plan for 
1991-95. 

In the long run, it could also derail 
Prime Minister Datuk Seri Mahathir 
Mohamad’s dream to transform Malaysia 
into an advanced nation by the year 
2020. E 


the banking industry as a source of funds 
oy the end of the decade. 

The superannuation industry currently 
nas A$125 billion in funds under manage- 
nent in Australia. Kerin estimates that 
these funds could rise to A$350 billion by 
the end of the decade. Analysts, however, 
say that with the latest government move 
io encourage retirement savings, the fig- 
ure is more likely to be around A$500 bil- 
ion. 

Australia has enjoyed budget sur- 
2luses since the fiscal year ended on 30 
une 1988. The surplus expanded to A$8 
llion, or 2.2% of GDP, in the fiscal year 
ded on 30 June 1990 before narrowing 
© A$1.9 billion in the year just ended. 

The government had undertaken a 
oncerted effort to keep the budget in 
surplus in a bid to reduce the country's 
soaring foreign debt. But with foreign 
lebt standing at a record A$166 billion, 
inemployment at 9.8% and prospects 
X only a weak economic recovery later 
his year, it clearly decided that it was 
nable to introduce any further tough 
neasures in the latest budget. 

u Glenda Korporaal 








| Iraq invaded Kuwait in August 1990. Then, | 
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tock Exchange of Hongkong (SEHK) 
S members had a singular opportunity 
yon 19 August to display their civic- 
mindedness by voting to turn the exchange 
into a non-profit institution. Instead, Fran- 
cis Yuen, its chief executive, failed to mus- 
ter the necessary 75% vote in favour of the 
so-called voluntary proposal worked out 
with the Securities and Futures Commis- 
sion (SFC), the market watchdog agency. 

The motion was approved by 55% of 
those voting, but rejected by 44%. The next 
day, the sFC put in motion its statutory 
right to force the exchange to adopt most of 
the reforms. 

The reforms will end the SEHK's right to 
distribute dividends and will alter the com- 
position of the exchange's management 
council to reflect more accu- 
rately the importance of in- 
ternational brokerages and 
investors. A vote on 19 Au- 
gust in favour of the pro- 
posal would also have 
earned the exchange the 
support of the SFC to extend 
the share-transaction levy to 
30 June 1997 after its expira- 
tion in 1993. 

The vote was illogical 
since members realised that 
they faced the prospect of 
these reforms being im- 
posed upon them by the src 
anyway. Further, they 
threw away two sweeteners 
on offer: a capital-reduction 
plan that would have saved them 
HK5100,000 (US$12,800) each and an op- 
tion for inactive members to sell their seats 
for HK$300,000. 

The sweeteners are not part of the new 
SFC reform package. Further, the regulators 
are now free to recommend that the trans- 
action levy be scrapped in 1993, though at 
this point, the SFC appears to be neutral on 
that matter. 

The most generous interpretation of the 
vote is that it reflected a commitment on the 
part of small brokers to defend their prop- 
erty rights. Having joined the SEHK when it 
was set up as a private company, they saw 
no reason to vote themselves out of their 
own company at the behest of colonial reg- 
ulators. 

But another motive appeared to be at 
work. Some small brokers did not want to 
give up their right to offer their proxy vote 





Wong: leading candidate. 
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a practice that would 
wayside under the joint pror 
change for favours. 


ter that the SFC cannot dict 
change; it must be taken up by the colonial 
legislature. The SFC will now have to take 
the matter of proxy voting to the govern- 
ment, with the prospect that it could be de- 
feated when presented to the Legislative 
Council (Legco), particularly after the col- 
ony’s first direct elections in September. = 

Many candidates in the Legco polls are 
running on an anti-government platform, 
particularly in the financial-services consti- — 
tuency. They are calling for a review of the — 
SFC's power to dictate to the SEHK, though = 
much of their rhetoric is short on specifics. — 
Still, there is a sense among small brok- 
ers that the proxy vote can 
be defended in the legisla- — — 
ture, with bold talk that the 
entire sweep of sFC-man- . 
dated reforms can be over- 
turned. 

Leading the charge is. 
Philip Wong, a former vice- 
chairman of the  SEHK | 
who led an aborted effort 
to sanction the right of | 
management council meme | . 
bers to receive preferen- - 
tial allotments. of new 
share issues. Wong, resign- 
ed in May, after his effort _ 
to reverse the ban while ^. 
exchange chairman Q. W. = 
Lee was out of town 
was overturned by the council. 

Wong, who is now running unopposed .. 
for his own Legco seat as the representative 
of the Chinese Chamber of Commerce, has. 
already called for the SFC to honour the : 
SEHK's rejection of the joint-reform package. 
The local Chinese press, too, has joined in 
the debate, arguing that the SFC is forcing: 
brokers to hand over power to large foreign. 
brokerages. 

Large institutions will indeed gain a 
significant toe-hold on the new manage- 
ment council under the new package that. 
the SFC on 20 August requested the ex-- 
change to adopt within 45 days. 

If the SEHK does not agree to the pro~ 
posal, the SFC can force it to adopt the new. 
rules after 21 days. In addition, the agency. 
plans to bring the matter of proxy voting at - 
the exchange before the government. for 
consideration in the near future. " 
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SOUTH KOREA 


Crumbling hopes 


outh Korea's trade deficit is widen- 

ing into a chasm as surging domes- 

tic demand continues to pull in im- 

ports. Trade and Industry Minister 
Lee Bong Suh in mid-August predicted a 
US$8 billion trade gap for the year, up from 
earlier forecasts of USS6 billion. But even 
this estimate looks optimistic. 

The deficit for the first seven months al- 
ready exceeds US$8 billion and a weak start 
to August suggests South Korea cannot 
count on its traditionally stronger second- 
half performance to keep the deficit from 
widening further. Presidential economics 


| adviser Koo Bohn Young says it could 


reach US$10 billion. 

Exports rose a respectable 12.3% in the 
January-July period, but imports have 
surged 25.7% — fuelled by strong domestic 


| demand for everything from steel and con- 


crete to bananas and beef. 
On a monthly basis, the deficit nar- 


| rowed to a paltry USS97 million in June, 


prompting widespread hopes of an im- 
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provement in the trade picture. All were in 


| vain: exports fell sharply in July, suggesting 
_ that the previous month's surge was the re- 


sult of companies rushing out shipments 
to meet first-half targets. In consequence, 
July's trade gap exceeded US$1.6 billion, 
approaching February's record deficit. 

The trade setback also dashed hopes 
that the country might improve its current- 


' account balance. Bank of Korea, the central 


bank, raised its forecast for the current- 
account deficit to US$5-5.5 billion from 


, US$2-3 billion. The won, meanwhile, has 
| continued a gradual decline, to around 


US$1:730 in mid-August from US$1:717 in 
early January. 
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INH AXDUS 


Much of the problem is that the domes- 
tic economy is running too fast. GDP growth 
this year is expected to almost match last 
years 9% pace — well above the 7-876 
level considered sustainable by many 
economists. 

Besides sucking in imports, strong de- 
mand has kept inflation high. Consumer- 
price rises are still running at an annual rate 
of about 10%, and the government has kept 
interest rates up to try to restrain M2 
growth to around 17-19% for the year. In- 
terest rates on one-year Monetary Stabilisa- 
tion Bonds, the most reliable indicator, 
have eased slightly from their 1991 high of 
18.8% at the end of June. 

The IMF recently urged the South Ko- 
rean Government to restrain domestic de- 
mand, and particularly its own fiscal deficit, 
which is estimated to add 1% to annual 
growth. The Economic Planning Board 
forecasts that the government's overall defi- 
cit will total Won 2.6 trillion (US$3.6 bil- 
lion) this year, up from Won 1.7 trillion in 
1990 and Won 190 billion in 1989. 

The trade picture, meanwhile, raises 
questions about the country's success as a 
manufacturer — success that seemed as- 
sured back in 1986-89, when South Korea 
was generating large surpluses. Since then, 
a combination of macroeconomic misman- 
agement, slower global economic growth 
(including the US recession), labour trou- 
bles and problems in raising technological 
sophistication have hurt export earnings. 

These troubles are most evident in the 
US market, which accounts for one quarter 
of South Korea's exports. Sales in the US 
have recently been contracting, a fact which 
economics adviser Koo ascribes to "the 
competitiveness factor, as well as the busi- 
ness cycle." 

At the same time, imports have been ris- 
ing sharply, with foreign consumer goods 
benefiting from South Korea's liberalisation 
of its market. The bulk of imports, how- 
ever, are capital goods, construction mate- 
rials or components used in manufactured 
exports. During the first half, capital goods 
alone accounted for about one fifth of im- 
ports. This, at least, is good news, since it 
suggests that South Korean industry is be- 
coming move competitive. 

In an effort to dampen consumption, 
the government slapped restrictions on 
commercial-property construction in May. 
The IMF frowned on this dirigiste approach, 
advising that "further demand restraint 
should focus on macroeconomic policies 
rather than direct measures." 

m Mark Clifford 
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BRIEFING 


US blasts driftnet fishing 
by South Korea, Taiwan 
> US Commerce Secretary Robert 


Mosbacher on 20 August sharply criticised 


South Korea and Taiwan for continued 

illegal driftnet fishing in the Pacific. 

Mosbacher said the two countries were in 

. “blatant violation" of driftnet agreements 

© with the US, and that the infringements 
"cannot go ignored." His remarks suggest 

“the US administration may be ready to 
consider sanctions against seafood 
products from Taiwan and South Korea. 
Mosbacher said 21 Taiwanese and 17 
South Korean vessels had used driftnets 
for fishing outside the boundaries of a 
North Pacific zone where the technique is 
allowed. 


Thai exchange sets rules 

on capital issues 

» The Stock Exchange of Thailand (SET) 
adopted new rules regulating capital 
increases. The SET said newly listed 
companies will not be allowed to tap the 
market for more capital in the first year 
after listing unless they stated they would 
do so in their listing prospectus. The move 
is aimed at keeping the market liquid 
enough to continue accepting new 
companies. 


Australian firm to build 

trade centre in Hanoi 

> An Australian company, in a joint 
venture with a Vietnamese partner, has 
been authorised to build the first large 
international trade centre in Hanoi, 

- according to a local news report. King 

- Palace Enterprises and Vietnam's Tadevico 
. will invest US$27 million in the 14-storey 
centre, providing offices, showrooms and 
living quarters for foreign companies 
working in the capital. 


Seoul plans stiff penalties 

for insider trading 

» South Korea's Ministry of Finance has 
proposed stiffer penalties for insider 
trading of shares. Under a draft bill 
published on 13 August, insider-trading 
penalties could be as much as three years 
in prison and fines of up to three times the 
. profits. The definition of “insiders” would 
. be expanded to include not only corporate 
officials but lawyers, accountants and 

- journalists with access to proprietary 

- information. Insider trading is considered 
< widespread on the Korea Stock Exchange 
- and has generally gone unpunished, 

. though authorities have stepped up 

. enforcement activities modestly in recent 
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years. The bill is expected to be forwarded 
to the National Assembly during the 
autumn legislative session. 


Taiwan airline resumes 

flights to Vietnam 

> Taiwanese carrier China Airlines quietly 
inaugurated its service to Vietnam two 
weeks late on 17 August. The empty flight 
was described as a "trial run." A regular 
weekly commercial service began on 21 
August, restoring flights between Taipei 
and Ho Chi Minh City after a 16-year 
hiatus. 


Aquino orders reduction 

in special import levy 

> Philippine President Corazon Aquino 
on 15 August ordered that the 9% 
additional import duty be lowered to 5%, 
as expected. The reduction was due to take 
effect two days after the directive’s formal 
publication, which was expected within 
days of the president's order. Excluded 
from the levy reduction are imports of 
crude oil and petroleum products. 
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Indonesian drought reduces 
hydroelectric power in Java 

M Indonesia's minister for mines and 
energy, Ginanjar Kartasasmita, said the 
severe drought affecting Java has reduced 
generating capacity at several major 
hydroelectric power stations. Ginanjar 
appealed to large industrial companies to 
reduce their power consumption until the 
end of the dry season, which normally 
occurs in October. Because of the power 
shortage, new factories in parts of Java are 
no longer able to obtain electricity from the 
state-run power utility, Perusahaan Listrik 
Negara. 
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Chinese team assesses. pop 
Bangladesh coal prosp 
> Aneight-man team of £ 
experts said Bangladesh's 
coal field, in the northern: 
holds commercially exploi 
that should be easy to 
confirmed the conclus of 
by Britain’s Overseas Develc 
Agency that Boropukuria co 
estimated 300 million tonnes o 
quality coal at a depth of 150 m. 
Development Bank, according to reports in 
Dhaka, has agreed in principle to help 
finance development of the field. 


Pakistan's MTL to build 
Perkins engines on licence 
P Pakistan's largest tractor maker, MTL, is = — 
to assemble six-cylinder diesel engines for 
trucks under a licensing agreement with 
British-based engine manufacturer 

Perkins. An initial consignment of 100 

engine kits has already been sent to -MIL’s 
Lahore plant, where a 300,000 ft? assembly 

and testing plant has been set up with 
technical advice from Perkins. The engines 

are intended for Pakistan's domestic 





market, and the companies aim to source: 


85% of parts locally within five years. MTL 
has built Perkins three- and four-cylinder 
tractor engines since the late 1970s. 


Bank of Tokyo expected 

to get Dalian licence 

> Bank of Tokyo (BOT) is expected to 
become the first foreign bank to opena = 
branch in the Chinese city of Dalian. The 

BOT, which traditionally spearheads any 
drive overseas by Japanese banks, has 
been pursuing financial opportunities in 
the northeastern Chinese province of 
Liaoning and is likely to be rewarded by 
being granted branch status several 
months ahead of several other foreign B 
banks which will open branches in Dalian | 
next year. The BOT appeared to be out of | 
favour with China last year after it opened - 
a branch in Taipei. Since then, however, 
official ties between Peking and Tokyo 
have been strengthened by a resumption 
of Japanese aid. 







Malaysian growth weakens 
as farm output slackens 

P Real economic growth in Malaysia 
softened during the first quarter of 1991, 
the central bank said. Bank Negara, in its - 
latest quarterly bulletin, said growth of 
adjusted GDP slowed to a 7.776 annual rate 
in the quarter from 8.4% in the final 
quarter of 1990. 
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, Tokyo didi by Soviet coup "LES Hongkong plunges, : 
| bargain- -hunting buoys Singapore ww a Jakarta, Bangkok, | 
' ntinued losses in week ended 20 August um m 
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Cro odi le skinned 


hroff has long believed that cvil 
suits by aggrieved shareholders are 
the most effective deterrent to 
sharp practice in an arena where 
regulators armed with blunt clubs are 
pitched against razor-blade wielding, acid- 
throwing corporate thugs and their ac- 
complices from the merchant banks. 

So all success to the court action being 
brought by the shareholders of Crocodile 
Garments against Lai Sun Garments Inter- 
national. They are seeking to rescind a 
shares-for-property deal between Lai Sun's 
^5] quoted subsidiaries Crocodile and Lai Sun 
| Development (LSD) which they claim will be 
-< | to the massive detriment of Crocodile. 

The case is unique in Hongkong where 

otherwise-litigious businessmen are reluc- 
tant to challenge alleged breaches of trust. 
(In many jurisdictions a lot of Hongkong's 
traditional practices would be be regarded 
as downright criminal, but that's another 
| matter.) Yet even this civil action may not 
. | get past the first furlong. 
-= One original petitioner, Baring Far East 
“Nominees, has already opted out. Perhaps 
it has been suggested to Barings that it 
should not make waves if it wants to con- 
tinue getting merchant banking business. 
_JE Asia Select, a fund managed by Jardine 
_| Fleming, is seeking to join the petition but 
.| may wonder whether the legal costs are 
: worthwhile. For Lai Sun directors, almost 
any amount of effort would be worthwhile 
to protect an advantage of at least HK$100 
million (US$12.8 million) on a deal with a 
notional value of HK$422 million. 

The deal not only put a modest value on 
the property sold by Crocodile to LsD, it val- 
ued the LSD shares issued in exchange at 
some 25% above the market price! These 
shares have been distributed in specie to 
^ Crocodile shareholders — or some of them. 
| Shareholders registered outside Hongkong 
., will not receive them, only whatever cash is 
| subsequently raised by their sale. 

The minorities were singularly ill ad- 
vised as to what was being done to their as- 
sets — but that was not all. They were not 
informed that Lsp shares trading at around 
90 HK cents — for which Crocodile share- 
-holders are being made to pay HK$1.25 — 
ice a massive dilution thanks to the exist- 
nce of 1.7 billion LSD warrants exercisable 
t 90 HK cents and representing no less 
‘than 143% of existing capital. 

. The petition filed by Crocodile share- 
| holders alleges that the merchant banking 
-| arm of Citicorp has fallen down on its duty. 
| It implies Citicorp was more concerned 
| with the interests of the Lai Sun Group 
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management, by which it was appointed, 
than with the minority interests it was sup- 
posed to safeguard. 

It is hard to see how any advisers could 
imagine this transaction satisfied the 
minorities’ right to a fair price for their com- 
pany's assets. But on Citicorp's advice, the 
majority of the few who voted at the 
Crocodile shareholders’ meeting approved 
the deal. 

Equally surprising was the way the list- 
ing of the new LSD shares was approved by 
the stock exchange without discussion by 
the full listing committee. Has Hongkong 
returned to the bad old days of inside in- 
fluence, of winks and nods, and of offi- 
cially sanctioned asset stripping? 

u Philip Bowring 


Just when Hongkong invest- 
ors were wondering if flam- 
boyant tycoon Dickson 
Poon had lost his taste for 
the dramatic, up he pops to 
bag his most lustrous trophy 
to date. The £53.7 million 
(US$31.6 million) acquisition 
of the right-royal Harvey 
Nichols department store in 
the classy Knightsbridge 
area of London is a signal re- 
buff to those who thought 
Poon was drawing in his 
horns. 

Then again, the purchase 
could prove to be a sad ad- 
dendum to the dismal per- 
formance of Dickson Concepts, his luxury 
retail firm, during the fiscal year which 
ended on 31 March. Poon's Midas reputa- 
tion was tarnished when the company re- 
ported a 30% drop in earnings. 

The Harvey Nichols purchase is to be 
financed by a HK$1.1 billion (US$141 
million) 2:1 rights issue. Apart from the 
almost 30% drop in the price of Dickson 
Concept shares since the rights offering 
was announced on 16 August, and not 
forgetting the convulsions in Moscow, in- 
vestors may take some convincing that 
now is the time to stump up for a retail 
outlet in an anaemic British luxury mar- 
ket. 

Poon trumpets the purchase of the Har- 
vey Nichols brand-name, but even he ad- 
mits the benefits will take some time to 
come through. Protection, though, is of- 
fered in the form of the Knightsbridge 
property, which at a knockdown £35 mil- 
lion offers Poon and investors the option of 
a cool profit when the British economy 
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Poon: new trophy. 


picks up. V Ws 

Meanwhile, in pU ‘where the com- 
pany derives well over half of its profit, the 
company’s prospects for recovery are re- 
mote. Its chain of upmarket boutiques in 
Hongkong, Taiwan, Singapore and Thai- 
land depends largely on tourists for its sales 
volume — and primarily on the Japanese. 
The Gulf War, which torpedoed the past 
year's earnings, may be over, but the free- 
spending Japanese have yet to return in 
large numbers. 

In defence of Poon, he has managed 
to ride out the recent recession with- 
out overburdening his balance sheet. 
He also has done a creditable job of 
turning around the last ailing duck 
he acquired, upmarket lighter maker 
S. T. Dupont of France. 
Poon is likely to earn 
roughly HK$250 million 
when he floats a 10% por- 
tion of the company on the 
Paris bourse in the near fu- 
ture. u Ed Paisley 





VAHO NYOBUON 


In one of its annual rituals, 
the Hongkong Government 
has tried to justify its re- 
luctance to let the colony's 
long-suffering small savers 
invest in. Hongkong-dollar 
money-market funds. In- 
vestors are allowed this 
privilege only if they can 
stump up a minimum 
HK$50,000 (US96,400). 3 

This year's excuse is that benefits to the - 
fund-management industry would not out- 
weigh “the possible macro-monetary ef- 
fects” and “the consequences of any ad- 
verse effects which a relaxation [might 
have] on the stability of the banking sec- 
tor." 

The "macro-monetary effects" of people 
putting their Hongkong dollars in money- 
market funds, rather than being ripped off 
by the banking cartel's low deposit rates, 
are precisely nil, After all, the only thing the 
funds can do with their cash is redeposit it. 
with the banks. d 

Moreover, it is difficult to see much dif- ` 
ference in practice between the money 
funds and some of Hongkong's medium- 
sized Chinese banks. Apart from the tiny 
sums they advance (reluctantly) to custom- 
ers, these banks, like money funds, take in 
cash and pump fully two thirds of it into 
the interbariky market. Of course, in the 

se it is e shareholders, not de- 
ch. m Michael Taylor 
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The CHINA TRADE REPORT shows you how to 
take advantage of the billions of opportunities China 
offers . . . as well as to avoid potentially adverse 
developments. 

The CHINA TRADE REPORT, published 
monthly by the Review Publishing Company, is 
acknowledged by leading business executives to 
be the most informative, most up-to-date newslet- 
ter of its kind. 

The CHINA TRADE REPORT covers all the is- 
sues related to doing business with China, 
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whether you are trading or investing. Plus it 
reports on a broad range of industries such as 
agriculture, textiles, electronics, transport, banking 
and more. 

The CHINA TRADE REPORT also publishes all 
the vital statistics on the Chinese economy. It is 
essential reading for anyone who watches China. 

We are so sure you will find the CHINA TRADE 
REPORT indispensable, we offer you our money- 
back guarantee for any undelivered issues of your 
subscription should you ever become dissatisfied. 
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HOTELS FOR SALE 


HOTEL ROXBOROUGH 


A 144-room hotel in Downtown 
Ottawa, Ontario, Canada 
Asking Price $7.3 million 


OLD STONE INN 
A 114-room hotel in 
Niagara Falls, Ontario, Canada 
Asking Price $7.2 million 

















Tenders for separate outright purchase 
must be received by: 

12:00 noon (E.S.T.), September 25, 1991 

For complete information, please contact: 


M Ot AIERS 


ALE NRE ALES 


BILL STONE 


Colliers International Hotel Realty 
Phone: (416) 777-2200 Fax: (416) 777-2277 


Colliers Macaulay Nicolls (Ontario) Inc, Realtor 









“AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 

is - an extra hand to hold copy at 
a height and ital that's 
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* Reduces aye strain 

Uses no desk space iS 

* Folds away neatly 

* Fixes left or right 

* Non-magnetic 









cong here's. my check for $ 
Grippa copy holders. Mail them to: 
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. Company 
. Address. 
| City & Country __PO Code 


New check payable to Telesis investiient Ltd., mail to GPO Box 11163, Hong Kong 
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| INVEST IN INDONESIA? 


Need joint venture partner, Set 
up rep office, Arrange technol- 

oe , Require business | 

services and contacts | 
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while in Indonesia. P T ANA 
RATUMAS, Tel & Fax 62-21- 


5304765 P O Box 7302, JKBMI 
| 11073, INDONESIA. | 


TORONTO, ONTARIO, CANADA. For rent. Ideal down- 
town location. A two bedroom condominium apartment in 
a heritage mansion with soaring cathedral ceilings, an 
exposed brick wall, a wood burning fireplace, fabulous 
black oak floors, a west facing garden courtyard, and a 
beautifully decoratedinterior. Twofloors, privateentrance, 
new kitchen. Unfurnished. Available now. HK$12,000 per 
month. Suit couple or single. Minutes to shopping and 
conveniences. Call Steve in Hong Kong at 852-368-2118 
during the und or pubem in thes evenings. 
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Heavy-metal sherbet 


or thousands of years, metal 

workers have had two possible 

starting points. They could begin 

with a hot, runny liquid and cast 
it into slabs or shapes. Or with a cold, solid 
ingot and hammer or machine it into parts. 
Then, almost 20 years ago, David Spencer 
discovered a third way when he was a stu- 
dent at the Massachusetts Institute of 
Technology (MIT). 

After regular experiments in the labo- 
ratory had finished, Spencer stayed behind 
and started to have some fun by stirring a 
batch of tin-lead alloy while it cooled. He 
was astonished to find that, instead of 
gumming up, the metal remained fluid far 
beyond the point at which he expected it 
to solidify. 

"It was like ice cream," is the descrip- 
tion given to the semi-solid metal by 
Merton Flemings, the professor in whose 
laboratory Spencer made his discovery. 
"Not really ice cream," corrects Toshihiko 
Emi, “more like sherbet.” Like sherbet, the 
viscous mixture contains fine crystals as 
well as liquid. 

Emi, who is on the board of Kawasaki 
Steel Corp., is president of Rheo-Techno- 
logy, a company formed by the Japanese 
steel industry with " 
the backing of the 
government to 
commercialise 
Spencer's discov- 


Emi lists three 
reasons why he 
and his colleagues 
are excited about 
heavy-metal sher- 
bet: 


M If the chemistry 
of the mixture can 
be kept homogenous as it cools, the re- 
sulting material is tougher, stronger and 
more pliable than ordinary metals. 

P In conventional parts making, metal 
must first be cast into intermediate ingots, 
then "hot worked," that is, reheated and 
processed into final products. This is an 
inefficient process which wastes time, en- 
ergy and money, particularly for small 
parts with complex shapes. 

Complex shapes here means vehicle 
components, such as those used in brake, 
steering and suspension systems. Making 
such parts out of semi-solid metal — or 
"rheo-casting" them (from the Greek word 
for "flow") — integrates casting and hot 
working. Theoretically at least, the process 
results in much higher yields. 


»> A final advantage, as the MIT research- 
ers recognised early on, is that semi-solid 
slurries make excellent bases for the pro- 
duction of composite materials. Adding a 
dash of reinforcing ceramic powder to the 
sherbet turns it into a metal-matrix com- 
posite. 

Improved wear resistance and heat 
conduction plus lighter weight make such 
compounds desirable in automobile appli- 
cations. Toyota has pioneered the use of 
metal-matrix composites in pistons for its 
diesel engines. But produced by conven- 
tional methods, metal-matrix composites 
are expensive and difficult to make. Thus, 














their diffusion throughout the car industry 
has been limited. 


Since rheo-casting was discovered and de- 
veloped at MIT, it would be logical to as- 
sume that Americans would also have 
commercialised the technology. Two US 
firms — Alumax and Amax — are pro- 
ducing rheo-cast parts, most notably mas- 
ter brake cylinders out of aluminium alloy 
for the German car maker Audi. 

But conspicuous by its absence from 
rheo-research are the giants of the US steel 
industry. The rise of rheo-casting has coin- 
cided with the decline and fall of research 
and development at America's primary 
metal producers. 

Like any newborn technology, rheo- 
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casting needed licking into shape. That role 
has been taken by the Japanese. In 1988, 
Rheo-Technology was established at 
Kawasaki Steel's works in Chiba prefec- 
ture. The company's roster of 30 employ- 
ees includes representatives from Japan's 
Big Six steelmakers and from 12 other 
firms, including the heavy-industrial wings 
of the Mitsubishi and Ishikawajima- 
Harima groups. 

The consortium's six-year mission is to 
determine whether rheo-casting has the 
potential to become a commercial process, 
and if so, to produce the patents and pre- 
ferential rights upon which such a process 
can be based. 

Seventy per cent of the Y6 billion (US$44 
million) funding comes from the Japanese 
Government's Key Technology Centre, the 
rest from member firms. The centre was 
established in the mid-1980s to encourage 
highly conservative companies to under- 
take more ambitious research. Like many 
Japanese research initiatives, the Key 
Technology Centre is the brainchild of the 
Ministry of International Trade & Indus- 


try. 


Researchers at Rheo-Technology have al- 
most completed the first stage of their 
project: the observation, measurement and 
analysis of rheo-cast alloys. So far, says 
Emi, the results have been encouraging. 
However, he cautions that the next stage 
— the exploration of what kind of pro- 
cesses will be required to make semi-solid 
metals — will be not be easy. The toughest 
problems are how to keep the crystals in 
the melt evenly distributed and how to 
keep them from growing too big. 

The problems occur during the transfer 
of the metal from the stirrer to the caster. 
This used to be a race against time, even 
with the caster placed directly below the 
stirrer. Recently, however, rheo-researchers 
have come up with an alternative process 
that is not so sensitive to crystal size. 
"We're close to success," Emi says. “It’s re- 
ally promising." But he adds that, even if 
successful, commercialisation of the tech- 
nology could take another five years after 
the project ends. 

A final challenge is the types of metal to 
which rheo-casting will ultimately be ap- 
plied. Most efforts have concentrated on 
aluminium, which melts at relatively low 
temperatures and forms shapes easily. 
Whether rheo-casting is suitable for use 
with iron and steel, for instance, is un- 
known. But Japanese industry is deter- 
mined to find out. 8 Bob Johnstone 
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Encounters — Always Magic 


With China Airlines. 


to chance 


On Vivian's first trip to Holland she 
met the inspiration for her designer 
outfit. Her friends in Hong Kong 
were skeptical...until she showed 
them the photo of nature's original 
design. 

According to the traditional Chinese 
belief in Yuan-Fen, all encounters 
have significance and therefore 
should be valued. At China Airlines, 
we treasure each encounter as a 
warm renewal of friendship. No 
matter whether it's in-flight or on- 
ground at any of our twenty-six in- 


ternational destinations, our per- 
sonalized service is the stuff that 
magic moments are made of. Next 
time you travel, don't leave service 





China Airlines, the 
magic is our reason for flying. 
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LETTERS 


Fronts for insurgents 
In five useful pages on non-governmental 


_ organisations (NGOs) in the Philippines and 


their external relations [8 Aug.] there is an 
almost complete neglect of the extent to 
which the NPA Marxist insurgency is 
funded from overseas through NGOs. The 
money comes to numerous NPA front 
groups (some of which do worthy things) 
and to other NGOs forced to make "contri- 
butions" (often a fixed percentage of the 
overseas grant) as a condition of being al- 
lowed to work in NPA-influenced areas. 

Does the author's silence tell us that this 
diversion of funds no longer happens? 
Hardly. Or is it somehow not a problem 
any longer, even though it does take place? 
External bodies deserve a chance to know 
what happens to their money. They may 
decide that paying the NPA is a necessary 
cost of doing good in some parts of the 
Philippines. I have so argued in at least 
one case. 

Equally, donors may not so choose. 


_ Cosy relations between “progressives” 


abroad and those under the NPA umbrella 
in the Philippines have seldom included 
public frankness on this matter. The 
REVIEW has missed an opportunity. 
Richmond Hill, 


Ontario THEODORE OLSON 
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Humble and united MEM. | 
Philippine NGOs may do good work [8 | 
Aug.], but from our experience of two dec- 
ades with Asian NGOs, our conclusion 
that the Indonesian NGOs are far better 
the Philippine variety. Their networks ar 
more united and are better rooted amon 
grassroots communities. They are also 
more humble. 

Canadian Embassy officials who de- . 
scribe Philippine NGOs as "the most organ- - 
ised and well-developed NGO community - 
in the world” could check their enthusiasm 
by studying whether poverty has been al-.. 
leviated significantly in those areas where 
their well-endowed Filipino partners op- - 
erate. Instead, the most visible impact of 
donor aid to Philippine NGOs isthesudden. > . 
expansion of Manila-based staff and their o 
cars, air-conditioned offices and their at- ^ 
tendance at cocktail parties. 

What we have in reality is an NGO 
community that is most heavily dependent 
on foreign aid and yet most articulate in 
discussing sustainable, self-reliant deve- 
lopment. By working only with these un- 
stable networks, donors insulate them- 
selves from interaction with the small NGOs 
who work directly with the 

Furthermore, with the advent of the 
1992 elections, some of the major Philip- 
pine NGOs have allowed themselves to be 
mere stepping stones for the partisan po- 
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= in jeopardy not iy à their autonomy 
but also their integrity as custodians of re- 
sources intended for the poor. 
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T was dismayed by Nicholas Bradbury's 
review of David Mura's book Turning 
Japanese, the memoirs of a Japanese-Ameri- 
can in Japan, [BOOKS, 1 Aug.]. Bradbury 





obviously read the book expecting a con- 


ventional analysis. He comes away largely 
disappointed, complaining that Mura “has 
little to teach us about either Japan or the 
US." 

To the contrary, how a society treats its 
minorities tells us a lot about that society, 
and Mura's experiences as an Asian in 
America, or as a foreigner in Japan, were 
quite enlightening. 

Bradbury does grudgingly acknow- 
ledge that. Mura may have something to 
say about the Asian-American experience, 
but goes.so far as to state that Mura's 
CHI" gets in the way of his storytell- 
ing. : 
"May I humbly suggest that Bradbury's 
(presumably) white male viewpoint gets in 
the way of his reviewing? That Bradbury 
mocks as "superficial and curious" Mura's 
feeling of being at home when surrounded 
by Japanese faces demonstrates his own 
incomprehension of what it is like to be a 
minority member in US society. 

Cambridge, 


Massachusetts DAVID C. FUNG 


RR 


Self-seeking candidates wanted 
Belated congratulations on Derek Davies’ 
article [15 Aug.] on the supine behaviour 
of what you call “the endless stream of 
Foreign Office sinologists” with respect to 
Britain's handling of Hongkong. 

However, it is open to doubt whether 
replacing persons infatuated with the Mid- 
dle Kingdom with people more vigilant 
towards Britain's interests would help us 
in Hongkong. Hongkong has consistently 
been denied a say in its affairs by both 
kingdoms — and no realist could expect 
otherwise. 

Iam not as sanguine about the choice of 
the next Hongkong governor once Sir 
David Wilson is removed. Based on 
Davies’ statement that “no man or woman 
with the welfare of the people of 
Hongkong sincerely at heart would be 
willing to take the governorship now that 
it has been reduced to the role of Me s 
office boy," you conclude that ^we" have 
to look elsewhere. 

The reality is that "they" will not look 
elsewhere, but will succeed all too easily in 
finding a suitably pretentious self-seeker 
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toadying to Peking for his or her own 
benefit. is 
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The military regime in Rangoon has made 


a typical blunder in barring the UN's sec- 


ond appointed human-rights expert and 
asking that Purificancion Quisumbing be 
appointed in his stead to investigate the 
regime's human-rights crimes. 

The junta does not realise that the Hu- 
man Rights Commission, an impartial or- 
gan of the UN, is quite different from the 
FAO which in Burma is headed by a pro- 
military intelligence Filipino, Oscar Lazo, 
who has unaccountably remained in the 
agency's Rangoon office for more than a 
decade. Such personnel are routinely 
transferred every three years or so. 

I am convinced that Quisumbing, who 
is a lawyer, would find no reason to amend 
the damning report prepared by her pre- 
decessors, but would in all honesty have to 
polish that report still further, even though 
she would be the military's preferred re- 
porter. 

Burma's military rulers seem to have 
forgotten the Burmese proverb: "A wise 
person's account of an event is closer to the 
truth than the report of someone who ran 
to see it happening." 


Chiba, pen Dr K. TINT 


Quaint tales 
You have, for a long time now, been re- 
galing your readers in the TRAVELLER'S 
TALES column with examples of quaint us- 
age of the English language: spelling mis- 
takes and unintended but suggestive sala- 
cious references in blurbs, captions, adver- 
tisements and the like appearing in the 
Asian region. Apparently, Homer nods. 
How else does one explain a reference to 
“bodily fuctions” [TRAVELLER’S TALES, 18 
July]? Printer’s devil? A Freudian slip? Or 
does Davies know of “fuctions” other than 
that of the body? Anyway, perhaps this 
merits mention in the TRAVELLER’S TALES 
anthology. 
Hyderabad 
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N. N. SIMHA 


Enthusiastic mainlanders 

In Give and let live [8 Aug.], Stacy Mosher 
mentions that "in contrast with the enthu- 
siastic response of Hongkong residents, 
mainlanders in areas untouched by the 
floods are reportedly showing little con- 
cern for their suffering compatriots." 


I am quite surprised by this statement .. 


which I consider unfounded. The REviEw 
should have also reported the largest 
spontaneous fundraising concert ever held 
in China's modern history, which took 
place on 3 and 4 August in Peking. 
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the world joined this show or 
the Peking municipality, includ 
mous Chinese pop singers Su 
who returned especially from I 
form, Zhang Xula from the US 
others. | 






































Age shall weary them ` 
I have just seen your 
lowed maverick on th 
minister [18 July] and woulc 
some comments. vu 

Both the prime minister and th 
prime minister are not young by Asiai 
standards (unless one takes into accour t: 
the Chinese) and both have had heart by 
pass operations. Eventually they will have- 
to step down. 

At the last Umno vice-presidents’ elec- - 
tions, which the prime minister hinted. 
would determine the successors, Anwar 
Ibrahim, then education minister and now 
finance minister, received the most votes. 
It is generally considered that when he be- 
comes prime minister he will have the po- 
litical backing, the determination and the 
will to frustrate the opposition and allow 
politicians and other prominent persons in — 
Malaysia to breathe more easily. | 

Meanwhile, I note that the major scan- 
dal of the Bank Bumiputra "loss" of M$2.5. 
billion (US$900 million) was wisely left to 
Hongkong to pursue and now looks like 
petering out in sheer exhaustion. 
Johor Baru 


Insensitive bandit oe 
I have been an avid reader of the REVIEW 
for several years, and generally enjoy the 
colourful and creative cover art of your 
newsmagazine. However, the cover 
“bandito” [Mexican challenge, 11 July] is - 
simply inappropriate. The fact that Asia is = 
uneasy about the North American Free- 
Trade Agreement is evident from the edi- 
tion's well-written articles on the subject. 
The edition's cover should reflect that _ 
uneasiness, not propagate a distasteful © 
stereotype. 

Asian businessmen should be aware | 
that the last US company to use the bandito 
image in its television advertising, Frito- 
Lay, suffered the wrath of boycott by sev- 
eral consumer groups. Successful corporate 
citizenship demands acute sensitivity to- 
social and environmental issues. I hope — 
that you will choose the "1,000 words" on 
future covers with more sensitivity. 
Los Angeles LEE MELSON 
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Foreign Relations : Moscow -East Asia 
China, which reacted with barely 
concealed glee to the attempted 
conservative takeover in Moscow has 

cen placed in a difficult position by the 
oup's failure and the greatly increased 
- power of Russian republic President 
Yeltsin. China's leaders appear to be 

trying to decide whether to mend their 

fences with Yeltsin and other liberal 
leaders or to confront them openly. In 
|. the meantime, moves by some of the 
-Soviet Union’s Asian republics to declare 
independence are deeply disturbing to 
Peking, since many of China's minority 
ethnic groups straddle the border with 
Soviet Central Asia. China's public 
= reaction to events in Moscow remains 
- ambivalent, but the abortive coup could 

. delay personnel changes in the country’s 

top leadership. For Taiwan the failed 
coup means greater diplomatic 
opportunity, including closer ties with 
members of the former Soviet bloc. Worst 
affected by the coup's failure is North 
Korea as it could lose the earlier close 
diplomatic ties with Moscow as well as 
-= considerable economic aid from the 
Soviets 10 


- Soviet Asia : Politics 

Soviet Central Asia has grown wary of 
Russian chauvinism as the power of the 
Russian republic and its leader, Boris 
Yeltsin, increases 13 
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The 60 Cent Question 

The Hongkong Government decided to 
pay out only 25 HK cents (three US 
cents) on the HK dollar to depositors 
with funds in Bank of Credit and 
Commerce Hongkong (BCCHK) despite 
having in hand an audit prepared by 
Price Waterhouse dated 15 July that 
estimated the “probable recovery” of 85 
HK cents on the dollar. The confidential 
Price Waterhouse document also stated 
that in the period leading up to the 
closure of BCCHK on 8 July “there [were] 
no latent deteriorations in the portfolio 
of which we are not aware.” The audit 
put BCCHK's total assets at HK$6.63 
billion against total deposits of HK$7.79 


Communist icons destroyed (10). 


Philippines : Democracy 

In her final address to Congress, 
President Aquino described 
democratisation as the one unalloyed 
achievement of her administration. 
Critics claim that the achievement is 
skin-deep, but there has been a real 
trend towards political pluralism during 
the past five years reflecting the break- 
up of old elites and the birth of a new 
popular interest in politics. 
Correspondent Rigoberto Tiglao traces 
these dev elopments back to their roots 
in the era of strongman rule under 
president Marcos and discusses the 
question of whether pluralism will lead 
to chaos or to the development of a new 
national consensus. In an interview with 
Manila bureau chief John McBeth, 
Aquino stresses the concept of people's 
empowerment as the key to her 
administration's survival and as a cure 


billion, indicating that the unit was 
sound and viable at the time of its 
closure. 


Eelectic Chair 


Indonesian diplomats are increasingly 
confident that chairmanship of the Non- 
Aligned Movement will pass to them at 
the movement's forthcoming ministerial 
meeting, which is due to open in Ghana 
in early September. Indonesia’s previous 
low-key attempts to achieve the 
chairmanship were blocked principally 
by Cuba's support for Nicaragua's 
candidature. But the recent ability of 
Indonesia's ambassador to the UN, Nana 
Sutresna, to present credentials in the 
Nicaraguan capital, Managua, has been 
interpreted as a positive indication. 
Further, Cuba is also said to be now 
willing to back Indonesia's bid. One 
suggestion is that Nicaragua may have 
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admits that she may have moved more 


———— Ed 
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slowly in some areas than a more- 
authoritarian leader might have donne n 
but she ar gues that, ELA should not - 





organisations | Ne pl ngano- 
increasingly important 1 role i in the 
country’: s development process 1 6 


Thailand : Army Politics | : 
A Thai general resigns and. paves the 
way for total consolidation of power by 
Class 5 generals in the armed forces 2 


Malaysia : By-elections _ 

Two key. state by-elechon victories in 
Kelantan have silenced critics ofan 
unlikely coalition and denied Prime 
Minister Mahathir Mohamad's ruling 
Umno party a foothold i in the Malay . 
heartland 22 — | 


iran : Foreign Relations | 

After years of self-imposed isolation, 
Teheran is again seeking to exert its 
influence among its immediate 
neighbours. However, in contrast to 
previous efforts at exporting revolution, 
the country's more pragmatic leaders are 
seeking greater economic cooperation : 
with fellow Muslim states, notably _ 
through a resuscitated economic group | | 
that links Iran with Pakistan and Turkey. 
As a consequence, the Shia-Sunni divide 
in the Islamic world is also kely e to be 


agreed to drop its bid for the 
chairmanship in return for Indonesia's 
subsequent support for Nicaragua the 
next time around. 


Spooked 


Brunei is concerned about the heavy- ` 
handed way in which the Soviet Union 
had pushed for an embassy in the 
country after a Soviet delegation, invited 
as observers at the July Asean annual 
ministerial meeting in Kuala Lumpur, 
forcefully renewed Moscow’s request for 
a mission in the oil-rich sultanate. 
Although Bruneian officials agreed to 
send a delegation to Moscow to discuss 
the matter, concerns that the Soviet 
Union is intent on filling any mission 
with KGB agents has also led them to 
seek advice from Britain and other 
friendly countries on how to handle the 
situation. 
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rumours, ceremonie 
politics 54 — 
Vietnam : Music. COVER 

After 30 years of banishment, the 
composer of Vietnam's national anthem 
has been rehabilitated 52- 


Business Affairs 









, China : Policies 
Economic réformers in Peking are 
seeking new privileges for efficient 
state enterprises in an effort to boost 
China's exports and hard-currency 
earnings 56 
Picking winners 56 


Indonesia : Aviation 

Sempati Air's successful expansion 
programme steals a march on the 
nation's other airlines, sparking 
complaints of government 
interference from faltering 
competitors 89 


South Korea : Companies 

Dooyang Corp. trumps rivals with a 
joint-venture aluminium project in Latin 
America, the nation’s largest investment 
in that region 60 


Existence a 


Czechoslovakia, 
Poland and 
Hungary will open 
representative offices 
in Hongkong and 
Taipei by the end of 
the year — the first 
in either city by 
members of the 
erstwhile communist Hurd. 

bloc. The offices 

have been cleared with the Chinese 
Government, which will assume control 
of Hongkong in 1997 and claims 
sovereignty over Taiwan. Originally 
blocked by the colonial administration, 
permission for the Hongkong offices 
required the direct intervention of British 
Foreign Secretary Douglas Hurd. Prague 
and Warsaw initally considered the idea 
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Vietnam : Investments 

Investing in Vietnam has been relatively 
painless for Britain's Tootal Group, 
Which produces spun polyester thread 
for the country's fledgling garment 


industry. In contrast, thousands of 


ventures pioneered by businesses from 
Taiwan, Hongkong, Britain, France and 
Australia have run into daunting 


obstacles. This is despite the many steps a i 


Vietnam has taken to attract foreign 
investment, including an enticing 
investment code, tax breaks and banking 
reforms. Correspondent Murray Hiebert 
reports from Ho Chi Minh City on the 
pitfalls faced by foreign investors, 
among them resistance to capitalism, 
poor infrastructure and bureaucratic 
corruption and incompetence, 
Correspondent Michael Vatikiotis 
examines the most successful investment 
sector — hotels and tourism 62 


Japan : Industry 

Toray Industries has maintained a 
competitive edge in textiles by 
expanding its operations in Southeast 
Asia and by diversifying into related 
businesses 66 


Companies : Yap Chor Kian 

Malaysian businessman Yap, currently 
implicated in a scandal over missing 
shares and phoney rights issues in 
Hongkong, is facing extradition to 
Australia for his role in the A$150 
million collapse of a financial 

empire 68 


of establishing honorary consulates in 
Hongkong, but finally decided to send 
full consuls-general, while Budapest will 
open a trade office. In Taipei, all three 
countries will send trade representatives 
in response to Peking's insistence that 
the offices remain unofficial. 


Up in the Air 

The upheavals in the Soviet Union may 
delay the transfer of Su27 combat 
aircraft to China. Originally, a squadron 
of 24 of the jets were to be delivered by 
the end of the year, but technical and 
contractual problems have put this back 
to February 1992. The confusion 
following the failed coup may also delay 
the dispatch of Chinese air force pilots to 
the Soviet Union to be trained to fly the 
5u27s. An arrangement to send 20 pilots 
was to have been agreed when Soviet 
chief of the general staff Gen. Mikhail 


FAR EASTERN ECONOMIC REVIEW 


: An inconclusive end to bilateral trade 


Books 











US-China : Economic Relations 





ngton has sparked th: 
of retaliation from the US 
last-minute compromises: from 


India : Stockmarkets T 
: Finance Ministry plans toset 
Stock an in 1 Bomb 












Regular F Features 


India romanticised 53 
China botched 54 
Spreading cities 54 


Briefing 
Regional 14 
Business 71 


Economic Monitor : Australia 67 Sis 


The 5th Column 
Missile defence for Asia 15 


Intelligence 8 


Invisible Hand 
Japan — a nation of robots? 61 


Letters to the Editor 3 
Prices and Trends 72 


Research and Innovation | 
Glaciers and greenhouses 78 


Shroff | 
Bombay and Karachi 74 


Stockmarkets 73 
Travellers Tales 30 . 











Moiseyev was scheduled to visit Peking 
in late September. But with his dismissal 
following the attempted coup, there is 
certain to be a delay before his successor 
makes the trip. The Chinese have 
already taken delivery of three Su27s, 
which are now stationed at an airbase 
near Shenyang in northern China. 


Into the Bond Age 

India's controversial textile group 
Reliance Industries Ltd is understood to 
be among several Indian companies 
planning to borrow on the Eurobond 
market next year. This would represent 
the first time private Indian companies 
have sought to buy foreign bonds. One 
obstacle still to be resolved with the 
Indian financial authorities is the T 
entitlement of foreign bond purchases to - 
voting equity in the case of convertible - 
securities. 
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China on the defensive after failed Soviet coup 


itter medicine 
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By Lincoln Kaye in Peking, 
A Tai Ming Cheung in Hongkong 
. nd Julian Baum in Taipei 
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he failure of the hard line coup in 
Moscow, and the rapid disinte- 
gration of the Soviet empire 
which seems to be following it, 
| s threaten to create grave problems for Chi- 
.. . nà's conservative leadership. 
55 The collapse of the Soviet Communist 
. Party has dramatically reduced Peking’s 
ability to play off Washington against 
_ Moscow as contending corners of what 
- was once regarded as a strategic triangle. 
More alarming for the country’s inter- 
- mal cohesion is the fact that China's hold 
on its minority regions could be threatened 
by developments in breakaway Soviet 
Asian republics, many of which have eth- 
nic brethren in China. 
d Even before the coup attempt stirrings 
of ethnic solidarity had agitated several 








oe border-straddling minorities in China’s far 
west, including Uighurs, Kazakhs, Uzbeks, 


p AL 


Kirghiz, Mongols and many others. These 
groups could look to neighbouring Soviet 
republics as rallying points if the autonomy 
movement shows signs of getting out of 
. control. 

.. The presence of a substantial Kazakh 
minority in Xinjiang means that Peking is 
likely to have been deeply disturbed by 
azakhstan President Nursultan Nazar- 
ayev's decision to withdraw from the 
oviet Communist Party. Nevertheless Pe- 








king could still look to Nazarbayev, who 
visited China earlier this year, as a poten- 
tial bridge to the new Soviet leadership 
line-up, including Russian republic Presi- 
dent Boris Yeltsin whom it has repeatedly 
snubbed. 

With the power of the central Soviet 
Government rapidlv slipping away in the 
aftermath of the abortive coup, Peking 
uncomfortably finds itself with little choice 
but to deal directly with the fiercely na- 
tionalistic and anti-communist republics, 
many of whom are now pushing for full 
independence or wide-ranging autonomy. 

Chinese leaders are particularly con- 
cerned at the rise of Yeltsin to the top of 
the Soviet policymaking process. Chinese 
hardliners privately despise Yeltsin more 
than any other Soviet leader, including 
President Mikhail Gorbachov, denouncing 
him for leading the efforts to dismantle the 
communist system and introduce capital- 
ism into the Soviet Union. Yeltsin's leading 
role in foiling the coup and subsequent ef- 
forts to outlaw the communist party will 
















undoubtedly have increased Chinese 
hardliners' wrath against him. 

Chinese analysts who have closely 
monitored Yeltsin's pronouncements to- 
wards China consider him not only anti- 
communist but also hostile to the leader- 
ship in Peking. Yeltsin has been strongly 
critical publicly of the Chinese leadership, 
compared to Gorbachov who has made 
peace with the Chinese, says one Chinese 
Sovietologist. Most of Yeltsin's remarks on 
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China were made following the June 1989 
Peking crackdown, in which he strongly 
criticised the actions of the Chinese leader- 
ship in violently putting down the pro- 
democracy demonstrations. 

Before the abortive coup, Peking delib- 
erately went out of its way to humiliate 
Yeltsin, and publicly backed Gorbachov 
even though the Soviet leader has also been 
a target of tough internal criticism by Chi- 
nese leaders for his reforms, in particular 
allowing communism to collapse in East- 
ern Europe. During a visit to Moscow in 
May, Chinese Communist Party General 
Secretary Jiang Zemin reportedly declined 
an invitation to meet Yeltsin. In June, Pe- 
king hosted a visit by the hardline Russian 
republic communist party chief Ivan 
Polozkov, a leading opponent of Yeltsin. 

With the near-complete collapse of the 
old Soviet communist order, Chinese 
leaders are reportedly debating now 
whether to openly criticise Soviet revi- 
sionism. Previously, they had kept their 
comments private. 

Domestically, the failed coup seems 
likely to be read more as a vindication of 
the tough line followed by China's con- 
servative leadership than as a warning of 
things to come. According to Chinese ana- 
lysts, the coup highlighted to Chinese 
leaders the dangers of top-level political in- 
fighting getting out of control and leading 
to chaos on the streets. 

The Soviet coup could stall efforts by 
reformist elements in the Chinese leader- 
ship to push for personnel changes in the 
run-up to next year's party congress. This 
reaction would be similar to the aftermath 
of the overthrow of Romanian leader 
Nicolae Ceausescu at the end of 1989 when 
personnel changes were also in the air but 
were aborted as the leadership feared that 
a reshuffle could be interpreted as a signe of i 
political divisions and weakness. — 

However, China can expect to. face in- 
creasing pressure from the outside world. 
on human-rights issues now that liberals 
are apparently triumphing in the Soviet 
Union. A successful Moscow putsch would. 
have been seen as a vindication of China's 
policy to stress economic development 
while back-peddling on political reform. At 
the same time, it could have speeded up: 
China's restoration to diplomatic respect- 
ability after two years of pariah status in: 
the wake of the 1989 Tiananmen massacre. 

As it is, the succession of prestigious: 








visits by Western leaders that China has 
been at such pains to line up for this au- 
tumn — British Prime Minister John Major, 
Italian Premier Giulio Andreotti, former 
British prime minister Margaret Thatcher 
— could turn into a series of embarrassing 
scoldings in the Red-baiting climate fol- 
lowing the coup. 

Peking has more than just prestige at 
stake in these visits. International aid and 
soft loans — vitally needed to sustain 
China's overblown growth rates despite 
the drag of bloated state industries — 
could now wind up diverted to the Soviet 
Union or its successor states instead. 

Indeed, one diplomatic rumour has it 
that China itself might now feel compelled 
to augment the token food credits agreed 
to by party chief Jiang on his visit to Mos- 
cow earlier this year. This would serve as a 
sort of tangible apology for any impression 
that Moscow's emergent political players 
may retain that China tacitly supported the 
coup. 

A very specific result of China's loss of 
international options following the failure 
of the Moscow coup is diminished oppor- 
tunities for China to squeeze Taiwan out of 
a role in world affairs. With a hardline 
leadership in Moscow, China might have 
been able to step up pressure on Taiwan 
without attracting too much international 
attention. The collapse of the hardliners 
increases the political risks of any attempt 
by Peking to impose a unilateral solution 
to the unification question. 

Conversely, the bungled coup offers 
diplomatic opportunities to Taiwan. Tai- 
wan has already benefited from the col- 
lapse of communism in Eastern Europe, 
with a steady stream of visitors from the 
former socialist bloc and the opening of 
new trade offices. In cooperation with the 
Russian republic, Taipei expects to open a 
trade office in Moscow later this year. 

Most of the Soviet officials and econo- 
mists visiting Taiwan have been those as- 
sociated with the leadership of Yeltsin. 
Economics Minister Vincent Siew also an- 
nounced recently that he would welcome 
opportunities to extend aid to the Soviet 
Union through Taiwan's Overseas Eco- 
nomic Cooperation and Development 
Fund. 

Beyond the development of commercial 
ties which did not exist as recently as a 
year ago, there are clear opportunities for 
Taiwan to use its aid and other trade and 
investment incentives to build more formal 
relations with the Soviets. All the former 
socialist states need investment capital and 
are looking for the kind of rapid develop- 
ment that Taipei's propagandists call the 
"Taiwan experience." Should the Baltic 
states gain independence, Taiwan might be 
able to add a few more names to its short 
diplomatic list. 

The dangers of a return of the Soviet 
hardliners for Taiwan were described by 
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Gorbachov: challenge to China. 


former US ambassador to Peking, James 
Lilley, in a speech in Taipei on 21 August, 
a day before the coup collapsed. Lilley 
noted that the Chinese leadership had been 
openly seeking common cause with con- 
servative elements of the Soviet military. 
He recalled the visit to Peking in May this 
year of Soviet defence minister Dimitri 
Yazov, a member of the coup committee 
who has now been arrested. 

Lilley said Yazov was greeted in Peking 
with a "diatribe against American 
hegemonism and an appeal for the Soviets 
and Chinese to get back together to deal 
with it." Even Yazov was surprised by the 
Chinese vehemence, Lilley commented. 


Comrade 
Kims jitters 


The collapse of the coup in the Soviet 
Union brings new pressure on the 
hardline regime of President Kim Il 
Sung, worsening its already cool rela- 
tions with Moscow and forcing it to 
come to terms with the radical Russian 
republican President Boris Yeltsin. 
Pyongyang's standing with the Moscow 
leadership is expected to plunge fol- 
lowing an early expression of indirect 
support for the coupmakers. 

When it became clear that the coup 
had failed, North Korean Foreign Min- 
ister Kim Yong Nam told the Soviet 
ambassador in Pyongyang on 22 Au- 
gust: "It is our consistent stand to hope 
that ev ing will go well and be 
stabilised" in the Soviet Union. The 
swift clarification was clearly intended 
to dispel the impression of support for 
the hardliners, caused by Pyongyang 
Radio's repeated broadcast of state- 
ments by the Soviet coup leaders. 
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On a more pessimistic note, some ob- 
servers say that Peking's heightened 
isolation and insecurity in the wake of the 
failure of the reactionaries in Moscow 
could lead to China using its policy to- 
wards Taiwan to bolster a weak leadership 
at home. In the past, Chinese leaders have 
sought foreign adventures at times of do- 
mestic insecurity. Examples are the wars 
with India (1962) and Vietnam (1979) and 
the border skirmishes with the Soviet 
Union in the late 1960s. 

Given the far reaching consequences it 
is hardly surprising that official Chinese 
reactions to the vicissitudes of the Moscow 
coup sounded contradictory. Early in the 
week, a Foreign Ministry spokesman in- 
toned that the Soviet developments were a 
strictly "internal affair" — a line reiterated 
by Foreign Minister Qian Qichen in his 
meeting with the Soviet ambassador after 
Gorbachov's return. 

In contrast to this cautious diplomatic 
pronouncement, Chinese Vice-President 
Wang Zhen adopted a more strident tone 
when he reacted to the failure of the Soviet 
putsch for the edification of the Chinese 
public. On an inspection tour of military 
installations in China's northwest border 
province of Xinjiang, Wang exhorted the 
troops to "unswervingly follow the social- 
ist road." 

“In these murky and changeable times,” 
the 83-year-old hardliner warned, “the 
road may be winding and the struggle 
fierce, but the future is bright and 


Kim Yong Nam's unannounced trip 
to Peking on 24 August and his subse- 
quent huddle with Chinese Foreign. 
Minister Qian Qichen is a clear dem- 
onstration that Pyongyang’s shocked — 
leaders are desperately clinging to 
China. ' 


However, China is poor comfort 
com to Moscow, which has pro- 
vided the North with most of its mili- 
tary and economic aid. Worse yet, 
Yeltsin happens to have a lot of enthu- 
siasm for Seoul but none for 
Pyongyang, which can now expect re- 
newed from the Soviets for a 
relaxation of tensions between the two 
Koreas. 

North Korean officials have re- 
scheduled prime ministerial talks with 
the South from 27 August to 22 October 
and are no longer insisting on changing 
the site of the talks from Pyongyang to 
Panmunjom. Analysts believe that, 
given Pyongyang's worsening eco- 
nomic in diplomatic isolation, Kim I 
Sung, who has made no official com- 
ment on events in Moscow, has no al- 
ternative but to return to the conference 
table with Seoul. m Shim Jae Hoon 
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shining . . . In our opposition to [foreign- 
instigated] peaceful evolution [towards 
capitalism], a key tenet is to fortify the 
brains of the entire party — expecially top 
cadres — with Marxism-Leninism and 
Mao Zedong thought." 

Oblique as it was, without any direct 
mention of the Soviet Union, Wang's 
statement was viewed by Chinese intellec- 
tuals and seasoned diplomatic China- 
watchers alike as a response by Peking’s 
top leadership to the Soviet developments. 
It was no coincidence, diplomats add, that 
the speech was delivered in Xinjiang, the 
restive province with a large indigenous 
Muslim population. 

Wang's speech was bannered in the 
People's Daily and led the evening tele- 
vision news. The same telecast, nearly a 
week after the coup attempt, also feat- 
ured the first visuals shown to the 
Chinese public on the Soviet story: 
footage of the Moscow headquarters of the 
Russian Communist Party being shut 
down. 

This image, according to one media 
analyst, was expected to be so shocking to 
Chinese viewers that it needed no more 
verbal elaboration than the flatly factual 
Xinhua voice-over account that accompa- 
nied it. Just as telling, the analyst adds, was 
its juxtaposition with cautionary scenes of 
civil strife in Yugoslavia, a story on which 
Chinese television has dwelt in recent 
weeks. 

Still, the analyst admits, the tone of 
media coverage of the Soviet putsch has 
been far less tense than it was during the 
East European anti-communist revolutions 
of 1989, After the downfall of Ceausescu, 
for instance, newscasts on the event were 
tardy and terse. 

The Soviet turmoil sparked no visible 
increase in military presence on the streets 
of Peking, in contrast to what one intellec- 
tual recalls as the "somewhat hysterical" 
reaction to the East European develop- 
ments of 1989. 

This reflects, he says, a "leadership 
[that] has grown somewhat more secure in 
power" in the two years since an uneasy 
coalition of octogenarian reformers and 
hardliners came together to crush the pro- 
democracy protests of 1989. "They know 
that this [Soviet change] is unlikely to have 
much near-term effect, however profound 
may be its long-term influence on China's 
future." 

So he expects a stiffening of political 
rhetoric, along the lines of the Wang Zhen 
speech, but no further concrete crackdown 
on dissidents and intellectuals in the after- 
math of the Soviet changes. If anything, he 
suspects, the government might make 
some token concessions to liberals, to ap- 
pease both foreign critics and informed 
opinion at home. 

Such circumspection would reflect the 
weakened, defensive position in which the 
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Yeltsin: confusion among ‘allies.’ 


failure of the coup leaves the Chinese lead- 
ership. This is a far cry from the barely 
suppressed glee with which the Peking re- 
gime greeted the initial news of Gor- 
bachov’s ouster. 

Ironically for Peking’s gerontocrats, 
many of whom are Soviet-trained, the col- 
lapse of communism in the Soviet Union 
leaves China in the once-coveted position 
of undisputed head of the socialist bloc. 
But its few remaining ideological bedfel- 
lows — Cuba, North Korea, Afghanistan 
and the Indochinese states — could prove 
more of a diplomatic liability than an asset. 

Instead of playing the socialist card, one 
Third World diplomat suggests, China is 


Hesitant 
as usual 


pion of developing countries' interests and 
a bulwark against a uni-polar "New World 
Order" in the post-Soviet era. "Look for 
more stress on South-South co-operation 
and North-South debates,” the diplomat 
advises. 

Peking’s involvement in the so-called 
“Red solution” to the Cambodian stale- 
mate might offer a foretaste of the kind of 
diplomatic initiative to expect in future, he 
says — no bold new thinking, but honest 
brokerage and compromise settlements. 
“They probably have something up their 
sleeves about the Middle East, too,” he 
believes, but are waiting to make sure 
first that Israel and the Palestinians can 
be brought together to the conference 
table. 

Peking’s main stock-in-trade as a leader 
of the Third World is its permanent seat in 
the UN Security Council , the only one held 
by a developing country. “But the one 
thing the South needs most is cash, these 
days,” he adds, “which China has only in 
limited amounts.” 

Still, suggests a veteran China-hand 
from an erstwhile eastern bloc state, if Pe- 
king must compulsively play at triangular 
diplomacy, its next best bet would be to 
establish itself as the apex of a US-Japan- 
China triangle. After all, hard on the heels 
of the cordial Japanese prime ministerial 
visit here, Tokyo was caught almost as flat- 
footed as Peking on how to react to the 
Soviet putsch and its collapse. H 


the Watanabe faction of the ruling Liberal 
Democratic Party, who pointedly asked 
why Kaifu did not follow the examples of 
Bush and Major and offer support to 
Russian republican President Boris 
Yeltsin. 


The Japanese Government, which found 
it difficult to take a clear stand during the 
recent abortive coup in Moscow, now 
appears almost equally perplexed about 
how to respond to the new developments 
in the Soviet Union following Mikhail 
Gorbachov's return and the victory of 
reformist forces. 

On 21 August — long after US Presi- 
dent George Bush and British Prime 
Minister John Major had condemned the 
coup and called for Gorbachov's rein- 
statement — Japanese Prime Minister 
Toshiki Kaifu was still describing the cri- 
sis in Moscow as an "abnormal situation 
with a high possibility of violating the 
[Soviet] constitution." The first official 
statement by Kaifu which unambiguously 
condemned the coup was released at 1 
a.m. on 22 August, when the issue was 
no longer in doubt. 

Kaifu's indecision drew fire from 
Yamaguchi Toshio, a leading member of 
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"Just as in the case of the Gulf War, 
the prime minister himself had nothing 
to say, but only crouched down waving a 
bamboo sword," newspapers reported 
Yamaguchi as saying. "I feel like starting 
a coup myself.” The comparison may be 
unfair — Tokyo's paralysis during the 
Gulf crisis persisted over several months 
while the events of the Soviet coup un- 
folded rapidly over three days. 

"The Japanese Government maintains 
a very traditional co of interna- 
tional law in which the key factors in a 
coup are whether the new government 
has effective control of national territory 
and its capability to observe international 
agreements and commitments," explains 
Prof. Takashi Inoguchi of Tokyo Univer- 
sity. “It tends to shy away from a US- 
style insistence on adherence to constitu- - 
tional conventions and human rights, 
which could be viewed as interference in 
another country's internal affairs." 
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SOVIET ASIA 


Central Asians resent Russian chauvinism 











By Sophie Quinn-Judge 
s the Russian republic and its Presi- 
A dent, Boris Yeltsin, accumulate 
power from the crumbling Soviet 
state, some of the other: republics are 
growing wary of Russian chauvinism. 

This wariness turned into anger when 
Yeltsin’s press secretary, Pavel Voshcha- 
nov, warned on 26 August that Russia re- 
served the right to review its borders with 
neighbouring republics, should they leave 
the union outright. Ukraine and 
Kazakhstan are the republics most directly 
affected as both have sizeable ethnic Rus- 
sian populations. 

Voshchanov said: “If these republics 
enter the union with Russia, it is not a 
problem. But if they go, we must take care 
of the population that lives there and not 
forget that these lands were settled by 
Russians.” 

Nursultan Nazarbayev, president of the 
sprawling republic of Kazakhstan, reacted 
quickly to Voshchanov’s statement, saying 
that if anyone tries to redraw borders, the 
result would be war. Kazakhstan’s north- 


Japan now must decide whether and 
how far to loosen the strings on aid to the 
Soviets and, equally importantly, how to 
deal with Yeltsin, now the most impor- 
tant figure in the Soviet political system. 

Like the US, which also adopted a 
cautious attitude towards the Soviet Un- 
ion at the London G-7 summit in July, 
Japan now faces mounting pressure to 
extend large-scale economic assistance to. 
Moscow. But for Japan, offering aid now 
would mean abandoning the policy of 
linking new aid to clear steps towards. 
resolving the status of four Soviet-occu- 
pied islands claimed by Japan as its 
No erm Territories. Japan has Tefused. to 
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o southernmost islands of 
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hich opposed a compromise 
inds, is now in disarray, and the 
j e: for resolving the dispute now 

be Yeltsin. 









big brother Boris 


ern areas, bordering southern Siberia, are 
mostly populated by ethnic Russians and 
other Slavs. 

The Russian claim to northern 
Kazakhstan has been a sore point with the 
republic’s Turkic-Kazakh population, es- 
pecially since the writer Alexander 
Solzhenitsyn suggested in a well-publi- 
cised essay last year that this area was his- 
torically Russian and should belong to any 
future Russian state. 

Speaking to journalists on 27 August, 
Nazarbayev revealed considerable frustra- 
tion at the way Yeltsin has taken control of 
the remnants of the Soviet state since the 
conservative coup attempt failed. He 
maintained that Russia's attitude has has- 
tened the decision of some republics to 
declare independence from the union and 
to start forming their own independent ar- 
mies. 

The populous Central Asian republic, 
Uzbekistan, on 26 August became the lat- 
est republic to declare its intention to leave 
the union. Nazarbayev, meanwhile, has 
announced that Kazakhstan now wants its 
own army and diplomatic missions 


The islands are technically part of the 
Russian republic, which has long insisted 
on its own involvement in any talks over 
the islands. A number of politicians close 
to Yeltsin have made statements appear- 
ing to favour the return of at least the two 
southernmost islands in exchange for an 
agreement on Japanese aid. 

Yeltsin's own position is less clear. 
On his visit to Tokyo in January 1990, he 
proposed a five-stage procedure involv- 
ing Soviet demilitarisation of the area 
over a period of several years and exten- 
sion of special treatment to Japanese 
companies investing in the islands, while 
Japan would be required to relax its in- 


t. sistence on a settlement before concluding 
. à peace treaty with Moscow. 


But the final stage — which Yeltsin 
said could be either a joint Soviet-Japan- 
ese administration, independence, or re- 
version to Japan — was left to the future. 
This is a long way from what Japan ex- 
pects to receive in exchange for bailing 
out the new democrats in Moscow. But 
Japan may have to react much more deci- 
sively to the still fluid situation in the 
Soviet Union if it hopes to get more. 

m Robert Delfs 
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abroad. P 
Concretely, Nazarbayev complaine 
that Yeltsin had demanded the key post 
in any new Soviet cabinet for his- nomi 
nees. 

Immediately after the coup, Yeltsin tol 
a meeting of the Federation Cou 
body including all republican pres 
that top slots including the Sovi 
ship, heads of the KGB, th 
defence, foreign affairs and ini 
all go to his appointees. 

The republican leaders won 
of consultation on cabinet po: 
Yeltsin, but were later surprised. 
cree signed by Soviet President Mi 
Gorbachov which created a commission 
choose the new government. The commis 
sion, chaired by Russian Prime Minister. 
Ivan Silayev, is dominated by Yeltsin's 
people. E 

There is suspicion in Moscow that. .. 
communist leaders in some republics, in- . 
cluding Byelorussia and Uzbekistan, are = 
declaring independence in order to pre- > — 
serve communist power. a 

An aggressively democratic union = 
government, which would certainly up- 
hold all recent moves to deprive the com- 
munist party of property and privilege, 
may be something they fear as much as 
Moscow’s traditionally all-encompassing. 
power. 

If Moscow can no longer help maintain 
their grip on power, these republican 
leaders may look for some other ideologi- 
cal prop. In Central Asia this could easily 
be nationalism or even Islam. 

Nazarbayev, who appears to genuinely |. 
support democratic reforms, still remains _ 
committed to some form of union treaty 
which would permit economic links be- _ 
tween republics. He has frequently said... 
that no single region of the Soviet Union is = . 
yet ready to function on its own. He and © 
Kirghizia's reformist president, Askar . 
Akayev, have reportedly worked out a - 
new draft agreement with Gorbachov, | . 
which they hope other republics might |. 
adhere to. : 

Since the coup attempt — seen as a last- 
ditch conservative effort to halt the devo- 
lution of power to the republics — a much 
looser association of republics than the 
union treaty would have provided for now 
seems probable. Discussions range from a. 
federation to a loose commonwealth of re- 
publics more similar to the EC than the 
US. 

The union treaty, as it stood before the 
coup, would have left defence and foreign 
policy in the centre's hands. These pre- 
rogatives of the Soviet Govemment may 
now be transformed into a system of con- 
sultations between the republics and the 
centre. In fact, members of whatever cen- 
tral government does emerge from the 
chaos may be no more powerful than th 
commissioners of the EC. 
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BRIEFING 


Khmer factions move 
closer to settlement 


> Leaders of the four rival Cambodian 
factions moved closer to a comprehensive 
peace settlement at a meeting in Pattaya, 
Thailand, starting on 26 August. There 
were agreements on a 70% demobilisation 
of troops and moves towards an 
arrangement to allow a UN transitional 
presence in the country to back up a 
ceasefire and a halt to foreign arms 
supplies agreed on at an earlier meeting 
in June. But it remained to be seen 
whether the UN Security Council's 
permanent five members would accept 
the arrangements of the factions, grouped 
under the banner of the Supreme National 
Council (SNC), as they would mean 
changing the UN draft peace plan drawn 
up in November 1990. Senior officials of 
the permanent five are to hold talks with 
SNC delegates. The SNC is asking for UN 
observers to supervise the ceasefire, arms 
cut-off and demobilisation plan. But as 
SNC chairman Prince Norodom Sihanouk, 
who is also the SNC's final arbiter in 
implementing a peace settlement, pointed 
out, the permanent five, particularly the 
US and Britain, have said the Cambodians 
may not be able to expect UN help in 
establishing peace in a run-up to 
proposed elections if there is major 
tampering with the UN draft plan. 


Thai official held over 
London drug haul 


> An intelligence official attached to the 
Thai Embassy in London was arrested at 
Heathrow airport after customs officials 
seized 30 kg of heroin on 24 August. 
Following a request from Britain, the Thai 
Government revoked diplomatic 
immunity for Piseth Pamarapa, an 
intelligence official based in London for 
the past three years, allowing him to face 
trial. A Thai businessman and three 
Pakistanis who met Piseth at the airport 
were also arrested. 


Officials await Philippine 
Senate vote on bases 

> American and Filipino officials 
formally signed a new bases agreement 
on 27 August, then sat back to await the 
Philippine Senate's decision on whether 
the US Navy will be permitted to use 
Subic naval base for a further 10 years. 
The senators have until 16 September, 
when the old treaty expires, to ratify or 
reject the lease extension, which will bring 
the Philippines US$360 million in direct 
compensation for the first year and 
US$203 million for the remaining nine. 
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Although there has been new optimism in 
recent days, officials were unsure whether 
they will get the two-thirds majority 
needed for senate ratification. 


Seoul, Tirana 

establish ties 

»> South Korea on 26 August opened 
diplomatic relations with Albania, the last 
country in Eastern Europe that had still 
not recognised South Korea. With China 
opening a trade office in Seoul and 
negotiations under way on normalising 
relations with Vietnam, Seoul's "Northern 
diplomacy" is about to close the circle 
around Pyongyang, according to South 
Korean Foreign Ministry officials. Seoul 
and Tirana are expected to boost trade 
and investment, but Albanian officials say 
they will continue to have relations with 
North Korea. 


ET eii 


Source: Population Crisis Committee 


Indonesia, Portugal agree 

on Timor visit 

> Indonesia and Portugal have agreed on 
terms to allow a delegation of Portuguese 
parliamentarians to visit East Timor, the 
former Portuguese colony annexed by 
Indonesia in 1976. Indonesia's Foreign 
Minister Ali Alatas said on 24 August an 
advance team from Lisbon would go to 
East Timor by mid-October to prepare the 
way for the subsequent parliamentary 
visit. Alatas said the Portuguese team 
would include representatives from the 
UN, which continues to recognise 
Portugal as the administrating power in 
East Timor. It was unclear whether 
Indonesian officials agreed to a 
Portuguese request to meet leaders of the 
guerilla forces fighting for Timorese 
independence. 
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Obstacles seen to 
Japanese electoral reform 


> Three bills to 
reform Japan's 
electoral system are 
unlikely to pass 
during the current 
parliamentary session. 
At least four members 
of the ruling Liberal- 
Democratic Party on 
the parliamentary 
electoral reform 
committee — Junichiro Koizumi and 
Seiichi Eto of the Mitsuzuka faction, 
Shigeru Kasuya of the Miyazawa faction, 
and Yoshinobu Shimamura of the 
Watanabe faction — plan to oppose the 
bills, according to a survey conducted by 
the Mainichi Shimbun. These four, together 
with 22 opposition members also 
expected to oppose the bills, will be able 
to ensure that the bills do not pass the 50- 
man committee with a majority. Political 
analysts say that the three factions are 
cooperating to isolate the dominant 
Takeshita faction — which supports 
Prime Minister Toshiki Kaifu's reforms — 
and block Kaifu's re-election as party 
chief and prime minister in October. 





Retired general 
launches Jakarta forum 


> Retired lieutenant-general H. R. 
Dharsono has founded a new forum to 
promote democratic values in Indonesia 
nine months ahead of the next scheduled 
parliamentary elections. The Forum for 
the Purification of People's Sovereignty, 
comprising 70 leading intellectuals and 
dissidents, received immediate backing 
from the Group of 50, Indonesia's best 
known dissident grouping. Dharsono, 64, 
was a prominent military figure in the 
1960s and later served as Asean secretary- 
general. In 1986 he was sentenced to five 
years' imprisonment on subversion 
charges. 


New Delhi court clears 
way for Bofors inquiry 
»> The Indian Supreme Court on 27 
August upheld the validity of a police 
investigation into alleged payoffs made in 
connection with the purchase of Bofors 
artillery from Sweden for the Indian 
army. The judgment overruled a Delhi 
High Court order which had found 
ities. The Supreme Court move 
clears the way for Swiss authorities to 
cooperate in opening up six secret 
accounts with Swiss banks believed to 
contain payoff money. 
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Safe under US umbrella 


efore too long, the US may have a 
working defence against nuclear 
missiles. Washington's allies and 
friends in Asia could also be pro- 


tected by this umbrella if they cooperate 
| with the US to extend coverage of US anti- 
| missile systems. 


The need for such protection is high- 
lighted by the unsuccessful coup attempt 
in the Soviet Union and the Gulf War. The 
former raises the spectre of Soviet authori- 
ties losing control of thousands of their 
nuclear weapons in Asia. The Gulf War 


| showed that missile defences do work. 


Jointly manned Australian-American intel- 
ligence facilities helped relay US early 
warning satellite data, providing 90 to 120 


. seconds of warning before Iraqi Scud mis- 





siles hit Israel and Saudi Arabia. This 
helped US Patriot missile operators shoot 
them down. 

These factors are promoting a US po- 


| litical consensus to fulfil former president 


Ronald Reagan's vision of defending 
Americans from nuclear missile attack. 
This July, the Democrat-controlled Senate 
Armed Services Committee reached a 
landmark compromise with Republicans 
when it passed a spending bill that for the 


| first time established the goal of protecting 


the entire US from missile strikes. 

This is far from a done deal. The pro- 
posal must still pass the full Congress. 
President George Bush favours a more am- 


| bitious anti-ballistic missile (ABM) system 


called Global Protection Against Limited 
Strikes (G-PALS), with 800 ground-based 
and 1,000 space-based missile interceptors. 
But the Senate bill signifies a dawning bi- 
partisan American consensus: active de- 
fence against nuclear missiles is preferable 
to reliance on mere nuclear deterrence, jus- 
tified by horrific doctrines like Mutual As- 
sured Destruction. 

The bill asks the Bush administration to 
renegotiate the 1972 Anti-Ballistic Missile 
Treaty, which limits the US and Soviet 
Union to one site of 100 ABMs. As many as 
six sites may be needed to extend ABM 
coverage to the 50 American states. 

To date, Asian interest in missile de- 
fence has been limited. Only Tokyo has 
responded positively to Washington's 1985 
invitation to most of its Asian defence 
partners to participate in its Strategic 
Defence Initiative Office (SDIO) pro- 
grammes. Last March, two consortia of Ja- 
panese and US companies received con- 
tracts from SDIO to begin a third phase of 
studies to devise a missile defence "archi- 
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By Richard D. Fisher 


tecture" for Japan. Tokyo will gain a lim- 
ited ABM capability after Mitsubishi Heavy 
Industries soon begins to co-produce the 
Patriot missile. 

In 1986, Australia's Labor Government 
rejected government participation in SDIO 
programmes as a political concession to its 
leftwing. South Korea so far has declined 
to respond, but its companies have ex- 
pressed interest. Meanwhile, Israel, Britain, 
Germany, Italy, France, the Netherlands, 
Canada, Belgium and Japan have continu- 
ing programmes with SDIO worth a total of 
US$325 million through 1989. Without 
substantial interest from its Asian allies — 
except Japan — Washington, its European 
allies and Israel will continue to develop 
ABM systems to protect 
their populations. Yet 
there are good reasons 
for Asians to take a 
greater interest in missile 
defences. 

First, they offer Asians 
a way to reduce the 
threat of conventional, 
chemical and nuclear 
missiles, instead of sim- 
ply waiting for the nu- 
clear powers to reduce 
their arsenals. The re- 
cently signed Strategic 
Arms Reductions Treaty 
will only reduce US and 
Soviet long-range nuclear 
inventories to about 
8,000 warheads for the 
Soviets and 10,300 for the 





defences offer 
Asian states 


selling missiles like mooncakes, a recent 
CIA estimate that 15 to 20 developing 
countries will have ballistic missiles by the 
end of this decade is not far fetched. 

On the positive side, missile defences 
may give some Asian states an incentive to 
decide against building nuclear weapons. 
For example, missile defences could pro- 
vide a non-nuclear means for South Korea 
and Taiwan to ward off potential nuclear 
blackmail by North Korea and China. 

Another reason for developing missile 
defences is to strengthen the US-led mili- 
tary alliance system in Asia. This system is 
losing the glue of an overarching Soviet 
threat, but few want it to fade away be- 
cause there is as yet no Asian alternative. 
Cooperation in missile 
defence provides an av- 
enue to expand defence 
cooperation with Wash- 
ington to meet a poten- 
tially more ominous 
threat. 

Perhaps the simplest 
way to achieve this end 
is to support Bush's plan 
to deploy G-PALS. Its 
space-based missile in- 
terceptors could provide 
global ABM coverage to 
counter small-scale at- 
tacks. For a greater de- 
gree of protection, 
ground-based ABMs are 
necessary. This could be 
provided by US army or 
navy units that will be 


US. China is only now an uicentive equipped with des Or 
expressing interest in | . possible follow-on thea- 
possible controls on its not to build tre defence ABMS. 
estimated 300 nuclear , lea Cost is another con- 
weapons. NUC K sideration. The limited 
Second, superpower ground-based system 
pressure is unlikely to weapons suggested by the US Sen- 


sufficiently prevent the 
proliferation of weapons 
of mass destruction and 
long-range missiles. Saddam Hussein's 
nuclear bomb-making capability survived 
both the onslaught of the US air force and 
several years of inspection by the Interna- 
tional Atomic Energy Agency. North Korea 
may soon have the ability to build a nuclear 
bomb despite the combined pressure of 
Moscow, Seoul, Tokyo and Washington to 
stop it. The loss of American economic and 
military aid has not yet persuaded Paki- 
stan to end its nuclear weapons pro- 
gramme. And with Pyongyang and Peking 
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ate may cost US$20-25 
billion. It would not be 
unreasonable for Wash- 
ington to request host country support for 
foreign deployed US systems. Australia, 
South Korea and Japan, in particular, can 
participate in research that might contrib- 
ute to the success of future ABM systems. 
The investment will be worth it, as the 
alternative will be increasing vulnerability 
to proliferating nuclear armed Ponies. LÀ 


Richard D. Fisher is a policy analyst with the 
Asian Studies Center of the Heritage Founda- 
tion in Washingtort, DC. ~ * ^41 
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PHILIPPINES 31 


Democracy takes root despite hazards and obstacles 


March of pluralism 


By Rigoberto Tiglao in Manila 


hatever else she may or may 
not have done, President 
Corazon Aquino believes that 
the restoration of democracy 
will go down as the "one steadfast, 
unalloyed achievement" of her five years 
in office. It certainly appears remarkable 
that Aquino has managed to hold on to 
power. The Philippine version of political 
pluralism has survived seven coup at- 
tempts, vicious in-fighting within her 
cabinet itself, three debilitating natural 
disasters, and an economic crisis that the 
country is still struggling to get out of. 

Critics, though, would still question the 
validity of the claim made by Aquino in 
her speech to Congress on 22 July. There is 
a weak, and often inefficient presidency, 
combined with a Congress most of whose 
members are obsessed with their plans for 
the 1992 elections. For the country's busi- 
ness sector, this has meant a near-anarchic 
regime in which, for instance, the Finance 
Department retaliated against Congress' 
refusal to adopt new tax measures by im- 
posing a 9% import levy. 

The Philippines' political system is often 
ridiculed as a pauper's democracy. This is 
justified by the poor performance of the 
economy compared to other Asean nations: 
the people-power regime saw per capita 
income grow at an annual average rate of 
2.4% from 1987 to 1990, far below Indone- 
sia's 4% and Thailand's 9%. 

On the other hand, some academics re- 
fer to the post-Marcos structure as elite 
democracy or oligarchic rule through à 
sham parliamentary system. On this view, 
there has been little change from the pre- 
1972 situation which Yale University aca- 
demic Benedict Andersen referred to as 
"cacique democracy." 

University of the Philippines' political 
scientist Alexander Magno sees the present 
system as a “mafiosi democracy," in which 
national policies are determined not in the 
halls of Congress or in the Malacanang 
presidential palace but in smoke-filled 
backrooms where deals are struck. "How 
could it be a democracy when the electoral 
contests in May 1992 will be mainly funded 
by shadowy figures such as smugglers or 
gambling lords?" Magno asks. 

All of these models, including Aquino's 
boast of an unalloyed achievement, suffer 
from oversimplification of a complex real- 
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ity. What tends to be glossed over is the 
process of profound social change — much 
of it coinciding with or even resulting from 
the years of Marcos strongman rule — that 
has helped to lay the basis for political 
pluralism in the Philippines. The two main 
trends have been the fragmentation of the 
Philippine elite and the emergence of a 
strong populist political culture. 

Aquino's role has been largely that of a 
midwife, allowing these developments to 
maintain their momentum while restoring 
the formal pre-martial law structures of 
liberal democracy. Ironically the process 
now looks as if it might get out of hand. 
The positive trends can also be seen as cen- 
trifugal forces threatening to push political 
pluralism in the direction of anarchy. 

A crucial economic change underlying 





Coluangco: fragmentation of the elite. 


the trend towards political pluralism has 
been the drastic fragmentation of the old 
nearly monolithic business elite, and the 
emergence of new business conglomerates 
which have a stake in a market economy 
— something which a liberal democratic 
setup ensures. 

There is no longer any single business 
grouping that has the economic or political 
influence of the old overlords. The result is 
a process in which competitors offset each 
other's political clout, thus removing one 
of the threats to an open society. A classic 
case was in 1988 when the powerful 
Eugenio Lopez and Soriano families fought 
over the management contract to operate 
the Manila international container port, 
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with both families employing their media 
resources to influence government. 

Elite fragmentation is reflected in the 
fact that there are 10 potential candidates 
for the 1992 presidency. Efforts to rebuild 
the pre-Marcos political duopoly made up 
of the Liberal and Nacionalista parties have 
failed, and there are likely to be as many 
political parties as candidates in the 1992 
polls. 

Various factors have combined to break 
up the once nearly monolithic business 
elite. To consolidate his power, Marcos put 
a check on the old oligarchy consisting of 
groups such as the infamous sugar bloc 
(led by the Lopez family), the Jacinto steel- 
milling family, and the logging barons. At 
the same time, and in order to contain the 
old magnates, he supported the so-called 
crony capitalists, many of whom were 
originally only medium-sized business 
groups. 

The decline of the Soriano family, for 
decades the biggest industrialist in the 
country, is illustrative. After the Marcos 
years, it found its holdings in San Miguel 
Corp. diluted to less than 5%. The process 
stemmed from a feud between the Ayala 
and Soriano families, and corporate raiding 
attempts first by the Chinese-Filipino 
magnate John Gokongwei and, later, by 
Marcos crony Eduardo Cojuangco. In 1989 
the Sorianos even came close to losing 
control over one of their prime companies, 
Atlas Consolidated and Mining Corp. The 
raiding group was led by the Ramos fam- 
ily, whose origins were in nothing grander 
than book-retailing. 

Structural changes in the Philippine 
economy, particularly a shift towards non- 
traditional exports, have led to the emer- 
gence of new business conglomerates to- 
tally different from the old oligarchs. Ex- 
amples include: the Davao-based Lorenzo 
family's Lapanday conglomerate which 
has expanded into the soft drinks and ciga- 
rette industries since 1986 from its base in 
banana exports; the Cebu-based Dakay 
family whose food additive exports have 
put them in league with the old coconut- 
oil magnate Lu Do & Lu Ym; the prawns 
exporter Elena Lim who has diversified 
into consumer-electronics assembly, and in 
the past two years, into car assembly. 

The restructuring process continued 
even after GDP growth ground nearly to a 
halt in 1980-88 . The share to total GDP of 
industry — in most societies the economic 
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— base for democratisation — rose from 28% 


in 1965 to 34% by 1988. As a result, new 
business conglomerates, particularly those 
able to take advantage of the relatively new 
capital markets, have emerged. 
One other development that has has- 
tened the fragmentation of the Philippine 
oligarchy has been the emergence of a new 
generation of Chinese-Filipino entrepre- 
neurs, the result of Marcos’ 1975 decree 
liberalising citizenship laws. Previously 
barred from retailing and land ownership, 
this group has expanded phenomenally, 
particularly in the 1980s. 
Amongst the new generation of Chi- 
nese-Filipino enterpreneurs are the Tan 
brothers whose Jollibee chain of ham- 
burger stores has given American- 
franchised enterprises fierce competition, 
Security Bank chairman Frederick Dy who 
led his family from manufacturing to 
stockbrokering and recently into banking, 
and William Gatchalian, a plastic-products 
manufacturer who has diversified into real 
estate development and banking. 
This group of Chinese-Filipino entre- 
preneurs is believed to have become a for- 
midable new political force. Their informal 
business style which gives them a freehand 
over the use of corporate assets, combined 
with sheer financial muscle, 
means that they should have 
the resources to back up a 
presidential candidate. As rela- 
tively new arrivals in the big 
league of Philippine business, 
the group is believed to be keen 
on building political connec- 
tions for its long-term survival. 
Even amongst the tradi- 
tional oligarchs a new genera- 
tion of modern-minded leaders 
is starting to take over the helm. 
The era of the Filipino version 
of robber barons has nearly 
ended, with many of the larger 
companies headed not by old 
wheeler-dealer entrepreneurs 
with hotlines to politicians but 
by professionals in their 40s. 
The crony phenomenon, the 
anti-Marcos protest move- 
ments, and the 1986 uprising have quite 
obviously marked the political attitudes of 
these younger leaders, leading them to 
view liberal democracy as an assurance of 
an even playing field. 
The rise of a new generation of business 
leaders has had a direct impact on Philip- 
pine politics. Until his resignation in July, 
. executive secretary Oscar Orbos was the 
: youngest cabinet member at 41. He was 

replaced by Franklin Drilon, aged 46 and 
rly a successful corporate and labour 
wyer. Emilio Osmena, the governor of 














. economically dynamic Cebu province, rep- 
|. tesents.a new group of business-oriented 
: provincial: political leaders which include 
- governors Daniel 


Lacson 





Occidentab, Roberto Pagdanganan (Bula- 


is 


car), and Ismael Sueno (South Cotabato). 

Far reaching changes also seem to be 
under way in Philippine society: after years 
of resistance against the Marcos dictator- 
ship deeply rooted popular organisations 
have emerged both in the cities and in ru- 
ral areas. The expansion was far more than 
a grassroots phenomenon since elite 
groups hurt by the Marcos strongman rule, 
as well as middle-class liberals, aided the 
formation of such popular organisations. 

The 1986 people-power uprising was 
the high point of this alliance: Australian 
academic Michael Pinches referred to it in 
a study of a slum area in Quezon City with 
strong. urban poor organisations as "the 
period of communities when the rich and 
poor met and participated as equals." 

The strength of the populist movement 
that emerged from the 1986 uprising can 
be seen from the fact that popular organi- 
sations have gone well beyond pressing the 
elite to undertake reforms in wealth redis- 
tribution. They are also influential actors in 
economic policymaking as in the contro- 
versy earlier this year over the reduction of 
petroleum product prices. 

Ironically, this appears to be a legacy of 
the Communist Party of the Philippines 
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(CPP), whose 22-year insurgency has con- 
tinued to be another disincentive to invest- 
ment. As part of its strategy for seizing 
power locally the CPP pioneered the crea- 
tion of peasant organisations and labour 
unions, forcing non-communist organisa- 
tions to respond by expanding their own 
grassroots organising work. 

As late as the 1970s, strikes were per- 
functorily crushed by police and goons 
hired by the owners through town mayors. 
This has largely ended, as a result of com- 


munist-led unions’ campaigns — initially 
-backed by arms. In response to the CPr's 


lead other non-communist labour centres, 
such as the Trade Union Council of the 


Philipppines, began to clean their ranks of 
















corrupt labour leaders and even to inj 
militancy into their passive unions. | 

Even the structure of the Philippines 
lower classes has changed. The core poor 
(the lowest 30% in terms of income). has 
not decreased and may even be growir 
by some estimates. But the middle clas 
most societies a force of demc 
has eid side signs Of $i 





the richest 10% oÍ the Philippine fami ies 
accounted for 40% of total income; by 1988, 
this share had fallen to 35.8%. The biggest. 
factor for the emergence of a lower middle 
class has been the expansion in overseas  . 
contract jobs, with the number of Filipinos _ 
working abroad now estimated at nearly to 
million. This implies that roughly one tenth 
of Philippine families are supported wholly — 
or partly by overseas contract earnings. | 
Contract workers’ average annual ineo 
come has been estimated at US$5,800 as... 
against the country’s per capita income of. 
US$705. Families of overseas workers have |. 
even started to rival the hegemony of small . 
landlords and traders in some 
areas in the Philippine country- uw 
side or at least have weakened __ 
the old feudal culture of pa 
tronage by landlords. D. 
Rapid urbanisation has 
helped to expand the lower — 
middle class and has seriously . 
weakened the traditional Phil 
ippine political structure. The... 
Philippines, according to an... 
ADB study, has one of the high- 
est levels of urbanisation 
among developing Asian. 
countries, with the urban © 
population growing to 42% 0 
from the 1970 level of 33%. ui 
While this has created. à . 
simmering problem of urban 
slums, it has accelerated the 
modernisation of Philippine 
political culture. Metro Mani 
alone — with 1990 residents numbering ; 
million, or 12% of the total population — 
has already proved to be the country 
main democratising force. Before marti 
law its electorate invariably voted for tl 
opposition, and the 1956 “people-power” 
uprising was basically a Metro Mane 
phenomenon. 
An uninhibited media has emerged. as 
one of the pillars of Philippine politic 
pluralism but the media itself owes mu 
to the fragmentation of the elite and to the 
rise of popular organisations. Owing part 
to business groups’ search for some poli 
cal or public opinion clout, there are no 
32 dailies and 240 weeklies, 56 operatit 
television stations (5 in Manila, 18 - 





























Aindanao), and 321 radio stations. 

The rapid expansion since the early 
1980s of companies assembling Japanese 
and Taiwanese electronic products has 
‘caused a remarkable increase in the reach 
of the electronic media, with 78% of all 
households now owning radios and 40% 
owning TV sets. 

-. Because of the media's need for mass 
Support it has often championed popular 
man-in-the street issues, amplifving the 
demands of leftwing organisations. It is not 
uncommon even in the country's 
hinterlands to find peasants tilling the soil 
while listening to a cheap transistor radio 
— à phenomenon that is rapidly changing 
(o the country's political culture. 
Lastly, what has emerged as a potent 
force for Philippine democratisation has 
. - been the evolution of the once-elitist 
-= Catholic Church, itself Aquino’s closest 
ally. Both as a result of fundamental 
changes in Vatican dogma in the 1970s and 
- a rebellion by priests during the Marcos 
years, the Church has become a socially, if 
< not politically, active institution. It has a 
_ ready-made national network in the form 
-.. of parish priests who function as grassroots 
... organisers. On the national level such or- 
|. ganisations as the Catholic Bishops Con- 
* — ference and the Ateneo de Manila Univer- 
sity are directing its adherents’ political 
| thinking towards democratisation. 
In an anthology of political studies de- 
| scribing what happened in certain provin- 
|... cial centres in the country during the tran- 
^. sition from Marcos to Aquino, academics 
_ Benedict Kerkvliet and Resil Mojares con- 
^. cluded: "[The Aquino government's] pas- 
| sage to power owes more to the favourable 
=- convergence of populist sentiments than 
|... the force of a single, organised political will 
... anchored to a clear programme of popular 
_ empowerment.” 
This may be true of Aquino’s demo- 
cratic restoration, which reflects the conflu- 
ence of new factors emerging in Philippine 
society since the 1970s rather than her own 
fluence. However, the problem now is 
how to transform all these often conflicting 
factors — particularly the fragmentation of 
the elite and the anti-elite popular move- 
ment — into forces that could create a 
ngle national will. 
Even so Aquino's dedication to the 
'untry's democratisation could be her 
enduring legacy. Despite periods of cyclical 
isis since World War 1I, the Philippine 
onomy was the strongest in the region 
uring the pre-dictatorship decades.The 
untry acquired its image as the sick- 
àn of Asia at the height of strongman 
file. 
. The image is clearly not going to change 
overnight but the Philippines may yet 
prove the point that democracy and eco- 
nomic success are allies — not enemies as 
some Asian leaders have argued. B 
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Retirement s 


ow in the final y year r of her contro- 
NX versial presidency, Corazon 

Aquino remains as enamoured as 
ever with the concept of people's empow- 
erment. To Aquino — and she freely ad- 
mits sounding like "a broken record" — 
people power is a panacea for everything 
from dynastic politics, the swift distribu- 
tion of government services and even the 
success of next year's potentially chaotic 
joint presidential, congressional and local 
elections. 

Inevitably, Aquino was quick to remind 
the REVIEW and two other news organisa- 
tions who interviewed her on 23 August 
that this uniquely made-in-the-Philippines 
export was the real reason why Mikhail 
Gorbachov survived the recent attempt by 
Soviet hardliners to depose him. Of herself 
and the six military rebellions that have 
challenged her rule, she says: "Without the 
support of the people, I think | would have 
collapsed." 

When the president steps down on 30 
June 1992, she says she would like to act as 
a bridge between the government and non- 
government organisations (NGO) — the ac- 
knowledged core of people's power whose 


Poorer but 


free 


Surveys by two Manila-based opinion 
pollsters suggest that the post-Marcos 


restoration of democracy has taken root 

in the Philippines. This is despite a per- - 
ception among many Filipinos that the - 
quality of their lives has deteriorated. in 


the past three years. 

Based on a sample of 1,200 ‘people na- 
tionwide, the Ateneo de Manila Univer- 
sity found that 42% felt their quality of 
life had worsened in that period. Only 








influence and ambitions are growing rap- 
idly (Review, 8 Aug.) — despite a widely 
held perception among them that Aquino 
has failed to introduce the wide-ranging 
changes they had expected of her. 

The role Aquino sees for herself, and 
one that she says she will be devoting most 
of her time to, could still make her a sig- 
nificant political player long after she has 
left the presidential Malacanang Palace. 
However, Aquino made it clear she does 
not intend to join any particular organisa- 
tion, just as she refused to become part of 
the ruling Lakas ng Demokratikong 
Pilpino (LDP) coalition during her six-vear 
term. 

“I feel this is what I should do to ensure 
that my successor will be at least continu- 
ing with the reforms," she said. "This has 
really been a matter of great concern on 
the part of many of the NGOs. They were 
telling me 'Mrs President, why don't you 
just run again?’ and I said “No, we can still 
address your problems because the fact 
that there are more and more of these or- 
ganisations [means] you can really assert 
yourselves'." 

She went on: "What I would like, and 
this is what I have constantly been trying 
to tell our people, [is] that we cannot just 


April 1984 and says the trend is alarming. 
While the percentage of losers hovered 
between 20% and 30% from 1986 to Sep- 
tember 1988, it soared to 4896 in March . 
1991, the latest polling date. "The per- 
centage of losers is just about the same 
now as in April 1984, towards the end of 
the Marcos period," Miranda noted. ^. 

"However, the two polisters have not ; 
uncovered any groundswell against the 
pe on. the scale. of the anti- | 














President Corazon Aqui- 
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16% reported being “gainers” in the April ionv ide s 
survey, while 42% thought their situation ^ cisms against 
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ina a February 1988 poll. 
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depend on everything from the govern- 
ment. This is why I tried to empower the 
people so that they themselves will build 
their self-reliance, initially getting govern- 
ment assistance, but at a certain point 
hopefully being able to do it on their own." 

Aquino pointed to the role of the Land 
Bank in assisting self-help farming groups, 
and in particular to the accomplishments 
of former communist New People's Army 
(NPA) commander Bernabe Buscayno, 
whose three-vear-old Tarlac cooperative is 
one of the success stories of her adminis- 
tration. "Where the government would be 
spending so much money fighting the NPA, 
here is somebody who is not only earning 
money for his people, but is really provid- 
ing so much peace and stability," she said, 
expressing the wish that Buscayno now 
enter politics. 

The president was also enthusiastic over 
a scheme first conceived in Bangladesh 
under which groups of Philippine women 
put a peso a day into a fund, which is then 
lent out to individual members. She said 
that where it has been particularly suc- 
cessful — as in the case of one group which 
raised P400,000 (US$14,925) — she is at- 
tempting to match the total amount from 
her own discretionary funds, much of 
which come from the Philippine Amuse- 
ment and Gaming Corp. which runs the 
country's casinos. 

Certainly, Aquino hopes her successor 
will be someone who believes in empow- 
ering the people. That, whether by design 
or not, is the campaign platform of former 
defence secretary Fidel Ramos, one of the 
two LDP presidential candidates. But she 


ceptance for the Congress. In the August 
1988 poll, only 30% of respondents nation- 
wide were satisfied with the 202-member 
House of Representatives, considered by 
most commentators as the bastion of tra- 
ditional patronage politics. But by April 
1991 the House's satisfaction rating had 
soared to 53%. Similarly, 54% were content 
with the 23-member Senate in 1991, up 
from 28% in 1988. 

The high satisfaction levels are more 
remarkable given the critical stance of 
people in Metro Manila, which is to be 
expected given the development of the 
media in the city. In May 1986, 64% of 
respondents in Manila were content with 
Aquino's performance. By April 1991, only 
38% would support the president, with 
nearly half, or 48%, dissatisfied with her 
performance. 

This sharp drop in Aquino's support in 
the capital does not appear to be a reflec- 
tion of any increased frustration with the 
parliamentary system her government re- 
stored. In 1988, 35% of those surveyed in 
Manila were satisfied with the House of 
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Aquino: more power to the people. 


will not be drawn on the subject of 
annointing a contender until after the po- 
litical parties have gone through the con- 
vention process. 

Discussing next May's elections, the 
president mentioned that other heads of 
state she has talked to have been "unbe- 
lieving" over the prospect of the presiden- 
tial, congressional and local polls all being 
held on the same day — an exercise that 
will require each voter to write down at 
least 38 names on a blank ballot paper. She 
said she hoped Congress will still come out 
with measures which will make voting 
“less of a hassle than it is now." 

Aquino agreed the downturn in the 


Representatives and 32% backed the Sen- 
ate. By 1991, the level of satisfaction for 
the House of Representatives was un- 
changed and the Senate's had improved 
to 45%. 

The polls were taken before the erup- 
tion of Mt Pinatubo, but political analysts 
say Aquino's response to the devastation 
would have probably enhanced her 
standing with the population. Several of 
her key cabinet officials moved swiftly to 
promote relief and reconstruction work 
in the devastated areas. The president 
also acquiesced to popular clamour for a 
reduction in the price of petroleum 
products in July. 

Yen Makabenta, associate publisher of 
the Daily Globe newspaper, referred to the 
apparent inconsistency in the polls as "the 
big riddle here . . . why Filipinos can be 
despondent about their quality of life and 
their prospects and yet express satisfac- 
tion about the kind of government they 
are receiving." Makabenta says that "Fili- 
pinos don't really attach much hope that 
their government or President Aquino 
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= economy could increase rural dependency, 
" » 


and even reverse the trend against dynas- 
ties and traditional politicians that had 
been noted in the 1988 local elections. 
Again she looked towards the NGOs: “This 
is why I want to give more power to peo- 
ple's organisations so that they themselves 
will be able to select [and] vote for the 
people whom they believe will best help 
them. After all, it is in empowering these 
people that they will be able to maybe get 
one of their own elected." 

However, Aquino — a member of 
Tarlac's powerful Cojuangco clan — makes 
no apologies for her own family's political 
influence, and simply compares it to other 
families that have produced a long line of 
doctors or businessmen. "There's nothing 
wrong with that," she said. "In fact I al- 
ways try to encourage more people to en- 
ter politics . . . I tell them, ‘instead of com- 
plaining, why don't you enter into the po- 
litical field and perhaps you can make a 
difference.” 

This indicates a degree of ignorance to- 
wards a political system that is wary of 
idealism and has had little place for new- 
comers without resources, influence or 
connections. Still, Aquino thinks there are 
some encouraging signs. In particular, she 
cited the Philippine Business for Social 
Progress — an NGO funded by some of the 
Philippines’ largest corporations — as one 
indication the elite is developing a social 
conscience and committing itself more to 
the plight of the under-privileged. 

Nevertheless, Aquino realises she has 
not lived up to everyone's expectations. “I 
have tried to explain to them that it is im- 


can do very much for them. They like the 
little that's being done by their public of- 
ficials, because they really don't expect 
very much in the first place." 


Miranda offers a different explanation 


based on the results of other questions in 
the sws survey, such as opinions on the 
elections due in May 1992 and on choices 
for the next presidency. "There is wide- 
spread fear that Filipinos might finally 
lose faith in peaceful means of effective 
change, even as their key political institu- 
tions and personalities are perceived to 
be largely ineffective," he said. 


Despite this, Miranda says: "The most 


crucial political preoccupation of Filipinos 
[is] surviving and assisting the current 
leadership through its constitutional term. 
The public bias for constitutionalist poli- 
tics remains." 


A more straightforward explanation is 


that the satisfaction ratings for Aquino 
and the Congress reflect an acceptance, 
not of their actual performance, but of the 
democratic ethos they represent. 


m Rigoberto Tiglao 
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possible really to get the best of both 
worlds," she noted, pointing to the advan- 
tages of an authoritarian regime where the 
dictator does not have to answer to any- 
one. "Democracy is a slow process. I know 
that only too well. However, it is the only 
kind of government that is best for the 
Filipino people." 

Did she understand that people's ex- 
pectations went beyond the restoration of 
democracy? "When I was running for the 
presidency, all people were asking of me 
to do was to restore democracy. At that 
time [attaining democracy] seemed an im- 
possible task, and certainly a bloodless 
— or near-bloodless — return to demo- 
cracy was something that not too many 
people were thinking about. We were 
worried there might even be a civil war. 
But fortunately, people power intervened." 

Aquino does not share the perceptions 
of many analysts, who feel her literal sense 
of the separation of power has led to a 
decline in her moral authority over the 
country's Congress. She said she believes 
her relationship with the House of Repre- 
sentatives has been generally good, and 
that it has acted promptly on emergency 
legislation. But she acknowledged that on 
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Window dressing 


Since 1970, the basis of the insurgent strategy of Communist 
Party of the Philippines founding chairman Jose Maria Sison 
involved the exploitation of a "split among the factions of the 
reactionary classes," which he claimed made revolutionary 


conditions in the country "excellent." 


Two years later, then president Ferdinand Marcos solved 
that problem by imposing martial law. However, since the 
people power revolt that toppled Marcos in 1986, the Philip- 
| tly made permanent 
what Sison had pejoratively called the "democratic space“ of 


pine elite has fragmented — and a 
President Corazon Aquino's regime. 


Yet rather than opening a window for social restructuring, 
elite fragmentation has had two consequences — both of which 
represent the failure of the Aquino administration. The first 

: grarian reform — which 
Aquino referred to in her 22 July state-of-the-nation address as 
y.” The second is what Am- 
nesty International called in its 1991 report “a continuing pat- 
tern of human-rights violations” in the country. 

Of the 4.4 million ha the agrarian reform programme in- 
tended to cover, only 293,427 ha — or 7% of the total — has so 
far been distributed to peasant farmers. Further, most of this 
land is under rice and corn cultivation, which had already 


was the failure of the government's a 


the "centrepiece of our demo 


been covered by an earlier Marcos i 


gramme and primarily involved the formalisation of land titles 
to the cultivators. Since June 1990, the pace has sputtered to a 
transferred responsibility for 
land valuation — the process of determining landowners' 
compensation — from the Agrarian Reform Department to the 


virtual standstill after Aquino 


Land Bank of the Philippines. 


Since 1986 there have been five agrarian reform heads, em- 





a number of occasions she has been "dis- 
appointed" by her virtually hand-picked 
Senate. 

She looks on that philosophically and 
in the context of what she believes democ- 
racy to be. "It is true that it would have 
been wonderful if Congress would have 
just cooperated fully and done whatever it 


was that | asked them, but then... I am 
not presumptuous enough to think that I 
alone have all the answers, and . . . look 


what happened to my predecessor [who 
thought] he could do anything and every- 
thing." 

Interestingly, Aquino declined to re- 


"EI 


. y 
p | P" »" ~ . à 
E 
aT 
T 


Senators pressured over Subic treaty. 


plementing the 






spond to only one question — that con- 
cerning the US bases treaty, which is in for 
a rough time in the 23-man Senate as the 
16 September deadline draws nearer. 
Asked by the REVIEW if she could now say 
whether she had always supported a 
treaty, or had only made up her mind at 
the conclusion of the negotiations, she re- 
plied: "I'd rather not answer that at this 
time." 

Shortly before the interview, Aquino 
had a private meeting with anti-bases Sen. 
Rene Saguisag in a continuing series of 
one-on-one sessions aimed at getting the 
two-thirds majority needed in the Senate 
to approve the 10-year treaty. Saguisag, 
who has opposed the lease retention as a 
matter of principle, acknowledged he was 
now agonising over what to do given the 
widespread destruction caused by the Mt 
Pinatubo eruption. 

US diplomats are now increasingly op- 
timistic the treaty will be passed in the 
Senate. With Clark airbase effectively de- 
stroyed by the Pinatubo eruption, the ad- 
ditional loss of Subic Bay naval base would 
have a profound effect on the central 
Luzon economy at a time when more than 
500,000 people are out of work. LÀ 


phasising the Aquino administration's near helplessness in im- 


. Of these, one agrarian reform sec- 


retary, Philip Juico, was removed following a land scam while 
Congress refused to confirm Florencio Abad and Miriam 
Defensor-Santiago in the post. Both were subsequently directly 
appointed by Aquino 

Agrarian reform's failure under Aquino was not due to any 
resurgence in the power of the country's traditional landown- 
ers. Indeed, most typical landowners are now drawn from the 


middle class rather than members of the latifundia. Rather, the 


failure of the reforms stem from the divided Filipino commer- 
cial elite who — unlike their Japanese or Taiwanese counter- 
parts — were unable to execute such an à 

Oxford University scholar James Putzel claims in a forth- 
coming book that the generally weak 1988 Comprehensive 


for change. 


Agrarian Reform Law — and Aquino's executive orders im- 


land reform pro- 
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plementing it — were formulated because the administration 
feared that a more radical reform 
driven landowners to support the coup plotters. The plotters, 
mainly comprising factions in the 
vacuum created by a fragmented elite, drew on the role of at 
least some sections of the armed forces in the 1986 revolt to 
legitimise their actions. The first attempt to stage a coup was in 
August 1987, a time when the Aquino administration was par- 
ticularly vulnerable and unstable. 

This instability, in turn, was the major reason for continuing 
human-rights violations in the 
documented overseas by both Amnesty and the US-based 
Lawyers' Committee for Human Rights 

Reacting to the backlash against ( 
gramme with the communist insurgents in 1986 and reelir 
from the trauma of the Anada eer i attempt, the AUS 
government simply gave the military virtual operational au- 
tonomy. For many soldiers and police officers this meant 
waging an anti-i campaign in which "peacetime" 

is had no place. 


concepts of human rights 


e could have 
itary tempted to fill the 


, Which have been well 


its "reconciliation" pro- 
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THAILAND 


Elite group of generals consolidate power 





By Rodney Tasker in Bangkok 


Thai army general's resignation has 
A not only highlighted discontent in 

some military circles about the un- 
checked advance of an elite phalanx of 
generals, but has put the spotlight on a 
growing polarisation in Thai politics. It has 
also led to doubts over the future of mili- 
tary junta leader and Supreme Com- 
mander Gen. Sunthorn Kongsompong. 

The 14 August resignation of Gen. Siri 
Thiwapan followed the early announce- 
ment of the military’s annual senior pro- 
motions, which take effect on 1 October. 
The reshuffle saw the further consolidation 
of Chulachomklao Military Academy Class 
5's grip on real power in the military hier- 
archy. Siri, a Class 4 graduate, and several 
other non-Class 5 officers were shunted 
into inactive positions. He was moved 
from commanding the staff officers at- 
tached to the supreme command to a post 
in the supreme command headquarters. 

Amid Thai press allegations of favour- 
itism and nepotism, Class 5 officers led 
by Army Commander Gen. Suchinda 
Kraprayoon will now occupy all key posi- 
tions in the politically powerful army. Air 
Chief Marshal Kaset Rojananin — a con- 
temporary of Class 5 — remains air force 
commander. Suchinda and Kaset, together 
with Suchinda's classmate and brother-in- 
law, Deputy Army Commander and Inte- 
rior Minister Gen. Issarapong Noonpakdi, 
also comprise a powerful troika in the 
National Peacekeeping Council (NPC), the 
ruling military junta formed after the 23 
February coup. This leaves NPC chairman 
Sunthorn, a Class 1 graduate, isolated as a 
toothless figurehead. 

The implications, according to many 
political analysts, are that Suchinda and his 
classmates will not only be able largely to 
dictate Thailand's political course until the 
election expected in February-March 1992, 
but may also manage to stay in power one 
way or another after the polls. 

A new party, Samakkhi Tham, is 
known to be close to the ruling generals 
and is thought to be reaching an accom- 
modation with the financially powerful 
Chart Thai party of ousted prime minister 
Chatichai Choonhavan with a view to 
winning the election. 

One overriding concern for Suchinda, 
Kaset, Issarapong and the Samakkhi Tham 
party is to prevent former army com- 
mander Chavalit Yongchaiyut and his 
rapidly growing New Aspiration Party 
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(NAP) from gaining political power. 
Chavalit retired early from the army in 
March 1990 not only to enter civilian poli- 
tics but to open the way for Suchinda and 
Class 5 to take over the most senior army 
posts. 

Chavalit evidently now thinks he inad- 
vertently created conditions that have the 
potential to bring about his own political 
destruction. He has become increasingly 
critical of the NPC, saying he suspects it is 
intent on clinging to political power at the 
expense of true democracy. 

Shortly after Siri's resignation and the 
military reshuffle, Chavalit bleakly com- 
mented to reporters that he had made a 
“mistake” in allowing Class 5 to achieve 
such a paramount position, and that it 
causes him pain. He said the latest reshuf- 
fle had created “uneasiness” among some 
senior officers from other 
classes, and could lead to 
more resignations. 

Announcing his resigna- 
tion, Siri said he would en- 
ter politics by running on a 
NAP ticket in northern Thai- 
land. Chavalit said that “if 
[disgruntled generals] want 
to continue working for the 
country, like they used to in 
the military, the New Aspi- 
ration Party is willing to ac- 
cept them.” 

While Siri also urged 
other generals from Classes 
1-4 who now find them- 
selves in “unimportant” 
posts to follow suit and re- 
sign to make a more com- 
pact armed forces, Chavalit 
predicted that his old Class 
1 classmate Sunthorn would also resign. 

Sunthorn is due to retire as supreme 
commander at the end of September 
anyway, with Suchinda taking over that 
role and also remaining army comman- 
der. Whether he resigns before then to 
make a political point or not, sources 
close to Sunthorn say he is fed up with 
being NPC chairman. The position means 
he takes a lot of the criticism directed at the 
NPC while the more powerful Suchinda, 
Kaset and Issarapong pursue their own 
goals. 

Meetings of the NPC are rare, and 
Sunthorn is reportedly not consulted on 
policy decisions. He is only required to 
endorse them. Sources say Sunthorn is re- 
garded by his Class 5 NPC colleagues as a 
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comrade of Chavalit, and therefore not to 
be trusted. The same sources say the an- 
nouncement of the recent military reshuf- 
fle, which normally comes in late Septem- 
ber, was made early to pre-empt any ex- 
tension of Sunthorn's influence over pro- 
motions. 

Sunthorn is a forlorn figure in the Thai 
political arena. He apparently is unwanted 
by his military colleagues on the NPC. And 
Chavalit reportedly has no plans for him 
to join his party, given Sunthorn's reputed 
lack of political acumen. He has told 
friends he wants to leave the NPC and 
spend some time overseas — he has al- 
ready toured neighbouring countries to bid 
farewell to military leaders there. 

However, any plan to resign as NPC 
chairman poses problems, because there 
is no such provision in the interim con- 
stitution, unless he goes directly to King 
Bhumibol Adulyadej with his resign- 
ation. 

But if Sunthorn stays, he is confronted 
by an increasingly hostile Class 5 compo- 
nent in the NPC. According to military 
analysts, one reason why non-Class 5 gen- 
erals were promoted sideways in the latest 
reshuffle was that they were suspected of 

allegiance to Chavalit. One 
i well-respected general re- 
nowned for his combat ex- 
perience, who has been 
shunted aside to the posi- 
tion of deputy defence per- 
manent secretary, is Gen. 
Pichit Kullavanich, formerly 
deputy supreme comman- 
der. Pichit has no known 
close links to either Chavalit 
or Class 5, and after the re- 
shuffle indicated that he 
may be another candidate 
for early retirement when he 
told reporters: "It's no use 
staying if I can't do any- 
thing." 

Apart from excluding 
non-Class 5 generals from 
important positions in the 
latest promotions, Suchinda 
appears to have shown Class 5's paranoia 
about the army's cavalry. Former major 
general and coup leader in the early 1980s 
Manoon Roopkachorn, recently cashiered 
during his absence in voluntary exile in 
Germany, is still thought to have influence 
among his fellow cavalry officers. 

The Class 5 distrust of Manoon and his 
cavalry colleagues was shown in the re- 
shuffle, in which a Class 5 officer, Maj.- 
Gen. Yuthapan Makaramani, was moved 
from command of the Saraburi-based cav- 
alry centre to command of the more pow- 
erful Bangkok-based 2nd Cavalry Division. 
His place at the cavalry centre was taken 
by Maj.-Gen. Tongchai Jermjerdpol, a Class 
8 officer who is known to have had a long, 
close relationship to Suchinda. " 
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Legal battle overshadows key by-elections 


Clouded victory 


By Suhaini Aznam in Kota Baru 








ictory in two key by-elections in 

Kelantan by the opposition 

Semangat '46 augurs well for con- 
tinued cooperation between the party and 
the fundamentalist Parti Islam (Pas) in the 
state government. But while this success 
has temporarily stilled doubts over the vi- 
ability of that partnership, the ramifications 
of a recent court decision linked to the by- 
elections could have an unsettling effect on 
Semangat '46. 

Semangat '46 had to prove to Pas in 
particular that it was still a worthy partner. 
After its poor performance elsewhere in the 
country last year, Semangat '46 has been 
seen as a bit of a lame duck, with many of 
its luminaries fading out of the political 
arena. 

The Pas-Semangat '46 partnership 
swept into power in Kelantan — winning 
all its 39 state and 13 parliamentary seats 
— in last October's general elections, top- 
pling the United Malays National Organi- 
sation (Umno) backed state government 
despite it being the ruling party in the fed- 
eral capital. Semangat '46 is led by Umno 
rebel and former finance minister Tunku 
Razaleigh Hamzah, now a bitter rival of 
Prime Minister Datuk Seri Mahathir 
Mohamad. 

Pas and Semangat '46 saw the 24 Au- 
gust by-elections as significant because 
these would give the two unlikely partners 
a chance to show sceptics that their 1990 
sweep of the state was not just a flash in 
the pan. Even political neutrals doubted 
that the one-time rivals for the Malay 
heartland could work together through the 
five years before the next elections, and ri- 
vals expect to see more Semangat '46 de- 
fections in the coming months. 

Thus, despite their victory, the partners 
were unhappy with the reduced margin of 
victory in both constituencies. In 
Limbongan, Semangat '46 won 56.7% of the 
votes cast to Umno's 41.1%, while in Sungai 
Pinang it won 57.8% to Umno's 39.6%. In 
1990, the Pas-Semangat '46 had won both 
seats by a margin of more than 3,000 votes; 
this time around that margin was reduced 
to below 2,000. In Limbongan, more than 
half of the votes lost by Semangat '46 went 
to Umno. 

For Pas, both image and actual power 
were at stake. Over the last 10 months, Pas 
has taken several small steps in its efforts 
to set up an Islamic government in Ke- 
lantan, a model for other states to follow. 





Razaleigh: preserving alliance with Pas. 


The party felt that a decisive repeat victory 
with a margin of more than 2,000 votes 
would have meant strong support for its 
Islamic programme and endorsement for 
Chief Minister Nik Abdul Aziz Nik Mat. 

After several overtures, Aziz had called 
on Mahathir on 9 August in Kuala Lumpur 
“to smooth the relationship between a state 
in opposition hands and federal govern- 
ment." He also presented a modest list of 
16 state development projects that required 
federal funding and which he hoped 
Mahathir would approve. The federal 
government-controlled television played 
up the meeting on the eve of polls in what 
observers saw as a crude attempt to sow 
the seeds of mistrust between Semangat '46 
and Pas, even as Umno workers urged Pas 
voters to boycott the polls and leave Umno 
and Semangat '46 to slug it out. 

The by-elections were also fraught with 
legal complexities. Both seats fell vacant 
after two state assemblymen who had 
stood on Semangat '46 tickets in the 1990 
general elections switched to Umno. The 
state assembly passed a retroactive law 
banning defections and expelled them, 
thus clearing the way for the by-elections. 

The two — Nordin Salleh and Wan 
Najib Mohamad — challenged the expul- 
sion in court, claiming that they were not 
Semangat '46 members in the first place. 
On 22 August, just two days before the 
polls, the High Court in Kuala Lumpur 
ruled that the two were not, in fact, mem- 
bers since they had not filled in application 
forms to join Semangat '46. Semangat '46 
secretary-general Datuk Suhaimi Kama- 
ruddin submitted that the party did not 
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require individual applications to be made 
by former Umno members, that payment 
of party fees was deemed to be sufficient 
proof of membership, and that both 
Nordin and Wan had paid their M$1 (35 
US cents) membership fees. The case will 
come up for appeal later. 

While the legalities remained murky, 
by-elections had to be held within 60 days 
of the seats falling vacant in compliance 
with election rules. Since Umno fielded in- 
cumbents Nordin and Najib as its candi- 
dates, the question now arises as to which 
pair of assemblymen — Nordin and Najib, 
or the two victorious candidates, Mahmud 
Yaakub and Samat Mahmut — will even- 
tually represent the constituencies. 

Kelantan lawyers, however, deny there 
is an impasse. They pointed out that the 
courts have no jurisdiction over the state 
assembly, which like the parliament is the 
supreme law-making body in the state 
given Malaysia's federal structure. 

Umno hopes that the High Court deci- 
sion would encourage more Semangat '46 
legislators to switch parties. It had fielded 
Nordin and Najib to prove to potential 
defectors that Umno stood by their men, 
though both candidates were considered 
to be somewhat risky propositions because 
their defection eroded their credibility. 
That, plus Umno's own internal bickering 
and rivalries at state and divisional levels, 
severely hampered its efforts. 

Accustomed to being in the opposition, 
Pas supporters, by comparison, are more 
stoic and more likely to work for a religious 
ideal rather than money or prestige. 
Semangat '46 and Umno workers, on the 
other hand, sharing the same roots of 
power and prosperity, are strangers to 
shoestring budgets. Each was vociferous in 
accusing the other of vote buying. 

In the event, even the personal influence 
of Razaleigh, a prince of the Kelantan royal 
house, was not enough to give the part- 
nership the sought-for margin of victory. 
Razaleigh has himself been the subject of a 
recent spate of defection rumours. 

Reports have it that Razaleigh was 
coming round to the idea of returning to 
Umno. A clutch of Umno leaders and their 
representatives have in past months been 
calling on him in Kuala Lumpur, while a 
few among his own lieutenants see it as 
the most pragmatic move, given Maha- 
thir's entrenched position. 

But Razaleigh has denied any such 
plans on his part. At à late night rally on 
the eve of the polls he told a rural audience 
that he would not cross over. "It is enough 
that these two [Nordin and Najib] had de- 
fected," he said, apologising to the mixed 
Pas-Semangat '46 crowd for the trouble 
caused by the crossovers. "No, I am not 
joining them. Let me say this once and for 
all, to you, my brothers and sisters, on a 
Thursday [holy] night. I will not betray the 
people of Kelantan." L 
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Pragmatism drives efforts to improve foreign relations 


Bridging the 





By Salamat Ali in Teheran 
I ran's efforts to break out of its largely 








self-imposed isolation are winning the 

grudging respect of most of its neigh- 
bours, and indeed other countries. How- 
ever, while Teheran-based diplomats see a 
definite change in the government's style, 
they believe it will take another six months 
or so to assess the durability of its liberal 
policies. 

Iranian Government spokesman Ali 
Sarmadi said in an interview with the 
REVIEW that whatever changes had oc- 
curred in the country merely reflected local 
democracy rooted in Islamic values. Those 
unfriendly towards Iran were misinter- 
preting any differences of political views 
in Iran as a power struggle between liber- 
als and extremists, he said. 

Irrespective of these arguments, there 
is a clearly discernible shift in emphasis 
from idealism to realism. Revolutionary 
rhetoric is now less abrasive, overt mili- 
tancy is discouraged and there is an in- 
crease in tolerance. The emphasis is on 
persuasion rather than coercion in the ef- 
forts to promote the stated socio-economic 
goals of the Islamic regime. 

From a different perspective, locally 
based diplomats see a rift within the ruling 
theocracy. Senior government leaders are 
considered far more liberal and pragmatic 
than parliamentarians. The parliament is 
currently dominated by two groups: the 
hardliners who are austerely religious and 
want to force the pace of Islamisation in 
society; and moderate clerics who argue 
that ascetic austerity is not the dominant 
ethos of Islam. At present, the controversy 
is confined to the theocrats — led by su- 
preme spiritual leader Syed Ali Khamenai 
and President Ali Akbar Hasimi Rafsanjani 
— who hold the reins of power. 

Another sign of change is the leader- 
ship's attitude towards the council of 
elders, responsible for electing the supreme 
spritual leader — the country's principal 
authority whose ruling on any matter is 
final. Until a few months ago, this council 
— which consists of mujtahids, or senior 
clergymen — was dominated by the 
hardliners. However, Khamenai recently 
decreed that since the constitution did not 
define a mujtahid, those qualified for elec- 
tion to the council must pass an examina- 
tion. This ruling offended some of the 
mujtahids who ignored the test and there- 
fore lost their places — those who passed 
were largely liberals. 
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The next parliamentary elections are 
due in early 1992, and a larger number of 
liberals in the new assembly would help 
the president push his policies at a faster 
pace. Judging by the regular Friday ser- 
mons that serve as the regime's sounding 
board, the liberal clerics are already paving 
the way for their possible majority in the 
parliament. For example, they have 
strongly denounced those who oppose the 
return of Iranians living 
in exile and have argued 
for the normalisation of 
relations with foreign 
countries long viewed as 
hostile. 

In terms of relations 
with the US, Sarmadi 
said Washington had not 
responded to Teheran's 
efforts to normalise ties. 
From Teheran's point of 
view, the main issues 
were the continued re- 
tention of Iranian assets 
by the US and US hostil- 
ity towards Muslims in 
general and Shias in par- 
ticular. In addition, 
Sarmadi said the US was 
exploiting the issue in the 
wake of the Gulf War in 
order to strengthen its 
own ally Israel and 
weaken other regional 
powers. It is unacceptable for Iran that Is- 
rael retains a nuclear capability while other 
states in the region are expected to cut back 
even their conventional forces. 

However, Sarmadi said Iran was seek- 
ing to develop its relations with Western 
Europe, not least because it was only in the 
post-Gulf War era that Europe understood 
Iran's insistence on continuing its 1980-88 
war against Iraq. Relations with the Soviet 
Union had been normalised following 
Rafsanjani's recent visit to Moscow, and 
while Teheran welcomed the limited au- 
tonomy Moscow had granted its Central 
Asian Muslim republics, Iran considered 
them to be an internal affair of the Soviet 
Union. Nevertheless, Teheran generally 
supported the republics' interest in deve- 
loping closer economic and cultural ties 
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with Iran, and saw no problem from its 
point of view in respecting these wishes. 

Sarmadi maintained lran's relations 
with most Asian nations had been free of 
problems. Iran's policy towards its neigh- 
bours was to develop cordial relations, 
though Teheran's view on the Afghan civil 
war was that the selfishness and arrogance 
of some resistance groups were the main 
obstacle to a settlement, Sarmadi said. 

In the Gulf Cooperation Council (GCC) 
area, the choice was either to import for- 
eign forces to guarantee local security or to 
evolve a relationship based on their own 
military resources, Sarmadi said. Teheran 
believed the GCC states' initial plan of a 
collective security arrangement with Syria 
and Egypt would not help, and that Iran 
would have to be a part of any such ar- 
rangement. 

More broadly, 
Sarmadi said it was only 
after Iraq's invasion of 
Kuwait last year that 
Iran's Arab neighbours 
had come to realise they 
had misjudged Teheran's 
intentions. Judging by 
their current willingness 
to make amends, the pe- 
ninsular Arabs at least 
should not take too long 
in normalising ties with 
Iran. The only two out- 
standing issues that 
could influence this 
trend was the continuing 
turmoil in Iraq and the 
future of the Palestinians 
following the US-spon- 
sored Middle East con- 
ference. 

As the 1980-88 war 
with Iraq slips into 
memory, efforts are now being concen- 
trated on meeting the social needs of the 
Iranian populace. In Qom, Iran's seat of re- 
ligious learning, three universities — re- 
spectively specialising in the sciences, hu- 
manities and open learning — are under 
construction. New roads and railways are 
being built and businessmen are encour- 
aged to launch enterprises and create jobs 
for the rapidly increasing population. 

There is also a sense of urgency in over- 
coming strategic weaknesses in the 
economy, which is based almost entirely 
on oil exports. Efforts are under way to 
increase oil earnings through the construc- 
tion of refineries in Malaysia, India and 
Pakistan, and there are plans to lay gas 
pipelines into Western Europe. 

The population, which has been hit 
hard by inflation, continues to be mollified 
through subsidies that cost the state some 
US$4.5 billion a year. Although there are 
no reliable figures on the inflation rate, it is 
estimated by some diplomats to have run 
at 24% in 1990-91. * 


At this years Le Mans, 
we had quite a following. 


1. Mazda 787B 


2. Jaguar 


3. Jaguar 


4. Jaguar 


5. Mercedes 


6. Mazda 7878 


7. Porsche 


8. Mazda 787 


9. Porsche 


10. Porsche 


jaguar, Mercedes; Porsche: Some very fast names found 
themselves following the Mazda 787B at this year’s 24-hour Le Mans finish line 
While a surprise to many, for Mazda's multinational team. it was the realization of a dream 
that began over 17 years ago. Since our first Le Mans experience 
virtually every car function has been analyzed, altered and improved upon 

It's here that Mazda has been able to refine its unique rotary engine as well as its suspension and 
braking systems to create some of the finest automotive te hnology in the world. Technology that 

this year, captured the world’s most coveted racing win, covering a distance of 4923.2 km and 

$62 laps over the 13.6 km course, while having all three entries finish in the top ten 
It's this Le Mans experience that makes every Mazda more reliable Bec ause everv time we race 
what we learn on the track is applied to the cars we build for the road 
hat way, your Mazda can develop quite a following as well 
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Teheran signals improved economic ties 


Krom bazaar to bloe 


he first Economic Cooperation Or- 

j ganisation (ECO) summit between 

Iran, Pakistan and Turkey is sched- 

uled to take place in Teheran during No- 

vember. The meeting could, apart from 

representing the initial step towards the 

creation of a regional common market, 

pave the way for the emergence of an eco- 

nomic bloc extending from the Indian bor- 
der to the Black Sea. 

Although Iran has led efforts to galva- 
nise the ECO, which emerged from the es- 
sentially moribund trilateral Regional Co- 
operation for Development (RCD) in 1985, 
Turkey's recognition that it stands little 
chance of gaining admission to the EC in 
the foreseeable future has helped boost in- 
terest in the organisation. 

The RCD, formed in 1977 under the 
Treaty of Izmir — itself the successor of 
the post-World War II anti-communist 
Bagdhad Pact — failed to gain much sup- 
port as it was largely ignored by the late 
Shah of Iran when he was in power. 

The post-Shah Iran was caught up in 
the throes of the Islamic revolution and 
had little time to think of intra-RCD trade 





Shia 


- LJ 
survival 

Tensions between Shia and Sunni 
Muslims could ease in the aftermath of 
the Gulf War, as Iraqi President Saddam 
Hussein's previous ability to destabilise 
relations between the two branches of Is- 
lam has been greatly reduced, according 
to Iraqi Shia leaders living in exile. 

They also believe that Sunni Saudi 
Arabia, which could have perpetuated 
the Shia-Sunni feud, is now more inter- 
ested in ensuring Saddam's elimination 
and lraq's stability. These Saudi objec- 

. tives are impossible to attain without 
Shia support, they say, as Shias — who 
represent almost half of Iraq's population 
— now constitute the core of the anti- 
Saddam resistance. However, the Saudis 
have shown little sign of helping the 
Iraqi resistance. 

The Iran-based Majlis-e Aala, the key 
body of the Iraqi Shia resistance, has 
considerable influence due to its close 
links with Sunni clerics and Kurdish 
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Ambitious plans for 
and domestic industrialisation. Following 
revision of the Treaty of Izmir in Islamabad 
last year, the ECO's focus switched to these 
two areas. Under the revised treaty, the 
ECO's council of foreign ministers became 
the group's highest policymaking body, 
which is required to meet at least once a 
year. 

The council is due to meet just before 
the summit, when it will approve the 


fighters. The Majlis asserts that the fight 
against Saddam in Iraq is far from over, 
despite the efforts of the Iraqi military to 
crush it. While it concedes that Saddam's 
brutal tactics have regained him control 
of the cities, the Majlis maintains that the 
resistance will resurface with greater 
strength at a time of its own choosing. 

The Majlis says Saddam's troops 
massacred over 17,000 men, women and 
children in retaking the holy city of 
Karbala, while a much larger number 
were killed in Najaf — the third most 
important holy site for Shia Muslims af- 
ter Mecca and Medina. A number of Shia 
clerics were hanged and non-combatants 
were slaughtered in the shrines where 
they had taken shelter. 

Syed Mahmoodal Hashimi, the sec- 
ond most senior Majlis leader and a 
cleric, met Saudi Arabia's King Fahd and 
other senior members of the ruling royal 
family during the pilgrimage to Mecca 
in June. In an interview with the REVIEW 
at his office in Qom, he declined to dis- 
cuss his deliberations with the Saudis, 
but said the priority for both the Saudis 
and the Gulf sheikhdoms was to ensure 
Saddam's removal. 
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agenda and agree on the protocol for the 
gathering. This is necessary because the 
original ECO accord did not allow for such 
a meeting, which adds to the importance 
of the Teheran summit as a means of 
pushing forward the overall aims of the 
organisation. 

At a more practical level, the summit is 
expected to endorse the protocol on a 10% 
reduction in customs duty on selected 
items, over and above the most-favoured- 
nation treatment to the member countries. 
However, while some key items have been 
excluded from tariff cuts — notably Ira- 
nian crude oil and Pakistani rice — the ECO 
secretariat describes the reduction as a first 
step towards establishing a free-trade area. 

In addition, the three member countries' 
central banks are due to formalise an ac- 
cord to create an ECO investment and de- 
velopment bank to finance industrial joint 
ventures before the foreign ministers' 
meeting. Such ventures are to be treated 
on par with domestic industry by each of 
the members. Sectors already identified for 
joint ventures are engineering, vehicle as- 
sembly, chemicals, fertilisers, cement and 
sugar. 

Other agreements include ambitious 
plans to link the three countries' rail sys- 
tems by building a new line in Iran that 
would join existing tracks and enable the 
eventual introduction of an Ankara-Tehe- 
ran-Islamabad route. Work is also due to 
start on some sections of a 5,174-km “ECO 
highway" linking the three countries. 


Hashimi, asked to comment on the 


widely perceived collapse of the Shia re- 
volt in Iraq and the antipathy of the US 
and peninsular Arabs to any rise of Shias 
in Iraq, noted there was a general fear 
that any increase in Shia influence in Iraq 
would be the beginning of an Iran-Iraq 
axis — a situation unacceptable to both 
the US and the Gulf Arabs. 

However, Hashimi pointed out that 
as a result of the Gulf War the Saudis 
and the Gulf Arabs now realise that the 
Shias and Iran are a fact of life and can- 
not be wished away, and that there can 
be no peace and stability in Iraq until all 
its people — including the Shias — are 
conceded their democratic rights. 

In his assertion that the peninsular 
Arab view of Shias and Iran has signi- 
ficantly , Hashimi points to the 
cordiality the Saudis displayed in their 
dealings with the Iranians during the last 
June pilgrimage to Mecca. Further, both 
the Arabs and the US now accept that 
while Saddam has had to bow to sup- 
erior Western military might, he has 
given no indication that he regrets or 
repudiates his actions that led to the war. 

m Salamat Ali 
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An existing ECO reinsurance 
pool — which collected premi- 
ums totalling some US$12 mil- 
lion last year — is due to be 
converted into a fully fledged 
reinsurance company to further 
reduce outflow of foreign ex- 
change, and there is already 
agreement in principle on eas- 
ing financial regulations among 
the member states. The three 
countries have also agreed, 
again in principle, to ease travel 
formalities for ECO nationals 
and work on a joint plan of ac- 
tion to encourage international 
tourism. 

Other proposals include the 
joint acquisition of a number of 25-30,000 
dwt multi-purpose tankers to export mo- 
lasses from Pakistan and Iran to Europe, 
the formation of an ECO shipping line and 
an Istanbul-based shipping information 
centre. Further cooperative ventures under 
consideration include the launch of a tele- 
communications satellite, greater inter-air- 
line collaboration, the formation of joint 
venture commercial banks and improved 
liaison between merchant banks and 
greater ties between educational institu- 
tions. 

At a wider level, ECO secretary-general 
Ali Reza Salari told the REVIEW that Ro- 
mania and Bulgaria have expressed inter- 





est in joining the organisation. Both appear 
to see the obvious potential offered by the 
existing 230-million-strong ECO market. In 
addition, the ECO members have already 
agreed that Afghanistan can join once 
peace has been restored. 

Perhaps more realistically, there is now 
an opportunity for greater economic links 
with the neighbouring Soviet Central Asian 
republics. Salari said the prime minister of 
Soviet Azerbaijan asked during a recent 
visit to Teheran how the republic could join 
ECO. 

Although no official discussions have 
taken place, public opinion in the three ECO 

countries strongly fav ours economic and 


cultural links with Soviet Cen- 
tral Asia, which is likely to put 
domestic pressure on the re- 
spective governments to sup- 
port any bid to join by any of 
the republics. 

Diplomats say it is generally 
understood that Moscow 
would approve the republics’ 
ECO ties if they do not conflict 
with its suzerainty, and the 
November summit is likely to 
discuss the issue. Under the 
treaty of union negotiated be- 
tween Moscow and various 
Soviet republics, the latter were 
allowed a large degree of au- 
tonomy and the latitude to de- 
velop external economic relations. The cur- 
rent turmoil in Moscow strengthens the 
Central Asians’ resolve to join ECO. 

Despite official enthusiasm for the ECO 
idea, the difficulties of creating a trade bloc 
or common market between the three 
present members are immense. While all 
are in varying stages of development, their 
economies are all recording a progressively 
declining share of agriculture in their GDP 
as their respective governments emphasise 
industrialisation. This transformation if 
carried out successfully, would soon bring 
them into conflict over tariffs as each 
sought to protect their new and growing 
industries. m Salamat Ali 
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In Hong Kong, travelling 
executives enjoy a host of 
privileges and advantages 
on Dynasty Club floors. 

Privileges such as com- 
plimentary breakfasts. 
Evening cocktails in the 
sanctuary of a private lounge. 
And the comfort of extra 
amenities. 

Advantages like a con- 

| cierge who understands 
local practices and execu- 
tives’ needs. Who can assist 
you with everything from a 
hairdresser to a private jet. 

Now you can be sure of 
executive lifestyle and con- 
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The Boeing Stratocruiser was destined for journeys across continents and 


oceans nonstop. Comfort was paramount: extra-wide cabins and air conditioning, 





dressing rooms and sleeping berths, a spiral staircase and lower deck lounge. Speed 


Boeing Stratocrutser, 1947 


was essential: the fastest wing of its day and a cruising speed of 340 mph. The stage was set to launch the jet age. 
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She is called the Queen of tbe Sky, the Boeing 747. And she rules with unprecedented range and extra- 


ordinary comfort. This newest version can fly 400 passengers one third of the way around the world. Over 


8 000 miles nonstop. The 747-400 is one of three Boeing models flying transoceanic skies today. And by 


mid-decade they'll be joined by the new 777, giving global travelers a world of range and comfort to choose from. 








BOEING 












ladly I acknowledge my undue 
haste last week in suggesting a 
political epitaph for Mikhail 
ye Gorbachov — “Gorbi-Teishu,” or 
| Japanese-style husband, popular abroad 
| but unpopular at home. My pessimism 





ü 
i 


| grew from an assumption that the same 
ji dark forces of reaction would triumph in 
..| Moscow as they did in Peking, which 
. | made me listen to George Bush's post-coup 
. | claim that "you can't put freedom and de- 
| mocracy back into a box" with some disbe- 
|| Bef: 
| . More accurately, I hope, today I recall 
. | memories of two men who have actually 
.. | departed this world, a couple of extraordi- 
- | mary and mysterious characters from the 
..| world of journalism. 
DM 
~- Eric Halpern, who died in a Cebu hospital 
«| in the Philippines on 5 August at the age of 
s 84, was the first editor of the REVIEW from 
-its appearance in October 1946 until 1958. 
t Halpern was a Viennese Jew who found 
_ his way to Shanghai in the 1930s. After 
World War II he moved to Hongkong 
| where he persuaded three of the biggest 
| Hongs (Kadoories, Hongkong Bank and 
| Jardines) to put up a small sum of money 
_to launch the magazine. 
. | - I those days it was very 
' [much a South China coast 
| publication (it was the RE- 
..| VIEW's second editor, Dick 


Ue 


| Wilson, who built it into a 
_ | truly international maga- 
=< | zine). Halpern was an idi- 
_ | osyncratic editor, to say the 
. | least. Even then he was a se- 


.|cretive loner and little is 
| |. known of him after he left 
he job — until he appeared 
“unexpectedly in the 
- REVIEW's offices in 1977. He 
as dressed in a dirty T- 
-baggy pants and flip- 
ps, with an ugly ulcer on 
eg, which he blamed on 
corpion sting in Dar-es-Salaam. He was 
uncommunicative about what he had been 
joing and his plans for the future: he loved 
walking and intended to head for the 
hilippines. 
_ When the REVIEW's most capable Ma- 
ila correspondent, Rigoberto “Bobi” 
iglao, learned of the death he made some 
nquiries. For the last 15 years of his life, in 
declining health, Halpern had stayed at 
-Cebu’s Town and Country pension. To the 
itizens of Cebu, who called him "Lolo 
Igrandpa] Eric,” he was just a rather odd 
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European, one of a gaggle washed up by 
life on those friendly, tropical (and rela- 
tively cheap) shores. Halpern was the local 
Austrian, the man who tramped around in 
shorts and sandals, who occasionally 
shouted irritably for service at his bank or 
at Cebu's Vienna Kaffehaus, where he re- 
paired regularly to read its racks of foreign 
magazines. He always bought the REVIEW, 
and paperbacks which, once read, he gave 
away: his room was bare of books when 
he died. 

He had few friends, apart from his 
landlady, Mrs Angela Gallego, her daugh- 
ter Marites and the local Honorary Aus- 
trian Consul Arcadio Alegrado — and he 
hardly confided in them. They were all 
struck by his lively intelligence: “very lucid 
and very sharp," despite his age, according 
to Alegrado. "He was interested in any- 
thing," Alegrado said, "I cannot forget this 
old man." 

Halpern was as active as his health al- 
lowed, often hiking off to neighbouring 
towns. In 1990, he wrote down a sad list of 
his ailments, noting that he had undergone 
two eye operations to replace his lenses 
and other operations for skin cancer (a 
disease which eventually led to the pul- 
monary embolism which 
killed him). His doctors 
were considering amputa- 
tion of his left leg where a 
chronic varicose ulcer (evi- 
dently a development of the 
scorpion bite we had seen in 
Hongkong) had become 
cancerous, while acute 
bronchitis was threatening 
to escalate into pneumonia. 

He had a few shares in a 
Canadian bank, some "very 
old" traveller's cheques, 
US$5,800 in the bank and 
some cash, out of which his 
hospital and doctors bills 
were paid. He owned prac- 
tically no wardrobe, and his 
friend the honorary consul supplied the 
barong tagalog and trousers in which he 
was buried and cremated. He had no 
known family, though efforts were being 
made to contact two daughters he once 
said lived in Vienna and Geneva. Halpern 
had expressed a wish that his ashes should 
be scattered on the seas off Cebu. 
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The other extraordinary journalist finally to 
succumb to the Grim Reaper this month 
was à nonagenarian, the amazingly resil- 
ient Norman Barrymaine. I can't hope to 
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raveller s Tales 






been the sul eo 
in the London Daily Tele 
Times, the latter dubbing 
spy and double agent. ^| ^ ^ ^. 
When I first got to know him in the late 
1960s he appeared to have fallen on hard 
times after a full and successful career in 
British journalism and in the aftermath of a 
couple of brain operations. He was travel- 
ling as passenger on small freighters 
ploughing between Canton, Hongkong, 
Shanghai and Pyongyang. The Cultural 
Revolution in China was still in full swing 
when he was arrested in Shanghai as a spy, 















the Chinese alleging that he had been | 


photographing a submarine base in the 
Yangtse estuary from his cabin's porthole. 
He remained in prison for 20 months. 


—————À 


When he emerged into Hongkong, the | 


Telegraph claimed on the basis of having 
paid him a tiny advance (£50 [US$84], as I 
recall) for exclusive rights to his story. 
When he gave his press conference, the 
Telegraph man, Frank Robertson, tried to 
cut him short but Barrymaine, as ebullient 


as ever, well knew the value of advance | 


publicity for the book he meant to write, 
and continued to talk. 

He was still talking — and name- 
dropping — on the following Sunday 


when I invited him on board my small | 


boat. He continued to talk throughout the 


whole day, not pausing for breath as he | 
disembarked and as he walked away along | 


the jetty. For days thereafter, I was haunted 
by his voice which seemed to echo 


unendingly along Hongkong's streets and 


reverberate between its skyscrapers. I con- 
ceived a sneaking sympathy for the Chi- 
nese security official who had the task of 


interrogating him. The exchanges could. 


have gone something like this: — .— 
Chinese Goon: Prisoner Barrymaine, what 
were you doing on the afternoon of 3rd 
July 1937? 

Barrymaine: Funny you should ask me that. 
I was walking down Piccadilly . . . No, I 


tell a lie, it was the Haymarket and I spot- 


ted Winston Churchill on the other side of 


the street . . . No, I tell a lie, it was Queen | 


Mary... 


In Hongkong his fortunes revived and |. 


he began a successful second career. He 
edited a lively afternoon newspaper, now 
sadly defunct, the China Mail, and then 
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moved across to work for Sally Aw Sian, | 


owner of the Hongkong Standard and the 
rest of the Sing Tao group. 
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Waking up to a trade gap 


fter years of neglecting Asia as a market or an invest- 

ment opportunity, the united Germany is beginning 

to wake up. The last trade balance has caused some 

to realise that the present situation should be recti- 
fied. 

Germany’s collective trade deficit with 24 Asian countries 
more than doubled in the first quarter of 1991 compared with 
the corresponding year-earlier period. German exports slipped 
partly because of the strong mark while imports rose sharply 
on surging demand from eastern Germany. 

More than half of the first-quarter deficit of over DM 9.3 
billion (US$5.38 billion) came from trade with Japan, Germa- 
ny's largest Asian trading partner. But around DM 4.4 billion 
of the trade gap was traceable to the rest of the Far Eastern 
countries. 

This could mark a significant shift because German trade 
with Asia had come within 
about DM 1 billion of 
being in balance in the first 
quarter of 1990, if the 
chronic imbalance with 
Japan was ignored. The 
new statistics, which en- 
compass both eastern and 
western Germany, are 
hard to evaluate because 
comparative numbers from 
1990 are for West Ger- 
many alone. 

Yet the most recent 
trade figures obviously im- 
ply that Asia’s rapidly de- 
veloping countries are dis- 
covering new ways to 
penetrate the united Ger- 
man market of nearly 80 
million people. The four 
tigers — South Korea, 
Taiwan, Hongkong and 
Singapore — have now taken a prominent place behind Japan 
and China as the leading German trading partners in the Asian 
Pacific region. 

Germany's two-way commerce with the Far East 
notched a record volume of DM 32.4 billion in the 
first three months of this year, up from DM 30.3 billion 
in the same period of the previous year. German 
imports from the region for the quarter jumped to DM 
20.9 billion from the corresponding DM 17.1 billion, while 
exports slipped to DM 11.6 billion from DM 13.1 billion. 

Aside from Japan, the biggest bene- 
ficiaries of Germany’s importing spree 
were China, which ran up a first-quarter 
trade surplus against Germany of over 
DM 2 billion, and Taiwan, which sold 
DM 1 billion more than it bought in 
Germany. 

South Korea swung to a DM 200 
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Slow to invest in Indonesia: Suharto with Chancellor Helmut Kohl in July. 





million surplus with Germany in the quarter from a DM 300 
million deficit in the same period last year. But the Seoul 
Technogerma trade fair held last winter may mean that signifi- 
cant new orders for German capital goods, such as factory 
automation equipment, will be reflected in subsequent statis- 
tics. Another German fair, this time featuring German con- 
sumer goods and tourism, is being arranged for next March in 
Seoul. 

Hongkong, Thailand, Singapore, Malaysia, the Philippines 
and India also got the best of first-quarter trade with the united 
Germany. For Singapore, which hosts offices of 388 German 
banks and companies, Germany is the most important trading 
partner outside Asia. The volume of two-way trade swelled to 
over DM 6.25 billion last year with Germany running a size- 
able surplus. Yet only 55 of Germany’s Singapore-based firms 
actually produce there. 

Measured in percentage 
terms, the biggest German 
success came in trade with 
Vietnam, which had solid 
trade ties with East Ger- 
many before unification. 
German exports to that 
country climbed to DM 
58.3 million from the year- 
earlier DM 12 million, a 
1990 figure which ignores 
the East German compo- 
nent. Vietnam, for decades 
the target of a US-led 
credit and trade embargo, 
is pinning hopes on the 
restoration of the German 
Hermes export surety line 
in its effort to modernise 
its decrepit infrastructure. 

Mongolia, another re- 
forming communist coun- 
try which had strong eco- 
nomic ties to East Germany, is now actively seeking trade and 
development aid from the new Germany. Foreign Minister 
Zerenpilijn Gombosuren delivered the country's plea personally 
during a June visit to Bonn. 

Indonesia, which to date has purchased 15 inter-island pas- 
senger ships from Germany's Meyer-Werft, also bought more 
German goods than it managed to export to Germany. 

In 1990, total West German trade with Asian countries had 
risen by 8.596 to a volume of DM 117.2 billion, with DM 15 
billion of Germany's DM 22.2 billion regional deficit that year 
attributable to Japan alone. 

For many of the region's countries, 
Germany remains the third-largest 
overseas trading partner after Japan 
and the US. The bulk of German 
exports to the region consist of capital 
goods, including machinery and 
electrotechnical products, as well as 
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location in Germany and Europe 
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plant engineering services, vehicles and chemicals. The devel- 
oping Asian countries typically supply Germany with consumer 
goods, entertainment electronics, textiles, leather goods, toys, 
plastics and raw materials. 

Judging by the paltry amount of direct investment German 
industry has devoted to the fast-growing Asian markets, the 
country’s deteriorating balance of trade with the region may be 
precisely what it deserves. German industry understandably 
targets its direct foreign investment at its major export markets 
with the result that Europe, which takes 77% of German 
export goods, and the Americas, which get another 10%, 
receive the lion's share. 

But with a significant share — currently around 9.7% — of 
German exports flowing to 
Asia, this myopic policy 


seems in urgent need of re- Y 
evaluation. The result of "b 
decades of neglect has been X 
that competitors from Japan t b 
and the US have been able Y 
to divide up the world's most ? 2 


promising growth market 
unchallenged. 

"Our industry must start 
thinking and planning be- 
yond the confines of Eu- 
rope," warned Heinrich 
Weiss, president of the 
German Industry Associa- 
tion, in a comment about 
the Asian market. “It faces 
the alternative of either 
continuing to play an in- 
ternational role — perhaps 
even a stronger one — or 
being squeezed out of the global market." 

Gross German direct investment abroad, including reinvested 
earnings, grew to around DM 25 billion in 1989 from less 
than DM 20 billion the year before. More than 6096 of this 
went to EC countries, at least another 2096 was invested in the 
US and Canada and something less than a further 1096 wound 
up in European countries outside the EC. 

From the 1096 which remained, Japan attracted a gross 
DM 365 million. On a net transfer basis, Hongkong was the 
recipient of a net DM 170 million 
of direct German business investment 
in 1989 and South Korea got an- 
other DM 76 million. But German 
industry actually disinvested a net DM 
164 million from Singapore. Sums 
earmarked for the region's other 
countries were negligible. 

German industry is scarcely rep- 
resented in the current foreign in- 
vestment boom in Malaysia and In- 
donesia, a shortcoming pointed out 
by Indonesian President Suharto 
during a July state visit to Germany. 
The notable exception is Siemens 
AG and its KWU power-plant con- 
struction unit. The state telecommu- 
nication company Inti has been li- 
censed to make Siemens equipment 
and a joint venture is planned. KWU 
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German technology competes in Asia: highspeed train. 
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also plans to expand its Indonesian output of components for 
steam and gas turbines. 

The Indonesian delegation made a strong plea for a more 
active German role in the local chemical, pharmaceutical and 
biomedical industries. Further steps to dismantle Indonesian 
market barriers and investment controls were promised as 
incentives to lure some German direct investment. Despite 
Indonesia's strong demand for imported German machinery 
and plant engineering services, German companies invested 
only DM 13 million there in 1990, complained Indonesian 
Technology Minister Habibie. 

A membership survey conducted this year by VDMA, the 
trade association of Germany machinery and plant engineering 

branch, revealed an aware- 

* ness of the deficiency. The 

companies listed the Asia- 

Pacific region as the only 

export market outside the 

EC where they expected to 

improve their performance 
this year. 

Room for improvement 
was reflected in the fact that 
1096 of the machinery im- 
ports of the Asian Pacific 
region come from Germany, 
but that the region accounts 
for only 696 of Germany's 
total machine exports. In 
fact, the German machin- 
ery market share in the 
region has fallen from 
around 15% in 1980, even 
though Germany leads the 
world in printing, paper and 
textile machinery. 

"One could infer from this that this market has been ne- 
glected by German machinery exporters and has not been 
vigorously exploited," the trade group said. "Our showing is 
not by a long shot what we would wish," admitted VDMA 
Executive Director Hans-Jurgen Zechlin. 

The machine makers are very bullish on the South Korean 
market and detected favorable conditions in Japan, Taiwan, 
Thailand, Indonesia and Malaysia. They were less optimistic 
about their prospects in the Philip- 
pines and Hongkong. 

VDMA found that the members 
who had plans for expansion in the 
region assigned a clear preference 
to the establishment of customer 
services and marketing networks. 
The leasing of patents, technology 
transfers and licensing got low pri- 
ority and there was negligible inter- 
est in local acquisitions, local pro- 
duction bases or other large-scale 
direct investment. 

Stiff domestic competition was 
listed as an obstacle in the Japa- 
nese market. But some medium- 
sized German equipment makers 
have significant subsidiaries there, 
including Linotype-Hell Graphics 
KK. Ball-bearing maker FAG 
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Kugelfischer Georg Schafer, which 
already produces locally in India, 
recently launched a South Korean 
production venture with the Sammi 
group at Chonyu. 

.. Asia looms larger for German 
industry in the related category of 
plant engineering. The Krupp and 
Thyssen groups, Siemens and sev- 
eral other big engineering concerns 
have long been active in helping to 

;. build the region's industrial and en- 

. ergy infrastructure. Together with 

Tung Mung Development Co. of 
= Taiwan, Krupp Stahl AG is currently 
:: building a cold rolling steel mill there. 

- The German chemical industry 
delivers a disproportionately high 
11.396 of its exports to Asia, in- 
cluding 3.396 to Japan. The US re- 
cession has forced companies such as BASF, Hoechst and 
Bayer to shift attention to Asia, particularly Japan and the four 
small tigers. All three are stepping up investment in Japan. 

BASF, with a 296 Japanese market share and stronger local 
sales growth than most of its Japanese competitors, already 
achieves three fifths of its turnover with local production, in- 
cluding 12 joint ventures. It has taken a controlling 8096 inter- 
est in BASF Engineering Plastics, a venture with Mitsubishi 
Petrochemicals. 

The German chemical industry has proven aggressive enough 
in Asia for one giant company, Hoechst, together with DuPont 

and Asahi Chemical, to get into trouble with the South Korean 
Govemment for allegedly dumping polyester products on the 
Korean market. The complaint was brought by Korea Engi- 
neering Plastic Co., a joint venture of Mitsubishi Gas Chemical 
and Korea's Hyosung group. 

. jn the sub-sector of food chemistry, Germany's Deutsche 

:*-Hydrierwerke was bought for a sum in the double-digit millions 
“of marks by Indonesia's Salim group, which processes vegeta- 

ble oils and seeks to expand in Europe. In cooperation with 

C Germany's Stollpack, Salim was also planning to expand its 
new plastics acquisition in Singapore. 

-. The German automotive industry, which produced a record 
5 million cars last year with the help of pent-up eastern Ger- 

- man demand, is cautiously scouting the developing industries 

. of Asia for potential suppliers. Pohang Iron and Steel, South 

. Korea's biggest steel maker, this year filled a large order from 
* Volkswagen for cold-rolled sheet steel. Mercedes-Benz had 

Ordered a precedent-setting steel consignment from Pohang 

the previous year. 

. Hyundai Motor is expected to start marketing its Korean 

cars in Germany this autumn through a new German joint 
venture with Mitsubishi, called Hyundai Motor Deutschland, at 

Heilbronn. Sangyong Motor Co., another of South Korea's 

five automotive companies, has a partnership with Daimler- 

Benz in transporter production. 

In the textile and apparel industry, German companies such 
as sports shoe maker Puma AG are increasingly manufactur- 
ing their wares under contract in Asian countries like the Phil- 
ippines and Korea. Some 400 companies from 14 countries 
- participated in last May's Asia Expo in Hamburg, exhibiting 
consumer goods ranging from furniture and leatherware to 
textiles and fashions for the benefit of buyers from German 
department stores. 
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Consumer electronics is develop- 
ing quickly into another strength of 
the Asian tigers. Korea's Hyundai 
group may decide to locate a Euro- 
pean manufacturing base for its 
computers and peripherals in Ger- 
many after opening its first Euro- 
pean office in Bremen in 1987 and 
starting its Hyundai European Elec- 
tronics subsidiary in the Frankfurt 
suburb of Eschborn last year. 

In finance, the five-year-old 
Japanese operation of Hongkong- 
based Deutsche Bank Capital Mar- 
kets (Asia) Ltd was ranked sixth 
among 52 foreign securities brokers. 
in Japan last year with operating 
earnings of ¥1.62 billion (US$11.87 
million). With 130 employees, this 
brokerage also ranked third among 
the foreigners in terms of net profit, which came to Y1.25 
billion. 

Liaison offices of Deutsche Bank Capital Markets (Asia) Ltd 
are being established in Taiwan and Seoul. The Korean pres- 
ence could be broadened to a branch because of the Seoul 
government's plan to let foreigners invest directly on the Ko- 
rean Stock Exchange starting next February. Some seven big 
German companies have listed their stock on the Japanese 
exchanges. + 





Losing out to EC 
partners in China 


C exports to China could revive a bit this year with the 
restoration of direct credits and export insurance, the 
recent approval of a new Chinese economic plan and an 
improvement in China's hard-currency reserves. Yet very few 
Chinese orders are being placed in Germany, traditionally 
China's fourth-biggest trading partner. 

Germany's chances of trimming its trade deficit with China 
look especially slim, despite its reinstatement late last year of 
the Hermes export risk insurance which the government had 
suspended after the 1989 civil unrest in Peking. All-German 
trade figures for the first quarter of 1991 show a dramatically 
widening trade deficit of more than DM 2 billion (US$1.16 
billion), compared with West Germany’s China trade deficit of 
only about DM 800 million for the first quarter of 1990. 

“The deficit is widening rapidly,” said Joachim Sundmacher, 
the China trade expert at the German East Asia Association 
(OAV). But he cautioned that statistical comparisons are difficult 
this year because the latest figures encompass all of the newly 
united Germany while the 1990 numbers are for West Ger- 
many alone. 2 

Sundmacher cited an OAV survey of German industry 
showing the Hermes export guarantees play a smaller role 
than assumed in China trade for most branches of industry. 
One problem is that Germany does not offer government 
export financing which China would need and which is avail- 
able from other EC countries. 
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This may be reflected in the fact that a large Chinese del- 
egation which toured the EC countries in early July to shop for 
European goods seems to have given Germany short shrift. 
This delegation, led by Foreign Trade Vice Minister Wei Yuming, 
ordered an estimated DM 1.5 billion worth of goods in France 
and Italy but only around DM 300 million when it got to 
Germany. 

China had dispatched this shopping party, the first of sev- 
eral, to demonstrate its new interest in balanced trade with the 
EC. France, Britain and Portugal 
were the only EC countries to run 
a trade surplus with China last 
year. 

China had rolled up a DM 3.7 
billion merchandise trade surplus 
with West Germany alone last year 
by selling one third more, or DM 
7.6 billion worth of goods, there 
while buying 12.3% less, or only 
DM 3.9 billion. In the period 
1986-90, Chinese exports to 
Germany doubled while the flow 
of German goods in the other 
direction slowed by 40%. 

The widening German trade 
deficit in China trade has been 
blamed mostly on China’s policy since 1988 of throttling imports 
and fostering exports to improve its currency reserve position. 
Political frictions and sanctions in the wake of Peking’s civil 
unrest did not help. Strict curbs on imports are also a feature 
of the new five-year plan, though officials like Wei Yuming 
have hinted that imports could rise. 

The most current statistics show that in the first quarter of 
1991, China delivered nearly DM 2.9 billion worth of goods 
to the united Germany but imported only DM 841 million in 
German products. In the corresponding quarter of 1990, China 
sold just under DM 1.9 billion 
in West Germany and bought 
around DM 1.1 billion in 
German goods. 

Information made available 
through the Canton Fair in 
April showed that Germany 
was a prime target of Chinese 
exports at the start of the year. 
Among Chinese goods, mainly 
textiles, re-exported abroad 
through Hongkong in the first 
two months of 1991, an in- 
crease of 148% was registered 
in shipments bound for Ger- 
many. 

German industry is now 
pinning hopes for a better 
balance on the next bilateral meeting of the German-Chinese 
economic conference, coming up in November in Peking. Eco- 
nomics Minister Jürgen Móllemann will lead the German dele- 
gation. 

"We will have to ponder how we can offer better incentives 
for German exports,” said Heinrich Weiss, who chairs the 
China working group of German industry besides heading the 
German Industry Federation, during the last conference in Bonn 
in May. The Chinese delegation then was led by Sheng Shuren, 
deputy chairman of China's state planning commission. lt 


Shanghai Volkswagen plant. 
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A Shanghai underground railway station under construction. 





discussed prospects for improving bilateral trade ties with 
German government and industry officials. With its successful 
export marketing offensive, China has now become Germa- 
ny's second-biggest supplier in Asia. 

The slightly less austere five-year economic plan adopted in 
April and the improvement in China foreign currency reserves 
as a result of its recent export successes are comforting signs 
for some EC manufacturers selling products and services there. 

One immediate result of the return to normalcy appeared 

to be a deal made in 1988 be- 
: tween Klóckner-Humboldt-Deutz 

(KHD) and China's Norinco 

group, which holds the licence to 

manufacture Mercedes-Benz heavy 
trucks. The partners this summer 
resumed consultations on the ex- 
pansion of Norinco assembly op- 
erations at the engine factories in 

Huabei and Weiyang. 

By 1995, KHD expects to raise 
Norinco's production capacity for 
its air-cooled Deutz diesel system 
to 10,000 engines a year from 
the current 4,000, produced un- 
der licence. Norinco puts some of 
the engines in heavy trucks. 
The Cologne engine maker said its components deliveries 

to China will rise significantly in the coming years, even though 
the Chinese are gradually incorporating more locally manufac- 
tured parts into the engines. KHD has sold components worth 
DM 200 million to China over the past 10 years. 

Sanofi GmbH, a German subsidiary of Elf Aquitaine, this 
year launched its first joint venture in China. Sanofi-Jiangxi 
Health Products Co. Ltd will make veterinary immunisation 
vaccines. The Chinese partner, Jiangxi, is the leading Chinese 
maker of animal vaccines. 

AEG AG, a unit of Daim- 
ler-Benz AG, is leading an en- 
gineering consortium building 
an underground railway sys- 
tem in Shanghai, where 
Volkswagen AG manufactures 
its Santana vehicles in its 
Anting assembly joint venture 
with the Chinese. VW recently 
earmarked DM 1.5 billion for 
a second car-making joint 
venture at Changchun in 
Manchuria and is participating 
in a project in the Pudong 
special economic zone. 

Companies in what used to 
be East Germany, which had 
traditionally exported to China, 
have lost a lot of business since German currency union, as it 
forced them to demand payment in hard currency. East 
Germany's two-way China trade has been estimated at around 
the equivalent of DM 1.2 billion in 1989, before unification. 

In the past, China's business with German companies has 
concentrated in the fields of motor manufacturing, petrochemi- 
cals, electrical engineering, electronics, telecommunications, 
plant engineering and machinery. The big German banks have 
responded to the declining export business to China by reducing 
their Peking liaison offices to the barest minimum. ¢ 
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Getting electricity flowing even 
where there is little water 





Water, it's one of the oldest renew- 
able energy sources and was one 
of the first sources used for power 
generation. We have been harnes- 
sing it since 1881. Since then we 
have supplied more than 700 hydro- 
power machines to more than 50 
countries around the world. 


And hydropower has a great future. 
Because we need this clean ener- 
9y source to help meet the world's 
growing energy demand. 


Generating plants of all sizes 


The world's largest hydropower 
plant generates electricity with our 
technology: At Itaipu nine Siemens 


machines each generate 824 MVA. 


And the kilowatt-hours generated 
daily by smaller Siemens-built 
plants are too numerous to count. 


The benefits of water 


Worldwide interest is growing in 
small hydropower plants. Because 
at carefully chosen sites, they 

not only operate cost-effectively and 
efficiently, but reliably, virtually 
maintenance-free and without 
continuous monitoring. Here, our 
experience counts - in plant mod- 
ernization, too. 


Clean enery 
Only cost-effective, clean power 
generation will be able to meet the 


growing worldwide energy de- 
mand while conserving resources 
We are committed to putting this 
principle into practice: In all fields 
of power plant engineering we 
design, develop and supply state- 
of-the-art-systems, equipment and 
turnkey plants tailored towards 
pollution control and higher cost- 
effectiveness in power generation 


Turbine for small hydropower plants on the test bed 





Committed to the future. 
Siemens Power Generation 





Japan companies 
benefit from union 


s Germany's dominant Asian trading partner, Japan 

was one of the countries that benefited most from the 

surge of pent-up consumer demand unleashed in east- 
ern Germany after currency union took place just over a year 
ago. 

All sorts of imported products, such as consumer electronics 
equipment from Japan, received a big boost starting last year 
because western German industry was already producing near 
its capacity limits at the time of unification. Imports largely 
supplied the additional consumption. 

The result has been a dramatic shift in the German balance 

- of payments which has now virtually wiped out Germany's 
traditional current-account surplus. Even before unification, 
— dapan had been one of the few countries with which Germany 
had been running large trade deficits. 
But the gap had been slowly nar- 
rowing in recent years as Japan 
loosened import barriers. Now even 
this progress has been wiped out. 
In the first quarter of 1991, ac- 
=> cording to trade data from German 
<o Industry’s East Asian Association 
EU (OAV), the deficit in the new Ger- 
many's Japan trade swelled to nearly 
— DM 4.9 billion (US$2.84 billion) 
- from just slightly over DM 3 billion 
-fòr western Germany alone in the 
| corresponding quarter of 1990. 
True, the picture is complicated by 
the switch to all-German statistics, 
but the trend seems ominous. 

In the first quarter, Japan sold 
nearly DM 9.1 billion worth of goods 
in Germany, up from close to DM 

. 4.9 billion in West Germany alone 
.. in the previous year's correspond- 
| ing quarter. Yet the volume of the 

-- new Germany's merchandise exports 
^to Japan in the first quarter, thanks 
-. partly to the strong mark, shrank to just under DM 4.2 billion 
from more than DM 4.8 billion for West Germany alone in the 

first three months of 1990. 

- Japan accounts for nearly half of Germany's trade volume 
with East Asia, about DM 117 billion in 1990. In 1990, West 
Germany bought Japanese goods worth around DM 32.9 billion, 
while selling close to DM 17.9 billion in Japan. German de- 
liveries to Japan were up an encouraging 21.296 that year, 
while imports from Japan where almost stagnant. 

Partly responsible for the favorable trend in German ex- 
ports to Japan last year was the growing popularity of German 
luxury cars with status-conscious and increasingly affluent 
_ dapanese consumers. 

. dapanese imports of foreign cars jumped by 23% last year 
-to 220,000 vehicles, with the German makes of Mercedes- 
. Benz, BMW, Audi and Volkswagen dominating the market. 
. Japanese motorists in 1990 bought 38,844 Mercedes, up 
2396; 36,527 BMWs, up 1096; 36,770 VWs, up 696; and 
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16,691 Audis, up 1796. 

The relatively modest numbers belie the lucrative margins 
for these vehicles, mostly in the upper price and performance 
categories. But the big Japanese manufacturers, whose own 
domestic sales dropped in the first half of 1991. seem to be 
learning a global lesson from their competitors’ success. 2. 

The Japanese manufacturers are starting to introduce new, 
upmarket models. Mazda's new Sentia now joins the Toyota 
Lexus, Nissan Infiniti and Honda Acura, which have been 
successfully introduced in the US. These will compete with 
Mercedes and BMW if they are aggressively marketed in 
Germany. 

With a 2.796 share of the German new car market in the 
first four months of 1991, Mazda leads Nissan and Toyota, 
with about 2.496 each, but trails far behind the domestic makes 
and other European cars. New registrations in May 1991 
showed VW-Audi still holds a domestic market share of 27.596, 
followed by GM Opel with 18.596, Ford 10.796, Mercedes 
7.6% and BMW 5.9%. 

Renault, Fiat and Peugeot also do better than the Japanese 
makes in Germany. Still, Mazda recorded over DM 2 billion in 
German sales last year and Toyota 
came very close to that mark. 
Unification, in fact, has bestowed 
blessings on nearly all manufactur- 
ers lately because of the demand 
surge from the East. 

Germany's large electronics and 
electrical engineering branch has 
traditionally delivered a comfortable 
worldwide export surplus, but im- 
ports of competing Japanese prod- 
ucts are slowly whittling down this 
advantage. The preliminary 1991 
German-Japanese trade figures 
suggest the erosion continues. 

Siemens AG regards Japan as a 
key market for its diagnostic medi- 
cal devices, some of which compete. 
with Toshiba's. Matsushita Electric 
Industrial Co.'s acquisition of televi- 
sion maker Loewa Opta GmbH 
demonstrates that Japanese elec- 
tronics companies also see new 
market opportunities in the unified - 
Germany. Nissan Electric Co., affili- 
ated with the Sumitomo group, recently set up its. first. Euro- 
pean office in Dusseldorf and has announced it would start 
marketing its personal computers in Europe. — 

In the mechanical engineering branch, traditionalh one. of | 
Germany's leading exporters, a German consortium led by | 
Siemens is competing worldwide with Japan ese, French and 
Swiss-Swedish rivals in the market for high-spe peed trains. 
sub-sector of machine tools, Japan's Makino: Milling. Machine E 
Co., has gained a bridgehead i in the German market by buying - 
a controlling interest in the Hamburg machine-tool maker 
Heidenreich und Harbeck GmbH from: Gildemeister AG, ‘one 
of the German market leaders. | 

With the opening of Eastem Europe, the competen: in - 
machine tools should intensify because both German and. 
Japanese tool makers have been buffeted by weak sales and — 
earnings over the past year as recession gripped major export 
markets. The German machinery branch, dominated by hun- . 
dreds of small or mid-sized, mostly family owned compania, E 
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Some of the most important are in 
Munich. And it's no wonder. Munich 
simply has so much to offer as a trade 
fair centre. At the heart of Europe, it is 
the ideal venue for experts and deci- 
sion-mokers from all over the world — 
for a first-class professional public. 
Munich trade fairs are perfectly or- 
ganized events with clearly defined 
target markets — for visitors and exhibi- 
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good for international contacts. Here 
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UEKMANT UP 


is mobilising a push to penetrate Far 
Eastern markets where Japanese 
and US competitors have already 
built strong positions. 

In precision instruments, Yamato 
Scale Co. is upgrading its German 
sales effort and Yokagawa Electric 
Corp. acquired a stake in Roth 
Technik GmbH to help it penetrate 
the European market in controls and 
automation. 

The German machinery makers 
had focused their Asian efforts on 
the Japanese market where a Ger- 
man industry centre in Yokohama 
has paid dividends through a coop- 
erative marketing approach. Ger- 
many's mechanical engineering 
branch posts annual sales of around 
DM 2.5 billion in Japan, which is 
only about two fifths of Japan's 
growing machinery deliveries to 
Germany. 

The chemical industry, another 
one of Germany's big exporters, is probably the country's 
most internationalised sector. The leading companies are long 
established in major foreign markets such as the US and Ja- 
pan, through joint ventures and subsidiaries. Local production 
is increasing. 

The three major chemical concems — Hoechst, Bayer and 
BSAF — each have earmarked annual investment of around 
DM 150 million to strengthen their Japanese operations. In 
addition, Hoechst has entered into cooperation with the 
Mitsubishi group in the manufacture of polyethene films and 





Deutsche Bank: successful operations in Asia. 


OJIA 


Bayer is doing joint research with 
Toda Corp. on magnetic materials. 

German municipalities, including 
the new eastern states, appear to 
be working harder to attract new 
Japanese industry and investment. 
In its competition for seaborne Asian 
commerce with Hamburg, Rotter- 
dam and Antwerp, the port of 
Bremen in June opened a new of- 
fice complex, dubbed World Trade 
Centre, which already has its first 
50 Asian corporate tenants. 

Dusseldorf, which has nearly 
6,000 Japanese residents and boasts 
the densest concentration of Japa- 
nese industry in Europe, has had a 
Japan Centre since 1978 to go with 
the 365 Japanese companies rep- 
resented there. Tomen Corp. has 
unveiled plans to build a giant sports 
and social complex in the Rhine 
metropolis. 

Frankfurt, which ranks just behind 
Dusseldorf as a centre for Japanese commercial and financial 
interests, is getting a new Japanese Business Centre, sponsored 
by Industrial Bank of Japan. Nearly all the big Japanese banks 
and investment houses are now represented in this German 
financial mecca. 

Hamburg, which handles increasing volume of incoming 
Asian containers, attracted 400 exhibitors from 14 countries 
last May to its Asia Expo. The specialty retail trade fair put Far 
Eastern fashions and textiles, furniture and leather goods on 
display for German department store buyers. € 





Boom times may 
soon be over 


ermany's booming economy in mid-1991 was still 

showing scant signs of the inevitable weakening trend 

which most economists have been stubbornly forecast- 
ing for the immediate future. 

Real growth in GNP, though unspectacular by the recent 
standards of some vastly smaller East Asian economies, re- 
mained the envy of Germany's continental European neighbours 
as well as of recession-ravaged Britain and the US. 

Finance Minister Theo Waigel announced in July that the 
western German economy expanded in the second calendar 
quarter at an inflation-adjusted rate of close to 596. If this pace 
were to prevail for the entire year — but scarcely anyone 
believes it will — the German economy would turn in its best 
performance since real GNP arowth hit 5.696 in 1976. 

The western German economy did exactly that last year 
when real GNP arew 4.796 after 3.996 expansion in 1989. 
The statistical base, of course, changed markedly with currency 
union in mid-1990, followed by political unification of East and 
West Germany on 3 October 1990. Yet even with the subse- 
quent collapse of production in the new eastern states under 
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the shock of a free market, all-German 1990 GNP growth still 
came to around 3.596. 

Unfortunately, this unification boom cannot last much longer. 
The calculation behind this conclusion is simple. 

Growth over the past year has been powered by two forces: 
double-digit increases in business investment, which is now 
being choked off by weaker corporate earnings and high inter- 
est rates; and eastern Germany's pent-up consumption, which 
must soon subside because of growing regional unemployment 
and structural upheaval. 

Yet eastem Germany contributes barely 896 of all-German 
GNP. The decisive macroeconomic factor is exports from 
western Germany, which represent around 4096 of GNP and 
have been falling lately because of adverse currency rates and 
recession in key foreign markets. 

The Organisation for Economic Cooperation and Develop- 
ment (OECD) in July projected the real GNP arowth rate for 
all of Germany this year will amount to only 0.596 or 196. This 
would be the weighted result of 2.7596 growth in the west and 
another 15-2096 contraction in the east. 

While western German industrial production was expected 
to rise by around 2.596 this year after 5.196 in 1990, statistics 
are showing that industrial production in the eastern states 
contracted by around one third in the 12 months following 
currency union in mid-1990. This collapse was largely the 
result of the sudden loss of East Germany's Comecon export 
markets and the inability of its products to compete, even 
locally, with western ones. 
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The associated loss of jobs — OECD fears full or partial 
unemployment could hit at least 2.5 million eastern Germans 
by year's end — has forced Chancellor Helmut Kohl's govern- 
ment to cushion the blow with massive west-to-east transfer 
payments. 

This infusion, financed with capital market borrowing, was 
projected to reach DM 150 billion alone in 1991. Critics say 
up to two thirds of these grants are merely fuelling more 
consumption of western German and imported consumer goods, 
without contributing much to productivity in the stricken re- 
gion. 

Massive public investment in the region's inadequate trans- 
portation, telecommunications and administrative infrastructure 
is urgently needed to attract competitive industries with private 
investment. But the German Government is probing the outer 
limits of what it can prudently borrow on the capital markets, 
and the infrastructure task is only just beginning. 

The problem is compounded by the fact that wage levels in 
the eastern states have already risen 
to around two thirds of those in 
western Germany, driving still more 
of the region's tottering production 
Kombinats towards insolvency. 
Treuhandanstalt, the government 
receivership which took over East 
Germany's state-owned industry lock, 
stock and barrel, has been struggling 
to reorganise and privatise the viable 
units while letting the rest die. 

Treuhandanstalt, and its president 
Birgit Breuel, are encountering in- 
creasing political opposition from 
those who would prefer to subsidise 
the weak sisters as a ploy to dis- 
courage skilled labour from migrat- 
ing westward. Thus, in a way remi- 
niscent of East Germany's defunct 
command economy, the government 
could be compelled to subsidise 
hopeless cases which would further | 
drain dwindling resources that might otherwise be deployed to 
strengthen the region's most promising and productive sectors 
and to rebuild the regional infrastructure. 

The burden of financing all the conflicting goals associated 
with the economic rehabilitation and integration of the eastern 
states forced the government to raise taxes sharply at mid- 
year. The tax rises, coupled with 1991 wage contract settle- 
ments featuring average pay increases of around 796 in western 
German industry, caused the country's inflation rate to go over 
the 496 threshold in July to 4.596 from 3.596 in June and 2.796 
in January. 

This in tum placed pressure on the Bundesbank to raise 
interest rates again to maintain the value of the German mark 
against leading foreign currencies. With public-sector borrow- 
ing at all levels expected to soar to around DM 185 billion this 
year, or 6.596 of GNP, fiscal management has painted itself 
into a corner, leaving only monetary instruments to keep the 
country's finances on a relatively even keel. 

With capital market yields again straining at the 996 level 
under the impact of exorbitant government borrowing, policy 
analysts in the banking community are already warning that 
further tax increases are inevitable in 1992. All this means that 
the vaunted standard of living enjoyed by West Germans be- 
fore unification is coming down. And economic growth must 
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Birgit Breuel, president of Treuhandanstalt. 


slow markedly. 

The deepening fiscal crisis is offset somewhat by a faint 
glow on the eastern and western horizons. In eastern Ger- 
many, the first feeble signs of recovery have recently been 
detected. Overall production is still in a tailspin, but construc- 
tion activity is starting to pick up and surviving eastern Ger- 
man enterprises are beginning to deliver more food and capi- 
tal goods to westem Germany. 

On the western front, the fall of the mark against the dollar 
in the aftermath of the Gulf conflict and the fragile recovery 
detected in the US economy is expected to revive Germany's 
vital export trade toward the start of next year. This, in turn, 
should launch an exportled recovery in Germany in early 
1992 after the sharp retrenchment projected for the second 
half of 1991. 

For 1992, the OECD forecast only 2.2596 arowth in west- 
em Germany. This would have to be supported by an export 
upswing because waning domestic consumption and weaker 
business investment will inevitably 
result from soaring tax rates and 
sustained higher interest rates. Given 
the paralysis of fiscal policy and the 
inflationary bias in the economy, 
the Bundesbank will have to wait 
for clear signs of weakening do- 
mestic demand before it can justify 
any significant easing of credit 
policy. 

If thedollar plays along by sta- 
bilising or weakening against the 
mark, Germany's interest rates could 
then be adjusted downward late this 
year, paving the way for a general 
recovery of the domestic economy 
by mid-1992. The revival of exports 
and a decline in Germany's vora- 
cious appetite for imported goods 
would have a beneficial impact on 
the country’s balance of pay- 
ments, which has deteriorated dra- 
matically since unification. 

Soaring imports, weak exports and uncompensated hand- 
outs like Soviet credits and the DM 17 billion Germany paid 
towards the US-led Gulf intervention, wiped out Germany's 
traditional current account surplus this year. The cumulative 
national debt is set to rise this year to nearly DM 1.5 trillion 
— half of Germany's GNP. 

A current account deficit of around DM 25 billion is easily 
possible for this year, economists say, leaving Germany sud- 
denly dependent upon capital imports to make ends meet. 

Dr E. Cornehl, chief economist at Frankfurt's Bank Julius 
Bár (Deutschland) AG, estimated the country's debt service 
ratio, or the ratio of interest and redemption costs to total 
state expenditure, will climb to 13.596 by 1995 from 8.496 in 
1990. 

With its high rates of savings and vigorous business invest- 
ment, the new Germany of 78.8 million people can just about 
handle this. In western Germany the ratio of personal savings 
to disposable income was estimated at near 1596 and the 
corporate investment rate was over 1396 last year. When the 
eastern states spring back, these still untapped reserves will 
eventually pay off in an expanding industrial economy which 
will benefit increasingly from the recovery of global commerce 
and the opening of Eastern Europe. € 
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to details, 


because 


big projects are 
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Ideas that work are more than 
just ideas. Real solutions to 
real problems demand a 
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tions and decisions, a harmoni- 
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solids. 


We would be pleased to show 
you in detail what we can do. 
Just give us a call or contact 
us. We can help find "your" 
solution. 








Japan's capital 
on the Rhine 


hen it comes to Europe, Dusseldorf, the state capital 
of North Rhine-Westphalia, is Japan's top priority. 
Over the years the number of companies from Japan 
which have taken root there add up to almost 300 — more 
than anywhere else in Europe. Only in New York, in fact, can 
you find a larger overseas Japanese economic presence. 

A good 5,500 Japanese have followed their firms to 
Dusseldorf, and they in turn have been followed by Japanese 
doctors, booksellers, restaurants, a school and even a Japan- 
ese Garden. One by-product of all this is that the cosmopolitan 
city of Dusseldorf has been nicknamed "Japan's capital on the 
Rhine.” 

The growth of the Japanese community in Dusseldorf dates 
back to the 1960s. Until World War II, Hamburg, Germany's 
largest port with central Europe as its hinterland, was a natural 
site for the main base of Japan's European trade. For the first 
few years after the war, the Japanese still more easily identified 
with the Elbe than with the Rhine, an unknown region of 
German fables and legends. 

With the recovery of Japan's industries after the war, de- 
mand grew for machinery and other heavy industrial products. 
This was where Dusseldorf, close to the Ruhr, came into its 
own. It was here that the emergent Asian economic power 
found not only the technology, but also the vital know-how for 
areas such as steel. At the same time, the EC, as an economic 
entity, was becoming increasingly important to Japan for im- 
ports and exports, and from this point of view, too, the centrally 
situated city on the Lower Rhine was a serious proposition. 

The first Japanese firm to open a branch in Dusseldorf was 
the trading house of Tokyo Boeki. That was in 1950. The 
Japanese community grew like a tiny Bonsai tree at first, but 
then began to develop faster, in line with Japan's international 
economic ascent. Today Japanese firms in the widest imagina- 
ble range of businesses operate from Dusseldorf. They include 
trading houses, electrical and electronics companies, oil enter- 
prises and office machine manufacturers. 

Other lines with a significant presence in the city are machine 
building. the car industry and service enterprises such as banks 
and insurance companies, building societies, advertising and 
forwarding agencies, the arocery business and restaurants. The 
range is almost complete; six Japanese trade associations also 
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have their offices in Dusseldorf. 

In the number of foreign companies in Dusseldorf, Japan 
comes third after the Netherlands which has about 350, and 
the US, with almost as many. But Japan outnumbers Britain 
with 250 and France with 150. The next most "Japanese" 
German cities after Dusseldorf are Frankfurt, Hamburg and 
Munich. No other city in Europe is host to anything approach- 
ing the scale of Japanese operations active in Dusseldorf. 

Almost 6,000 Japanese live in the Dusseldorf area: about 
one third of their total numbers in Germany. Of these about 
2,000 are employed in the Japanese firms in the city, which 
employ another 6,000, most of whom are German. The es- 
timated annual turnover runs to DM 7 billion (US$4 billion). 
The Japanese in Dusseldorf are an important economic factor 
for local shops and businesses — to the tune of an additional 
annual turnover of some DM 100 million. 

Such a development would hardly have been possible with- 
out a thoroughly planned infrastructure and a whole line of 
organisations whose purpose is the exchange of information 
amongst Japanese compatriots and to represent their interests 
in various fields. Among these is the Japanese Club, founded 
in 1964. Today it has about 4,500 members and is one of the 
biggest clubs in the city. A year after the club came the Japa- 
nese Consulate, which was soon promoted to the status of a 
Consulate-General; and in 1966 the Japanese Chamber of 
Industry and Commerce was established, beginning with a 
membership of 100 firms and now larger than all its sister 
organisations in Europe. 

Dusseldorf has had a Japanese School since 1970. After 
some time in various provisional locations, it was established in 
a new building in Niederkassel on the left bank of the Rhine. 
It adheres fully to the Japanese education system and is divided 
into a primary school of six classes and a junior school of 
three. It is planned to add a high school. Where it differs from 
the domestic Japanese model is in the financing; at home 
attendance of primary and junior schools is usually free, whereas 
parents in Dusseldorf pay a fee. 

Proximity to school, or the Japanese kindergarten opened 
in 1983, is a decisive factor in family life. Most of Dusseldorf's 
Japanese live on the left bank of the Rhine but Japan's firms 
and offices are concentrated on the right. 

This is where, in 1978, the Japan Centre was built, also 
bringing a Far-Eastern touch to the town-scape architecturally. 
This DM 180 million complex — the biggest single invest- 
ment by the Japanese in Dusseldorf — provides work for 400 
staff in more than 30 firms and institutions. It also houses the 
Japanese Consulate General, the Japanese Chamber of Com- 
merce, a Japanese department store, a 600-room hotel and a 
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Japanese restaurant. 
Mutual 


understanding, sympathy and 
eager helpfulness characterise the rela- 
tionship between Dusseldorf's Japanese 
and German citizens, which is supported 
not least by the German-Japanese So- 
ciety, founded in 1964, as well as a con- 
tinuous forum instituted for consultation 
between the city and its Japanese com- 
munity. For all their proverbial reticence, 
the Japanese have become part of the 
fabric of Rhenish custom and folklore, as 
active in the area's music and fine arts as 
their German colleagues. 

In gratitude for the hospitality of the 
citizens of Dusseldorf and of German in- 
stitutions, the Japanese community pre- 
sented Dusseldorf with a Japanese Gar- 
den in 1975. Covering 5,000 m? within 
Nordpark, DM 1.8 million was spent on 
rocks, typical vegetation and a stone 
lantern. It is a garden of striking character 
and is a much-frequented part of 
Nordpark. The *Japan Week" of 1983 
was an expression of the same spirit. A 
joint German- Japanese venture of more 
than 150 separate events, it was the most 
successful festival featuring a foreign 
country that Dusseldorf has ever seen. 
The Japanese firework display alone at- 
tracted over 1 million visitors. 

The favour was reciprocated a year 
later with a grand German Exposition in 
Japan. These organised events only ac- 
cord with the ever-increasing general 
interest in that country, its people, cus- 
toms and folklore. Dusseldorf's Adult 
Education Centre, the Volkshochschule, 
holds more than 20 Japanese language 
courses and many other lectures on vari- 
. ous aspects of the country. 

Since 1984 it has also offered the 
"Japanese language proficiency test," the 
only examination available in Europe that 
is accepted as an objective standard for 

proficiency in Japanese. tis the language 
ualification for German students wish- 
ing to pursue courses at colleges and uni- 
versities in Japan. 

The Japanese have been ENR A 
gratified to see courses relating to modem 
Japan introduced at the universities of 
Dusseldorf and Duisburg. It is true that 
the phenomenal increase in Japanese 
firms, parallel to economic trends in 
general, has abated; but it is also true, 
now as then, that as many firms have 


settled in the Dusseldorf area as in the | 


rest of Germany altogether. The large, 
well-organised Japanese community and 

the existing infrastructure on the 
continue to be an incentive for Japanese 
concerns contemplating new offices in 
Germany. + 
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YOU WANT TO SPEAK GERMAN, 
SPEAK TO US FIRST! 





155 CULTURAL INSTITUTES IN 73 COUNTRIES. 
16 INSTITUTES IN GERMANY. 
100.000 STUDENTS FER TEARS 


WE ARE NEAR TO YOU TOO 
JUST CALL US: 


BANGKOK (0066-2) 286 9002-4 - SINGAPORE (0065) 
337 5111 - JAKARTA (0062-21) 88 2055 - BANDUNG 
(0062-22) 43 6440 - SURABAYA (0062-31) 43735/36 
- HONGKONG (00852) 527 0088 - BEIJING (0086-1) 
841 7891 - SEOUL (0082-2) 7549831-33 - TOKYO 
(0081-3) 3584 3201 - OSAKA (0081-6) 34 13 051-53 

KYOTO (0081-75) 7612188-89 - WELLINGTON 
(0064-4) 499 24 69 - SYDNEY (0061-2) 3287411 - 
MELBOURNE (0061-3) 518838 - KUALA LUMPUR 
(0060-3) 2422111 - MANILA (0063-2) 7224671-3 
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NUIHINU ESUAFES ALFA. 


Too quick for the eye, but not for Agfa. A golf ball is deformed on 
impact in a fraction of a second. A superfast Agfa film captures the 
moment. Diamond sharp, for all time. 

Film is Agfa's visiting card. Everbody knows it. Everybody loves it. 
Professionals and amateurs alike. But Agfa is more than just film. For 
over a hundred years Agfa has been setting milestones along the road 
to today's hi-tech world of text and images. Photographic paper and 
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photocopiers, X-ray film and cine-film, computer-controlled photo 
composition systems, digital art printers and mini-labs (“1 hour 
labs”) - Agfa provides vital stimulus in all areas of progress. 

The Agfa rhombus is a shining light in more than 140 coun- 
tries on all five continents. A symbol of quality in a world 


AGFA <> 


of light. Pointing the way to the 


future. 


NOTHING ESCAPES AGFA. 





ARTS ANO SOCIETY 


CHINA 


Memories of the Nanjing Massacre are drenched in politics 


War and remembrance 


By lan Buruma in Nanjing 
ommemorating atrocities is often 
an awkward business. For such 
commemorations usually are 
marked by political and religious 
symbolism which is inappropriate, even 
absurd in light of what actually happened 
in the past. 

Auschwitz in southern Poland or Hiro- 
shima in Japan usually come to mind. But 
two weeks ago, our gathering took place in 
Nanjing. We had come to commemorate 
the massacre which took place there in 
1937, when the Japanese Imperial Army 
sacked Nanjing and went on a rampage. 
Packed in one seedy hotel room, we were 
an odd group: Japanese peace activists be- 
longing to organisations with such names 
as "Forum to Ponder on the War Victims 
in Asia and the Pacific Region and Engrave 
It On Our Minds," Chinese seekers after 
justice and Japanese war reparations, many 
of whom had been jailed by the govern- 
ment for subversion, a retired American 
reporter whose father had been on the 
scene in 1937, Chinese living in America 
and Europe with a patriotic interest in 
China, the odd local policeman, and four 
old, weatherbeaten survivors of the mas- 
sacre, accompanied by their relatives. 

We sipped endless cups of tea and ex- 
amined the scars displayed by the survi- 
vors who rolled up their trousers and took 
off their shirts for our inspection. One man 
had been forced to retrieve fish, which the 
Japanese had killed with hand grenades, 
from an icy river, after which he was 
"dried," to the amusement of the soldiers, 
in a bonfire. He survived death-by-burning 
through a lucky escape. He now wished to 
demand war reparations and enlist the 
help in this aim of "our Japanese friends." 

A woman with the complexion of an 
old walnut showed where, as a young girl, 
she was shot through the leg by a trigger- 
happy soldier. Worse things happened, 
which she didn't wish to mention. She, too, 
demanded money from the Japanese 
Government. Then there was a man who 
pointed out where his neck had been 
struck by a Japanese axe. He had managed 
to escape from an execution squad, but he 
lost his home and family. He also de- 
manded reparation. The fourth survivor 
told a story of being rounded up with his 
brother to be machine-gunned on the 
banks of the Yangtse River. His brother 





5 SEPTEMBER 1991 





In the canon of atrocities. 
died, but he survived by hiding in a pile of 
bloody corpses, periodically poked by 
Japanese bayonets. Compensation was his 
earnest wish as well. 

After these distressing stories, state- 
ments were made "to our friends" about 
the desirability of world peace. The Chi- 
nese sang a patriotic song about the Japa- 
nese invasion of China. Speeches were 
made denouncing the Japanese politician 
Shintaro Ishihara, who had recently called 
the Nanjing Massacre a Chinese fantasy. 
And some of the Japanese got up to ex- 
press their sense of shared responsibility 
for the past and their desire to fight for 
financial compensation for the victims. 

The stories were moving and the sin- 
cerity of the statements was beyond doubt. 
What remained discreetly unmentioned 
was the politics behind the occasion. Men- 
tion of politics would have seemed gauche 
in an atmosphere of sincerity, universal 
friendship and world peace. In fact, how- 
ever, the Nanjing Massacre, as an historical 
symbol, is drenched in politics. 

In the first place, it transpired that the 
survivors did not speak out openly before 
1982, nor was the memorial museum in 
Nanjing built before that time. According 
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to the survivors themselves, they had been 
called upon as official witnesses by the 


£4 mas 


government only after the notorious Japa- — 


nese textbook affair, when "invasion," in 
Japanese schoolrooms, became "advance." 

Why not before? A Chinese lawyer in 
our group explained that only three dates 
had been considered of real importance: 
the Manchurian Incident in 1931, the inva- 
sion of China in September 1937, and the 
Japanese surrender in August 1945. 
Nanjing didn't fit into Chinese communist 
lore; Nanjing had been held by the 
Kuomintang; the victims were in the Na- 
tionalist camp. So, even after official atten- 
tion was paid to Nanjing after 1982, mainly 
because such attention played upon the 
guilt of the Japanese, from whom large 
interest-free loans were solicited, such at- 
tention was half-hearted. 

This is visible in the rather pathetic, un- 
derfunded Nanjing memorial museum. 
Half the lights inside don't work. The 
photographs are smudged copies of copies. 
Cobwebs span the ceilings and a smell of 
mould fills the stuffy concrete rooms. And 
the politics are blatant. The purpose of the 
museum, it says in red characters on one 
of the walls, is to "encourage the people to 
redouble their efforts to strengthen China 
and support our foreign policy of peace 
and independence . . .” 

The desire for peace is a commendable 
thing, but it is easily co-opted by the dead 
language of propaganda — overtly and in- 
tentionally in the memorial museum, per- 
haps innocently and unintentionally in our 
gathering at the hotel. Politics and propa- 
ganda are no less in evidence in Japan. 
Ishihara's remarks about Nanjing — or the 
Japanese wartime record in general — do 
not reflect a deep interest in historical truth 
so much as contempt for the breast-beating 
Japanese Left and a sense of frustration 
about Japanese subservience to American 
or Chinese, or other foreign interests, out 
of historical guilt. Without the guilt, he 
thinks, Japan can change its "Peace Con- 
stitution,” and be a strong nation again 
with an assertive, independent foreign 
policy. Many Japanese peace activists op- 
pose such a course for Japan and bring up 
Nanjing to warn against it. 

Given this tangle of political sensitivi- 
ties, our get-together in Nanjing could 
hardly escape political gamesmanship. 
Much of this took the form of rumours and 
speculation, but this much could be gath- 
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ered as fact: the initiative to organise an 
official commemoration for the Nanjing 
Massacre was taken by a group of con- 
cerned Chinese living in the US. Histori- 
ans, journalists, officials and assorted peace 
activists from Japan, Taiwan, China, and 
the US were to be invited officially by the 
Chinese Government to meet in Nanjing 
and take part in seminars, musical eve- 
nings and various ceremonies. 

It soon became clear, however, that 
there was a problem of timing. After much 
toing and froing, the Japanese prime min- 


-isters visit to China was announced for 


precisely the same dates as the Nanjing 


VIETNAM 


commemoration. Since the Chinese had 
had high hopes for interest-free loans, offi- 
cial support for such an event became in- 
opportune. And without official support, 
most people declined to come. And, 
moreover, without official backing, any 
gathering of Chinese and foreigners dis- 
cussing friendship and peace (and possibly 
other things as well) in seedy hotel rooms 
would be highly suspicious. 

However, on the first night of our meet- 
ing, just before it was announced that the 
Japanese interest-free loans to China were 
not forthcoming, a Chinese official alleg- 
edly told one of the participants that, as far 


Anthem of sorrows 





By Murray Hiebert in Hanoi 


The popular music of Van Cao can be 
heard again in Vietnam; but, for the 69- 
year-old composer of Vietnam's milita- 
ristic national anthem, this new freedom 
has come a little late. “I regret that I was 
not asked to contribute to my country," 
says the ailing artist, whose works were 
banned for 30 years because he criticised 
communist party excesses in the late 
1950s. “Now when I enjoy the freedom 
to create, my health is so poor." 

The party quietly lifted the ban on the 
work of Van Cao, who is also a cel- 
ebrated poet and painter, when it 
mounted a reform campaign in 1987 to 
shift the country towards a free market 
economy and grant more freedom to art- 
ists. "No one came to say I was now free, 
but they suddenly began organising Van 
Cao music nights," the composer said. 

Sixty-seven performances of his mu- 
sic were held throughout the country in 
1987, and the government-controlled 
media again began publishing his poems 
and line drawings. "In Vietnam, when 
people want to admit a mistake, they try 
to correct it in secret," Van Cao says. "We 
kiss and make up in the bedroom." 

But a few former party leaders re- 
sponsible for the artist's years of isolation 
have made some attempts to reconcile 
with Van Cao. Shortly before his death 
last October, Le Duc Tho — for decades 
one of the most dominant figures in the 
Vietnamese Communist Party and the 
official who first convinced the composer 
to join the party in the 1940s — invited 
Van Cao to his house. “Tho didn't apolo- 
gise, but he said life was long so every- 
one can make mistakes," Van Cao said. 

Van Cao's troubles began in 1957 — 
three years after the communists de- 
feated the French forces — when he and 





other writers founded a humanist litera- 
ture movement that wilted like the Hun- 
dred Flowers campaign in China. 

The group began publishing a liter- 
ary journal, Nhan Van, which criticised 
the party's land re-distribution pro- 
gramme under which thousands of 
landlords were killed. “It was reasonable 
for intellectuals to have strong reactions 
to those mistakes, which had killed the 
basis for our revolution," Van Cao says. 

Apparently fearing that the group's 
ideas would spread, the 
party arrested around 
40 of its members, in- 
cluding about a dozen 
poets and writers. Some 
were tried and sentenced 
to prison terms and their 
works were destroyed. 

Van Cao stayed out of 
jail, but he was ordered 
to stop "using his pen." 
"They banned my paint- 
ing, my art and my par- 
ticipation in culture, be- 
cause I was a spokesman 
for those who love lib- 
erty,” he says. "Thirty 
years without poetry was like 30 years in 
prison." 

The artist survived by writing musi- 
cal scores for movies, selling small line 
drawings to newspapers and working in 
a theatre. Despite his ordeal, Van Cao 
says he was never ousted from the party, 
nor did he resign. 

Van Cao grew up in "the northern 
port city of Haiphong in the 1920s and 
his early life near the sea continues to 
play an dominant role in his music. “I 
understand life through rivers and 
waves," he says, explaining why many 
of his poems refer to the sea or rivers. 

Another feature of Van Cao's style is 
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‘Thirty years without poetry.’ 


as we were concerned, “one eye would be 
kept open and one eye closed.” In other 
words, a discreet little stab at Japanese guilt 
would be quite tolerable in the circum- 
stances, and, who knows, a large official 
stab might be in the offing soon. 

All this was extremely interesting, as 
was the Japanese ceremony of repentance 
in front of the memorial museum, in which 
one of the participants appeared in the 
garb of a Buddhist priest. What tends to be 
forgotten in the midst of rumours, politics 
and ceremonies is what happened in Nan- 
jing 54 years ago. It is the fate of events 
which are turned into symbols. s 


the influence of Roman Catholic and 
classical European music on traditional 
Vietnamese music forms. The artist, 
whose family was Buddhist, picked up 
foreign ideas at a French Catholic school 
where he was a choirboy. 

Van Cao went to study at the 
Indochinese art school in Hanoi. He says 
the severe famine during the Japanese 
occupation — in which over 1 million 
people are thought to have died — 
prompted him in 1944 to join the Viet 
Minh revolutionary movement to end 
over 80 years of French rule. 

Shortly after Van Cao arrived at the 
Viet Bac base near the Chinese border, 
the Viet Minh asked him to write a song 
to encourage the soldiers. He soon 
produced “Forward 
March!”: 

Our flag red with the 
blood of victory bears the 
spirit of our country 

The road to glory passes 
over the bodies of our foes 

Forward! All together, 
advance! 

Our Vietnam is strong 
and eternal. 

“I wanted a song that 
was so simple that it 
could be understood by 
everyone — from chil- 
dren to peasants,” he 
says. Five days before Ho 
Chi Minh declared independence, he 
chose Van Cao's song as the national an- 
them. 

In the early 1980s, there was a compe- 
tition to choose a new national anthem. 
In the end, none of the entries were 
deemed to be of high enough quality to 
replace the one written by Van Cao. 

When playing the piano today, Van 
Cao often pounds on the keyboard with 
his fists and elbows. He says he does this 
because the fingers on his right hand are 
stiff from an injury suffered in a bicycle 
accident in the 1960s. But he admits the 
angry-sounding style also fit his frustra- 
tion after his art was banned. 7 
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Home is where the moonlight is 


Changing Village, Changing Life by Prafulla 
Mohanti. Viking, London. £14.99 
(LIS$24.50). 


Prafulla Mohanti, born in the village of 
Nanpur in eastern India, read architecture 
in Bombay and studied town planning in 
England. Later he worked as an architect- 
planner with the Greater London Council 
but left in 1969 to pursue his artistic inte- 
rests. He has held exhibitions of his paint- 
ings and written three books, the first of 
which, My Village, My Life, garnered fa- 
vourable reviews from English critics — “a 
great achievement for a village boy who 
had taught himself to read and write Eng- 
lish!” as he says with justifiable pride. 

Changing Village, Changing Life, as its ti- 
tle implies, is a sequel, 15 years on. Largely 
through the villagers’ own words, Mohanti 
documents the impact of modernisation on 
Nanpur and finds it a mixed blessing. 
Houses with mud walls and thatched roofs 
have been replaced by ugly piles of brick 
and cement. Communications have im- 
proved but relations between neighbours 
have deteriorated. At the health centre ex- 
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A cabbage in every pot. 


pensive vitamins are prescribed for desti- 
tute patients suffering from malnutrition. 
Education is more widespread but so is 
graduate unemployment. Echoing Ma- 
hatma Gandhi, who said that the soul of 
India was in the villages, Mohanti urges 
the preservation of v illage life and culture. 

The book solemnly reproduces a 
number of sad personal histories. The y in- 
clude that of a young widow in thrall to 
her nagging mother-in-law; a university 


drop-out who waits in vain for a coveted 
white-collar job; a farmer ruined by 
drought and humiliated by his bank man- 
ager; the village washerwoman, married at 
15 and pregnant every year thereafter, who 
had lost count of her children. 

There is a wearying sameness in their 
stories. The villagers concern themselves 
with the things that have always concerned 
them: making ends meet, religious rites, 
bridal dowries, digging wells, producing 
sons, gossip and scandal, the breakdown 
of the caste system and blaming the gov- 
ernment for all their ills. There are always 
too many mouths to feed and too little 
money to do it with. In giving these people 
a voice, Mohanti adopts. a tone that is mild, 
flat and very occasionally tender, but he 
tries so hard to exclude his own opinions 
that, cumulatively, the narrative resembles 
a tedious drone. Desperately sincere and 
well-meaning, Mohanti cannot bring him- 
self to gloss the quotations with any words 
of censure or, for that matter, approval. 
Certainly no incident of bigotry, social dis- 
crimination or fecklessness can shake his 
conviction that village life is beautiful. 

A couple of examples may illustrate his 
deadpan reportage. Describing the 
traditional way of caring for infants, 
Mohanti says that they are given garlands 
of garlic to wear “to protect them from evil 
influences. Now polio and TB vaccinations 
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Hyatt Regency Manila 


2702 Roxas Bouleva 


rd, Pasay City, Metro Manila, Philippines 


Tel: (633 (21 831 2611 Fax: (631121833 5913 
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At Hyatt Regency Manila, we 
have a reputation for knowing what 
you need, almost before you do. 

Our courteous staff anticipate 
every business requirement, and | 
the exclusive services of our new 
Regency Club facilities ensure 
you're prepared — personally and 
professionally — to meet the day. 

We're located between Manila's 
airport and the Makati business 
district, so you never have far to 
travel. After all, going the extra mile 
Is our job. 
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are given at the health centre." End of 
paragraph. It is unlikely that he thinks 
garlic superior to vaccinations as preven- 
tive medicine, but one cannot be sure. He 
is, for one thing, against such modern 
conveniences as electric lighting. The tall 
pylons disturb his "sense of unity with 
nature," and at sunset there are "no flick- 
ering oil lamps to welcome the evening, 
only the harsh electric lights." To his de- 
light, the harsh electric lights fail one night 
as he is writing his book. "All the houses 
become dark but there is a beautiful moon 
outside. I sit in the courtyard to write my 
book by moonlight." Well, one has to ad- 
mire his doggedness. 

Television is his béte-noire. He deplores 
the way it deprives people of opportunities 
to entertain themselves, and believes it will 
also divide the community into nuclear 
families, each clinging to its own TV set. 
And within the family circle it has sup- 
planted cosy sessions when grandparents 
recount folktales to the young. “Sadly,” he 
says, “the intimacy of a grandmother's lap 
cannot be replaced by the television set.” 
But Mohanti has no vision of how Nanpur 
should develop without electricity, televi- 
sion or highways. For an architect-planner, 
he is exasperatingly vague on practical 
matters. 

Even his niece is annoyed with him 
when, instead of giving her a fashionable 
nylon sari for the puja celebrations, he 
presents her with a handwoven cotton one. 
When he patiently explains to her why cot- 
ton is better than nylon and why the village 
weavers should be supported, she bursts 
into tears. 

One rather sympathises with her. The 
“beauty and simplicity of life” in a village, 
which he wants to see preserved against 
crass materialism, was always an ideal 
cherished by the urbanised middle class. 
Mohanti might have recalled his student 
days in England, when it was the well-off 
trendies who wore the flowery “ethnic” 
cottons exported by Indian mills. 

u May Holdsworth 





Soy of the earth 


Chinese Village, Socialist State by Edward 
Friedman, Paul G. Pickowicz, Mark Selden, 
with Kay Ann Johnson. Yale University 
Press, New Haven and London. £25 
(LIS$35). 

"Look for the invisible" is the advice 
eminent anthropologist Fei Xiaotong gave 
to the writers of this book. Readers of the 
People's Daily will know exactly what he 
means. The recent history of China has 
been mythologised, selectively airbrushed 
out, or merely fabricated, and the visible is 
rarely more than a fragment of the reality. 
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A photo shows a grinning peasant on à 
shiny new tractor. Mechanisation, mod- 
ernisation and the benefits of collective 
farming are the message. But behind the 
tractor and hidden from the camera, burial 
mounds dot the fields, wasting land and 
slowing down the new machines. Cadres 
want them razed, but peasants resist bit- 
terly, for family bonds and ancestor wor- 
ship are the bedrock of village life. 

Statistics shout of all-time-high grain 
production figures. Nowhere is mention 
made of the corresponding decline in pea- 
nut and other cash crop yields. The peas- 
ants are exhausted, penniless and hungry. 

This book, crowded with such exam- 
ples of the invisible, traces the history of a 





An ox before every cart. 


Chinese village and its relationship with 
the state, from the war-torn 1930s to the 
disasters of the Great Leap Forward in the 
late 1950s. It took the writers more than 10 
years, numerous field trips, much sifting 
through archives and a great deal of inter- 
viewing to piece the story together. 

Among the first Western researchers al- 
lowed into China in the late 1970s, they 
chose the village of Wugong in Hebei 
province because it was distant from major 
cities, yet in an area where standard Man- 
darin was spoken and interpreters would 
not be necessary. 

The story that emerges is a depressing 
catalogue of mistakes, misunderstandings 
and meddling by an emergent communist 
state. For example, party dogma main- 
tained that the countryside was polarised. 
There were exploiters and there were the 
exploited, rich landlords and poor landless 
toilers. The peasants themselves, however, 
saw no such neat distinctions. The "richest" 
in the village lived only just above sub- 
sistence level, and all, whether better off or 
destitute, were locked into a network of 
lineage connections which blurred hierar- 
chies based on class. 

Yet the state decreed that people be la- 
belled — rich peasant, middle peasant and 
so on. Arbitrarily applied, the labels stuck, 
sealing the fate of every individual and 
their offspring for decades to come. In ef- 
fect, the communists had created a feudal 
caste system. 
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The new household registration system 
tied peasants to the land, curtailed mobility 
and helped staunch the market system, the 
life-blood of the rural economy. 
Handicrafts and sideline industries were 
systematically destroyed, the peasant 
household as an economic unit dismantled. 

What makes this version of an oft-told 
story so fascinating is its focus on one vil- 
lage. We see why local officials obeyed or 
resisted party directives and why peasants 
went along with some of the absurd fun- 
damentalist campaigns despite the obvious 
damage being done to their livelihoods. 
We see how individuals and the village it- 
self became involved in an elaborate game 
of snakes and ladders with the state as ar- 
biter, rewarding the zealous, punishing the 
reluctant. 

Their immersion in village life also al- 
lowed the writers to recognise the moral 
codes that structure that life. They show 
how in some instances these codes less- 
ened the damage of radical policies, for 
example, through the expectation that of- 
ficials show paternalistic concern to their 
“flock.” On the other hand, the new sys- 
tem exploited and exaggerated parochial- 
ism, thuggery and patriarchy. 

The story is enriched by first-hand ex- 
periences. There are those that remember 
their bleeding, calloused hands in the Great 
Leap harvests, the sore throat and churn- 
ing stomach caused by a diet of sweet-po- 
tato buns, or the simple wonder of seeing a 
tractor for the first time. 

It is a compelling tale and one which 
should interest not just historians but any- 
one wanting to understand the rural me- 
chanics of the People’s Republic of China. 
For much about the way policies seep 
down through the layers of bureaucracy 
still applies today, and the seeds of current 
ills, such as corruption and nepotism, were 
clearly sown in those early days. It is a pity, 
then, that the prose in the book is as dry as 
a Hebei drought and likely to deter many 
academics, let alone lay readers. 

m Theresa Munford 





Spreading cities 
The Extended Metropolis: Settlement = 
Transition in Asia edited by Norton 
Ginsburg, Bruce Koppel, and T. G. McGee. 
University of Hawati Press. No price given. 


By UN predictions, more than 53% of 
the developing world’s population will live 
in urban areas by the year 2020. Bangla- 
desh, India, China, Indonesia and Pakistan 
together will account for one third of this 
figure. Unprecedented population shifts 
underscore the need to understand these 
changes and tailor development policies to 
suit them. 
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In the face of massive resettlement and 
an antiquated canon of development 
theory, The Extended Metropolis has a two- 
fold mission. Echoing throughout the 14 
essays is the none-too-radical but seldom 
heard mantra: there is no single Third 
World developing uniformly in the foot- 
steps of advanced Western nations, for 
Asia is a special case! 

The editors suggest that wet-paddy 
cultivation and a revolution in low-tech 
transportation and communications juxta- 
pose and intertwine rural and urban 
populations in distinctive patterns around 
Asia's core cities. Diverse activities link 
neighbouring regions and spread land use 
among agriculture, industry and suburban 
developments. At the same time, new non- 
agricultural opportunities are drawing in- 
creasing numbers of women away from 
the fields. Coupled with an expanding 
global economy and division of labour, 
these new regions of intense economic in- 
teraction are transforming the Asian land- 
scape. 

To chart this terrain, the editors embark 
on theoretical speculation extending far 
beyond the metropolis and attack provin- 
cial paradigms of spacial and economic 
interactions. In true post-modern fashion, 
they challenge and often reject the very 
assumptions upon which much contempo- 
rary development theory is built. 
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Bruce Koppel topples the rural-urban 
dichotomy which has long stood as a pillar 
of development thinking. He aims to tran- 
scend what he sees as the most absurd as- 
pects of the grand divide: the inevitability 
of urbanisation and the (imminent) demise 
of rural organisation. Rather than viewing 
areas surrounding cities as isolated and 
self-contained, his holistic approach fo- 
cuses on the interaction between “city” and 
“countryside” which is synthesising 
something completely new. 

The quest for terminology to describe 
this process reveals a lack of consensus 
within academia. T. G. McGee’s term 
kotadesa, composed of Bahasa Indonesian 
words meaning "city-village," is critically 
redefined against the background of other 
scholars' work. Ambiguity veiling the term 
suggests that, despite edna 
commonalities, Asian development is too 
complex and multifaceted to be neatly pi- 
geon-holed; once the results are in, we may 
find that the painstaking search for settle- 
ment similarities is more akin to wishful 
thinking than scientific representation of 
the real terrain. 

On a practical level, The Extended Me- 
tropolis attempts to jar policymakers from 
their inertia. McGee argues that these new 
regions are often "invisible" or "grey' 
zones from the standpoint of state au- 
thorities; urban regulations generally do 
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not apply in these “rural areas,” and when 
they do they are difficult to enforce. 

“Leaving the land without leaving the 
village” is a phrase used by scholar Zhou 
Yixing to describe rural Chinese who work 
in nearby towns while living in their home 
villages. As a metaphor, it also describes 
the theoretical obstacle which the editors 
charge has blocked meaningful studies of 
settlement patterns in Asia. At the basis of 
The Extended Metropolis is the simple mes- 
sage that we must leave behind the land 
and the village — as well as the false di- 
chotomies and the basic assumptions un- 
derpinning them — if any working 
framework for “mapping the middle 
ground” is to be found. Needless to say, 
this is quite a tall order. Furthermore, de- 
spite its broad theoretical scope, this “all 
Asian” book is handicapped by a heavy 
focus on China. 

As sociological studies go, The Extended 
Metropolis is a little under par. The emer- 
gence of kotadesa is a provocative new the- 
sis, but the book itself hardly shares this 
distinction. Many of these ground-breaking 
ideas could affect the future of Asia, but as 
long as they remain shrouded in scholarly, 
technical writing and are only circulated 
among the "converted" their impact may 
never be felt in policymaking circles. Such 
is the dilemma of the ivory tower. 

m Denise Chai 








BUSINESS AFFAIRS - 


POLICIES 1 


Chinas enterprise groups await economic reforms 


Let 100 firms boom 





By Elizabeth Cheng in Canton and 
Shenzhen 
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hina's economic reformers are 

urging that new privileges be 

granted to the country's most effi- 

cient state enterprises, in an at- 
tempt to boost the country's exports and 
foreign-exchange earnings. Eventually, 
these enterprises may be allowed to set up 
processing and distribution networks 
overseas. 

A set of measures currently being 
drafted by the State Commission for Eco- 
nomic Restructuring will grant new au- 
tonomy to 100 selected enterprise groups. 
Apart from earning hard currency, the en- 
terprises will be expected to acquire expe- 
rience in hi-tech operations and establish 
broader international links. 

Before that, though, the proposed re- 
forms will have to receive the blessing of 
the policymaking State Council. With the 
collapse of the communist party in the So- 
viet Union, Peking may be reluctant to 
implement the bolder proposals and to re- 
duce the role of party apparatchiks in 
business. 


POLICIES 2 
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The enterprise groups were mostly 
formed during the past five years, rational- 
ising targeted industries through a combi- 
nation of mergers, acquisitions and joint 
ventures. They were part of the state's at- 
tempt to reform its increasingly inefficient 
businesses by drawing on the Japanese 


Picking winners 


Many of Guangdong province's big com- 
panies have already positioned them- 
selves for overseas expansion. Nearly all 
these enterprises have opened up offices 
in Hongkong to gather information and 
serve as trade conduits. Some have even 
invested in property and industrial 
projects in the colony as well as in North 
America and Japan. 

Among the most successful of these 
companies are soft drink giant Guang- 
dong Jianlibao Group, pharmaceutical 
leader Guangzhou Baiyunshan Group, 
home-appliance maker Wanbao Electrical 
Appliance Group and electronics manu- 
facturer Shenzhen Electronics Group 
(SEG). 

Jianlibao's health tonic is a household 
name in most of China. The company is 
one of the few Chinese concerns to invest 
heavily in promotion, spending Rmb 30 


million (US$5.6 million) in advertising 
since its doors opened in 1984. 

Promotion is paying off in other ways, 
too. Manager Liu Pengguang expects 
revenue for 1991 to rise 50% from a year 
earlier to Rmb 600 million. The company, 
which will not disclose profit figures, is 
owned by Guangdong Sports Science 
Research Institute, the Sanshui county 
government, Bank of China's Canton 
branch and Nanyue Co. of Macau, 
Guangdong's commercial arm in the 
colony. 

Despite its success in China, Jianlibao's 
overseas aims are cautious: only 7% of its 
production of the health drink is ex- 
ported. To increase overseas sales, the 
company plans to set up a factory in Ma- 
laysia or Thailand with the help of its 
agent in Singapore, Tang's Brothers. 

Even though the proposed plant 
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model of multi-faceted business conglom- 
erates, known as keiretsu. 

The 100 companies selected are ex- 
pected to be drawn from a wide range of 
industries, from cars and machine tools to 
different types of light consumer goods. 
They will not only have to be profitable 
but will also have to satisfy certain condi- 
tions, which were first suggested at a na- 
tional work conference of enterprise 
groups in Peking earlier this year. The 
groups must have a strong nucleus enter- 
prise which has direct control over a 
number of member firms, and their busi- 
nesses must cross regional boundaries. 

The measures are expected to provide 
for more business flexibility, increased ex- 
port privileges and greater freedom of 
travel for company executives. At present, 
the enterprise groups are hampered by 
bureaucratic regulations, says Lu Zhihui, 
an economist with Shenzhen Electronics 
Group (SEG). 

The products of enterprise groups can 
only be exported through one specified 
major port in the vicinity, state finance can 
only be obtained after time-consuming 
procedures and executive travel is severely 


would serve as Jianlibao's launching pad 
into Southeast Asia, Liu says the com- 
pany is not likely to change its strategy 
greatly until the health tonic is more 
competitive. In Hongkong, for example, 
Jianlibao costs 40% more than Coca- 
Cola. 

Baiyunshan opened its doors in 1973 
with the aid of a Rmb 300,000 govern- 
ment loan, and it soon established a repu- 
tation for Ganmaoching, a herbal-based 
influenza drug. But it also fell quickly into 
difficulties. Guangdong officials in 1976 
reorganised and expanded the company 
into such areas as food, garments and 
electronics in the hope of turning it round. 

Today, the new-look company is Chi- 
na's top producer of medicinal products. 
Of its 48 subsidiaries, 18 are engaged in 
pharmaceutical production and 10 are 
ventures with Hongkong and Japanese 
companies in such diverse areas as toys, 
cosmetics, printing and car repairing. 

Baiyunshan has one pharmaceutical 
operation in Hongkong, one pill-making 
factory in Mauritius and one health-food 
production joint venture in Osaka, Japan. 
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curtailed. All these restrictions im- 
pede a firm's response to market 
changes, he adds. 

Lu, who was with the commis- 
sion in Peking until early this year 
when he joined SEG, says the new 
measures will allow enterprise 
groups to export through more 
than one Chinese port. SEG, for in- 
stance, is currently limited to the 
Huangpu port in Canton. 

Among the more radical 
changes being considered by the 
State Commission, enterprises may 
be allowed to provide financial 
services for other companies 
within their group, including the 
taking of foreign-exchange depo- 
sits and the granting of loans. These groups 
would also have the right to raise finance 
overseas. Executives could qualify for 
multiple exit visas. 

All this will give the enterprise groups 
greater room for manoeuvre and more 
autonomy in decision-making. But the 
Chinese enterprises have a long way to go 
before they can hope to emulate their Ja- 
panese models, says Lu. China's top sales 
performer last year was Daqing Petroleum, 
a producer and marketer of petroleum, 
which recorded turnover of US$2 billion; 
annual turnover of US$10 billion is unex- 
ceptional for multinationals in industrial- 
ised countries. 

Lack of management skills, interna- 
tional expertise and foreign-exchange re- 
sources have been a major deterrent to 
Chinese companies expanding overseas. 
But now, through successful collaboration 


The company intends to use its Hong- 
kong operation as a springboard to 
Southeast Asia. 

In 1990, Baiyunshan had net income of 
Rmb 50 million on revenue of about Rmb 
1 billion. About 40% of revenue came 
from the non-medicinal businesses, such 
as consumer goods. 

Baiyunshan aims to develop 500,000 
m of land on the outskirts of Canton into 
an industrial-residential-commercial 
complex. Less than 50% of this land is 
utilised by the company, which employs 
8,000 workers. The company also plans to 
set up 40 companies throughout China 
and a similar number overseas. 

Company officials are increasingly 
eyeing foreign export markets, particu- 
larly the US, where Baiyunshan will soon 
ship US$5 million of mineral water. Cur- 
rently, only about 2% of the company's 
herbal products are exported, mostly to 
Hongkong. 

Wanbao, China's largest refrigerator 
exporter, was rated by the central gov- 
ernment as one of the country's top 50 
industrial companies in 1990 even though 
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Jianlibao softdrinks: local success, modest export aims. 


with foreign investors in joint ventures 
within China and rapid business growth, 
many of these enterprises have accumu- 
lated enough foreign currency, business 
experience and local prestige to want to 
strike out overseas. 

The move overseas will be led by 
Guangdong companies, which until last 
year were allowed to retain more of their 
foreign-exchange earnings than those of 
most of the other provinces. Consequently, 
Guangdong enterprises are richer in for- 
eign exchange than those of most of their 
counterparts in other provinces. Since last 
year, however, similar foreign-exchange 
benefits have been allowed in other prov- 
inces. 

The new incentives will make it easier 
for enterprise groups to invest in projects 
overseas — most likely joint ventures — 
particularly industrial-related business, re- 


its after-tax profit in the year plummeted 
79% from a record level in 1988 to Rmb 
40 million. Its revenue fell steeply to Rmb 
1.4 billion because of a slump in con- 
sumer spending and dwindling domestic 
market share. 

Losses incurred last year from refrig- 
erator exports were offset by earnings 
from other products that accounted for 
about 75% of total exports. The company 
has diversified into a broad range of 
household goods such as air-conditioners, 
washing machines, electric cookers and 
audio equipment. 

Manager Chen Canguang hopes that a 
rationalisation of overhead costs will 
bolster this year's financial results. 
Through a processing arrangement with 
Avanti of the US, the company also ex- 
pects to maximise its refrigerator-pro- 
duction capacity, which was under- 
utilised by 35% last year. In 1990, the 
company produced 650,000 refrigerators, 
some of which were sold in Hongkong 
under the Fuji brandname. 

SEG was established as a holding com- 
pany in 1986 in an attempt by officials in 
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tailing and real estate, Chinese of- 
ficials say. The recommended ar- 
eas for investment are industrial- 
ised countries in North America, 
Western Europe and Asia. 

SEG, a prime candidate for the 
list of 100, already indirectly owns 
a chain of retail outlets in the US 
through its 6% equity interest in 
Hongkong-listed Semi-Tech Mi- 
croelectronics, which owns the 
Singer brand name and its distri- 
bution network. It will be able to 
sell its TV sets, hi-fi equipment and 
quartz watches through this retail 
network. This sets a precedent for 
other Chinese enterprise groups 
looking to buy into key markets. 

These factory-based conglomerates 
could dramatically boost China's overseas 
corporate presence, now dominated by 
trade and investment institutions such as 
China Resources, China International Trust 
& Investment Corp. and Guangdong En- 
terprises, which come under ministerial or 
provincial control. 

Only government restrictions stand in 
the way of the enterprise groups expand- 
ing overseas, says Lu. The state, however, 
is unlikely to surrender completely its role 
in these businesses, since most were started 
with state funds and continue to enjoy 
government backing. 

Although the new set of measures be- 
ing drafted by the state commission will 
give the chosen enterprises more freedom, 
they will still remain under state control — 

a stance likely to have been hardened Py 
events in the Soviet Union. 


the Shenzhen special economic zone to 
upgrade a budding electronics industry 
engaged mainly in the assembly of low- 
end products. Unifying the industry un- 
der the umbrella of the SEG helped the 
zone attract more upmarket investment 
such as a Hitachi Corp. joint venture to 
make colour TV tubes. 

SEG has 169 associated companies of 
which 24 are subsidiaries. It has control- 
ling stakes in 33 of the companies and 
management interests in eight. 

In 1990, SEG’s after-tax profit increased 
10% from a year earlier to Rmb 182.5 
million, of which Rmb 74 million was at- 
tributed to the core company. Revenue 
rose 10% to Rmb 3.29 billion, of which 
domestic revenue accounted for Rmb 2.4 
billion. Exports jumped 45% to US$370 
million. 

SEG is currently involved in setting up 
seven foreign joint ventures. It has two 
marketing offices in Hongkong, a trading 
office in California and an electronics 
plant in Kenya, besides its shareholding 
in Semi-Tech Microelectronics in Hong- 
kong. m Elizabeth Cheng 
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AVIATION 


Indonesia s Sempati Aur steals march on rivals 


Caught in slipstream 


By Adam Schwarz in Jakarta 

n less than two years as a scheduled 
|| air service, Indonesia's Sempati Air has 

established itself as the country's most 
aggressive private airline and the only 
credible private competitor to state-owned 
Garuda Indonesia. Sempati has set its 
sights on becoming an important regional 
airline and expects to expand its fleet dra- 
matically. 

Sempati's meteoric growth, however, 
has been matched by a growing swell of 
complaints from rivals who say efforts to 
expand and modernise their fleets have 
been stymied. Many of the rivals believe 
the government intends to allow Sempati 
to consolidate its market position before 
permitting other private competitors to 

w. 

Of the 23 registered airlines in Indone- 
sia, only six are permitted to offer sched- 
uled passenger routes. The others are char- 
ter and cargo services. 

Until recently, the industry was domi- 
nated by Garuda and its subsidiary, Mer- 
pati, which serves domestic routes. Al- 
though Sempati is much smaller than these 
two airlines — its current fleet consists of 
five Fokker F27s and four Fokker F100s — 
its rapid growth and powerful backers 
have had a profound effect on the industry. 

Until late 1989, Sempati was an air- 
charter outfit 100%-owned by Tri Usaha 
Bhakti (TUB), a holding company control- 
led by the armed forces. In October 1989, 
TUB sold 35% to Bob Hasan, a businessmen 
and close associate of President Suharto for 
more than 30 years. It sold another 25% to 
Suharto's youngest son Tommy, whose 
Humpuss Group manages the airline. 

The Ministry of Transportation later au- 
thorised Sempati to become Indonesia's 
third privately owned airline to offer sche- 
duled routes. The other airlines are Bouraq 
and Mandala. Last year, Sempati became 
the first private airline to overcome a long- 
standing government policy of allowing 
only Garuda to operate jet-engine aircraft. 

Shortly thereafter, Sempati agreed to 
lease four F100s from the Dublin-based 
company Guinness Peat Aviation, with an 
option for three more. The 103-seat F100 
costs about US$29 million, and industry 
sources estimate Sempati's monthly lease 
payments at about US$300,000 per aircraft. 
Sempati’s first F100 made its maiden voy- 
age on 3 August 1990. 

Finally, in late 1990, Sempati broke 
though Garuda's last line of defence when 
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it received permission to fly international 
routes. The airline, which currently serves 
Singapore, Kuala Lumpur, Penang and 
Malacca, sees its expansion almost en- 
tirely as a provider of cross-border serv- 
ices, Sempati president Hasan Soedjono 
Says. 

Soedjono says the airline will take de- 
livery of its fifth F100 in December and of 
two more in early 1992. In addition, 
Sempati has asked permission to lease 
seven Boeing 737s. "We're working to be- 
come a regional feeder service," Soedjono 
says. "We've have no plans to add any new 
domestic routes." 

Sempati will focus on Asean countries 
in the short term. The airline is likely to 
focus on linking regional countries with 
eastern Indonesian cities such as Ujung- 
pandang and Manado. Eventually, Sem- 
pati wants to fly to Hongkong, Japan, Tai- 
wan and the US. 

“We want to buy some widebody air- 
craft,” Soedjono says, “but we first need 
assurances that we will be allowed to fly 
long-distance routes.” 

Garuda, which has resisted Sempati's 
advances since the airline first appeared, is 
unhappy at the prospect of seeing its last 
protected niche role disappear. "Sempati's 
permit is for short cross-border routes, 
definitely not to Tokyo, Hongkong or the 
US," Garuda senior vice-president for 
commercial affairs Sunarjo says. 





Jakarta airport: increased competition. 
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On 30 July, Sempati and Garuda signed 
an agreement that allows Sempati to use 
the older carrier's flight simulator, satellite- 
communications services, executive 
lounges, reserve aircraft, hangars and other 
maintenance facilities and catering services. 
The cost to Sempati for using these services 
has yet to be worked out. Additionally, the 
two airlines agreed to standardise tariffs 
on domestic routes. 

The agreement appears to provide far 
more immediate benefits to Sempati than 
Garuda. “As a state company, we have a 
duty to help companies which need as- 
sistance,” Sunarjo says. “It’s the Indonesian 
philosophy of doing business.” 

For air travellers, Sempati has been a 
boon. Soedjono, who gets high marks in 
the industry for piloting Sempati through 
its first year, has used a slick marketing 
campaign and clever scheduling to bring 
load factors up to 50-70%. 

In some cases, the airline’s international 
tariffs are considerably lower than those 
offered by Garuda. In the next few months, 
Sempati will sign agreements with most of 
the major carriers in the region, making the 
carrier available to a larger number of fly- 
ers. 

Profitability is more difficult to assess. 
Many analysts believe Sempati paid too 
much for its jets and say its only chance at 
long-term viability is to broaden its inter- 
national route network, where fares are 
higher. Industry officials say Sempati has 
fallen behind in payments for cargo han- 
dling, catering services and fuel. Soedjono 
denies the charges. “On a cash-flow basis, 
this is a sustainable business,” Soedjono 
Says. 

To survive as competitors to Sempati, 
Indonesia’s other private airlines must also 
obtain jet-engine aircraft and fly overseas, 
analysts say. So far, these plans have been 
thwarted. “We would like to see multiple 
airlines get the opportunity to fly regional 
routes,” says Soelarto Hadisoemarto, 
chairman of the Indonesian National Air 
Carriers Association. 

Cost is the main reason to open inter- 
national routes. Domestic fares, which are 
set by the government, work out to about 
seven US cents per seat-kilometre, com- 
pared with international fares which return 
18-30 US cents. 

Industry officals say several private 
airlines have sought to buy or lease jets, 
but they have been unable to procure the 
necessary import licences from the govern- 
ment. These officials say import licences for 
jets must be approved by Communications 
Minister Azwar Anas, Research and Tech- 
nology Minister B. J. Habibie and President 
Suharto. 

Earlier this year, Bouraq signed a me- 
morandum of understanding to lease five 
Boeing 737-200s from Malaysian Airline 
System (MAS) with an option for two more, 
according to industry officials. The aircraft 
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were to be leased through California-based 
International Leasing Finance Co., with the 
first aircraft delivered on 18 August. Bou- 
raq’s monthly lease payments on the air- 
liners were estimated at about US$100,000 
for each aircraft. 

With the delivery date passed, industry 
officials say International Leasing is now 
trying to lease the Boeing 737-200s to Euro- 
pean and South American customers. In- 
dustry officials say morale at Bouraq is low 
and pilots, who were trained by Mas, are 
beginning to drift off to other airlines. 

A second example is National Air 
Charter (NAC), a small charter company 
owned by former Finance Ministry official 
Dicky Turner. In 1989, NAC agreed to pur- 
chase three British Aerospace BAe 146s 
with an option for two more at a cost of 
US$26 million each. NAC intended to use 
the aircraft for domestic and international 
charter and, eventually, on scheduled pas- 
senger routes. 

Because of the delay in receiving an 
import licence for the aircraft, NAC has 
cancelled one order and is looking for al- 
ternative ways to dispose of its other two 
BAe 146s. NAC production manager M. R. 
Sundoro says the airline is negotiating to 
sell one airplane to Pelita, a charter air ser- 
vice owned by state oil and gas giant Per- 






SOUTH KOREAN 


By Mark Clifford in Seoul 





South Korea's tiny Dooyang Corp. ap- 
pears to have little going for it but big 
dreams and lots of nerve. With domestic 
revenue of only about US$20 million, the 
metals manufacturer is dwarfed by the 
country's corporate behemoths. But after 
winning approval from the Venezuelan 
Government in July to build a huge 
joint-venture aluminium  smelter, 
Dooyang has shown there is still room 
for risk taking in the country's rigid busi- 
ness sector. 

"We have a saying in South Korea that 
small peppers are hotter," says Alex Song, 
president of Dooyang America and 
project executive at its Venezuelan joint 
venture, Orinoco Aluminium. 

The joint venture will be located near 
Ciudad Guyana, not far from the Orinoco 
River in the northeastern part of the 
country. The Venezuelan Government 
awarded the contract to Dooyang after 
two years of lobbying by Kim Duck 
Young, the company's US-educated 
chairman. 

The USS] billion project, which is ex- 
pected to begin production in 1994, will 








Bouraq: faltering growth. 


tamina, and is looking to sell the other air- 
craft to possible buvers in Thailand and 
Australia. 

Sundoro says NAC's deadline for hold- 
ing on to the jets is the end of September. 
The airline has retained 15 pilots trained to 
fly the BAe-146, a four-engine, short-haul 
aircraft, but he says the company will no 
longer be able to afford them. 





COMPANIES 


Up the Orinoco 


be one of the largest overseas investments 
by a South Korean company and by far 
the largest in Latin America. Dooyang’s 
35% stake in the joint venture is expected 
to cost about US$140 million. The money 
will apparently come from Kim's family, 
which has extensive real-estate holdings 
in South Korea. 

Other investors are Kaiser Aluminium 
of the US, which will have a 20% 
shareholding, and Venezuelan state- 
owned Guyanan Development Corp., 
which will have a 15% stake. Another 
South Korean company is expected to be 
announced soon as a 30% shareholder. 

Dooyang was founded in 1985 by the 
43-year-old Kim, who had been vice- 
chairman of the Kukje group, and other 
Kukje executives. Earlier that vear, the 
government brought down Kukje, then 
South Korea's sixth-largest conglomerate, 
and dismembered it in a cause celebre of 
former president Chun Doo Hwan's ad- 
ministration. Critics say Chun was trying 
to teach a lesson to the corporate sector 
by punishing Kukje chairman Yang 
Chung Mo, who had been reluctant to 
make donations to the ruling party and 
corrupt organisations controlled by 
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Airline executives familiar with NAC 
and Bouraq say the two airlines believe 
their requests for import licences were ap- 
proved by ministers Anas and Habibie. 
Bouraq owner Jerry Sumendap would not 
comment on his airline's activities except 
to say that he had not submitted a request 
for a licence to import jets. 

Sempati's Soedjono defends the gov- 
ernment's position by saying the govern- 
ment is opposed to private airlines import- 
ing only used aircraft. Soedjono says the 
government's policy is that private airlines 
can import one used aircraft for every new 
aircraft it brings in. 

"The most important reason Sempati 
got a licence for jets is that we offered 
[state-owned aircraft manaufacturer] IPTN 
an offset deal worth more than US$60 mil- 
lion," Soedjono says. "That was what was 
needed to get all parties agreeable to a de- 
regulation of the airline industry." Import- 
ing used aircraft brings no benefit to IPTN, 
he adds. 

Sempati's rivals, however, accuse the 
airline of using its political muscle to block 
other airlines from importing jets because, 
as in the case of Bouraq, the carriers were 
looking at monthly lease payments as low 
as one third what Sempati is paying for its 
F100s. 





Chun's younger brother. 

The fledgling Dooyang now has a 
clutch of small businesses involved in 
making wire rope and other metal prod- 
ucts, as well as construction and property 
development. It also has three joint ven- 
tures in Indonesia. The largest Indonesian 
operation is a footwear company estab- 
lished with the Astra group that exports 
about US$30 million of shoes a year. Pri- 
vately owned Dooyang does not disclose 
consolidated earnings figures. 

Dooyang has hired experienced ex- 
ecutives and international companies to 
help it win and finance the Venezuelan 
project. Song, a Kukje board member who 
was overseeing a smelting project in 
Australia for the group at the time of its 
collapse, has hired executives from the US 
aluminium industry. US consultant 
Arthur D. Little carried out pre-feasibility 
studies for the company at a cost of more 
than US$1.2 million, while US investment 
banker Goldman Sachs is in charge of 
arranging the financing. 

With equipment accounting for about 

)% of the joint venture's total costs, sup- 
plier credits and subsidised export fi- 
nancing will help make financing feasi- 
ble. Song also says the company expects 
to carry out debt-for-equity swaps to raise 
funds. The joint venture's financing is 
scheduled to be in place by March 1992. 

Orinoco Aluminium plans to export 
60-70% of its output to South Korea and 
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are not against competition," he says, "but 
Indonesia has to look at safety first, reli- 
ability second and then at [the benefits of] 
competition." A Sempati executive says he 
‘believes Habibie was responsible for hold- 
ing up the import licences for NAC and 
- Bouraq. 

-— But another industry executive found 
this hypothesis wanting, particularly in the 
«ase of NAC. He points out that NAC was 
“not only bringing in new aircraft that did 
not compete with any of IPTN's products, 
but it also agreed at the same time to buy 
two IPTN-manufactured CN-235s. 

Analysts say pressure will rise on Bou- 
raq's Sumendap to sell part of his airline to 
new investors. An infusion of capital 
would enable Bouraq to acquire new air- 
craft along with the used Boeing 737s it 
wants to buy. 

Some industry officials believe Tommy 
Suharto is interested in a stake in Bouraq 
even though Soedjono says he did not see 
"any value in linking Sempati with Bou- 
rag.” 

"A Sempati executive says Bouraq would 
do wel to study the example of TUB. 
“Forty percent of what they got now is 
better than 100% of what they had then,” 
he says. a 












































Japan, with the balance to be sold in 
Latin America and the US. The joint 
venture is particularly eyeing the South 
Korean domestic market, which has a 
demand of about 400,000 tonnes, be- 
cause it does not have any domestic 
suppliers. 

Construction of Orinoco Alumini- 
um's smelter operations is scheduled to 
start in April 1992. Full capacity of 
239,000 tonnes is expected to be reached 
in 1995. 

Cheap electricity makes the Vene- 
zuelan site attractive since aluminium 
is an electricity-intensive industry. The 
South Korean Energy Ministry says the 
cost of refining one tonne of aluminium 
_is US$794 in Venezuela, compared with 
-J6$838 in Australia, US$860 in Canada 
and US$926 in Brazil. 

But with world interest rates cur- 
rently at high levels, Orinoco Alumi- 
nium will have to find a way to cut 
costs to avoid being heavily disadvan- 
taged even before it begins production. 
Dooyang is planning for the joint ven- 
ture to be among the lowest 575 of alu- 
minium producers in the world in 
terms of operating costs. 

* Song says the joint venture's success 
_ will depend upon the building of a low- 
. cost operation that is able to ride out 
;the ups and downs of the market. 
- Aluminium prices have been low for 
. much of the past decade. s 





; 5 SEPT EMBER. 1991 


Soedjono denies this accusation. "We 


assembly line of a car plant. More sophisticated machine programming will solve 
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A nation of robots 











Picture a Japan in which the industrial complex outgrows the country's workforce, 
where workers consume more resources than they produce and where affluent 
young people spurn the grind of employment in manufacturing. Couk 
scenario for Japan's economic decline? I 
Japanese are concerned about their economic vulnerability, and labour sho 
ages appear to pose a serious dilemma: accept the prospect of slower growt 
compromise cultural homogeneity by importing more labour. E 
Some studies point to a serious labour shortage in the country by the year 2000, 
even if economic growth slows to around 3% a year and assuming that hours 
worked annually by employees fall 10% to about 1,800 by then. Japan's Interna- =o ooo 
tional Institute for Global Peace (IGP) points out that serious labour shortages are — 
occurring at a time when more people are working in the country than ever before. = 
Last year saw the greatest increase in the number of employed workers in 30 years. — . 
Yet, paradoxically, the number of unemployed people in Japan by the end of — 
1990 reached 1.4 million people, or 2.35%. of the workforce. This level, low by 
international standards, is the worst for Japan since the oil shock in 1973. - 
The GP blames the situation on too many people performing redundant tasks 
such as the packing and delivery of products, at a time when the shortage of 
technically skilled workers has reached nearly 2 million, or 10% of the total em- 

: ployed in this sector. This problem will get worse, - 
especially in areas such as electrical engineering, 
electronics, communications, information, com- 
puters, machinery and biology that are at the cut- 
ting edge of technological advance. It will becomes = 
a major problem not only in industry but also in — 
non-manufacturing sectors. rar 

More young Japanese are either leaving manu- | 
facturing or not bothering to enter. Following this 
trend, university students are turning more to- 
wards liberal arts degrees than those in the physi- 
cal sciences. High salaries have lured many into... 
the financial sector, too, though wage differentials . 
are expected to narrow. ae 

According to Japan's Ministry of Trade and.  . 
Industry, 80% of the country’s manufacturers are 
already “feeling the pinch” so far as quantity of 
available labour is concerned, and 50% are not satisfied with the quality of the 
people they are hiring. By the turn of the century, annual demand for workers 
trained in the physical sciences will probably reach around 750,000, while supply 
will be only 530,000. For small and medium-sized companies, the problem is likely 
to be especially acute. icu 

Enter robots? Perhaps, but even in Japan it is acknowledged that there are = D 
many tasks that human beings are able to perform much faster than machines, . 
particularly those that involve multiple choices and adjustments such as the final- - 
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part of this problem, but Japanese companies cannot ignore the fact that if they 
spend more than US$50,000 in automating a job, the option becomes uneconomic. 

By lightening some industrial tasks, increased automation will allow women: 
and older people to perform them, and there is still scope to overcome some labour: 
shortages by increased productivity. There is always the option, too, of shift 
production offshore. Items of low value-added are best produced offshore, for 
example, while those that call for sophisticated levels of technology and quality are. 
best performed in Japan. In both Asean and the Asian NICs, low standards of- 
quality are accepted in local markets, and there is little incentive to raise them. E 

The IIGP consoles itself with the fact that other industrialised countries are also. - 
suffering labour shortages and that Japan's problems do not necessarily mean that . 
there will be an immediate loss of its competitive strength. Clearly though, Japan 
Inc. is worried. m Anthony Rowley 
















elite breed among foreign investors 
in Vietnam. Quick to take advan- 
tage of Hanoi's swing towards 
market-oriented economics, its executives 
arrived in Ho Chi Minh City in 1988. 
Within a relatively short time, they had 
- signed up a local partner to produce sew- 
zing thread, obtained a 10-year exemption 
-from profits tax and invested US$750,000 
-. - in machinery for a plant in the eastern sub- 
|. urbs of the city. 
_ The factory began operating last year, 
producing 120 tonnes of spun polyester 
.. thread for Vietnam's growing garment in- 
dustry. This year, it aims to produce 300 
tonnes — a third of it for export. 

Tootal's experience shows that fruitful 
investment opportunities exist in Vietnam 
for foreign companies with modest expec- 
tations that are prepared to do their home- 
work. Yet the company's comparatively 
painless entry stands in sharp contrast to 
that of thousands of others. 

Many of the investors who have stam- 
peded towards the country since it sought 


foreign capital in 1987 have run headlong 
“into stifling bureaucracy, incompetent or 
„greedy officials and frequent regulation 
changes. Although investment approvals 
are soaring, most of the foreign money that 
has actually been committed has gone into 
oil exploration or hotel projects, both of 
which can be viewed as special cases. 
Manufacturing investment — though now 
starting to attract interest — has been much 
slower to take off. 

Hanoi's foreign-investment code, intro- 
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duced in late 1987, is one of Asia's most 
liberal. Foreign companies are allowed 
100% ownership, or up to 99% equity in 
joint ventures (the approach Hanoi pre- 
fers). Tax breaks are provided for projects 
which generate exports, employment, 
hard-currency earnings or technology 
transfers, or which harness Vietnam's 
abundant natural resources. 

The country has also made great strides 
in reforming its banking system. But for- 
eign businessmen suggest that Vietnam 
still has much to do if it is to jump-start its 
economy out of the near-bankruptcy left 
by war and socialist mismanagement. 

Some of the obstacles cannot be re- 
moved by decree. The foremost are ideo- 
logical resistance to business — Vietnam 
remains a communist state — and interna- 
tional isolation. The US embargo imposed 
after Vietnam's invasion of Cambodia 
continues to deter aid and investment from 
US allies, and from international agencies 
such as the IMF and the World Bank. 

Yet Vietnam has some powerful lures 
for foreign investors — among them coal, 
rubber, coffee and rice; prospects for oil; a 
cheap, disciplined labour force; and a po- 


tential consumer market of nearly 67 mil- 
lion people. 

Investment approvals have increased 
sharply during the first half of 1991 — 
equalling the total for all of 1990, when 109 
projects worth nearly US$600 million were 
licensed. Vietnamese officials say the 
average size of projects has increased from 
US$] million in 1988-89 to more than 
US$10 million in recent months. 

The latest rush brings the amount of in- 
vestment approved since mid-1988 to 273 
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Vietnam lures herd of investors, but frustrations abound 





projects with a total capital of US$2.1 bil- 
lion. Of this, roughly US$400 million has 
been implemented, according to Dau Ngoc 
Xuan, chairman of the State Committee for 
Cooperation and Investment (Scci). The li- 
on's share has been spent by 10 foreign oil 
companies looking for offshore oil and by 
investors in hotels who are seeking to cash 
in on the country's sizeable tourist poten- 
tial. 

For Hanoi, an encouraging sign is that 
many of the most recent licences have been 
for projects in agriculture, forestry and 
fisheries as well as industry. 

Few foreign companies, however, have 
invested in developing the country's 
backward infrastructure, except for two 
large satellite earth stations installed by 
Australia's Overseas Telecommunications 
International (orc). Mining has also re- 
ceived little foreign investment so far, at 
least in part because of Hanoi's delays in 
granting licences for this sector. 

Of the projects already begun, only 40 
can be considered "good," says Nguyen 
Van Tra of Ho Chi Minh City's scc office. 
Most of the others are either struggling or 
are still in the process of being set up. SCCI 
has cancelled or revoked the licences of 30 
failing projects. 

"People who come with low expecta- 
tions and fairly low technology can suc- 
ceed," says a foreign banker in Ho Chi 
Minh City who monitors investment ac- 
tivity. ^The jury is still out on high-profile 
investments. These need a lead time of two 
to three years, so they're only starting their 
activities." 

Nearly two thirds of the licences 
granted have been for ventures in the 
former capitalist south. Most of the others 
are located along the coast — avoiding, to 
some extent, the problems of poor internal 
transport. Only 10% of Vietnam's roads are 
surfaced, and even many of these are in 
serious disrepair. More than half its bridges 
are temporary structures, while at least 50 
major river crossings are serviced only by 
ferries or pontoons. 

Three quarters of all licensed projects 
are joint ventures. Officials often steer for- 
eign companies away from production- | 
sharing or 100% ownership, even though - 
these are permitted by the investment 
code. Do Hoang Phu, general director of 
the Commerce Ministry's Foreign Invest- 
ment Department, says investors usually 
realise they need a Vietnamese partner to 
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gain knowledge of local procedures and 
the legal system. 

Taiwan, some of whose companies are 
putting together projects with ethnic Chi- 
nese relatives or friends in Ho Chi Minh 
City, recently became Vietnam's largest 
foreign investor. Hongkong has the largest 
number of projects, but ranks fourth in 
approved investment. 

Japan, which this year will replace the 
Soviet Union as Vietnam's leading trade 
partner, is still wary about investing. This 
is at least partly out of fear of retaliation by 
the US. Washington insists it will maintain 
its trade embargo until Hanoi helps settle 
the Cambodian conflict and accounts for 
US servicemen still missing from the Viet- 
nam War. 

The largest Western investors are Aus- 
tralia, France, Britain and the Netherlands, 
which have companies involved in oil ex- 
ploration. Overseas Vietnamese — who 
fled the country after the communist vic- 
tory in 1975 and settled in the West — re- 
ceived 11 investment licences for projects 
worth US$24 million last year. 

Despite these figures, Vietnamese offi- 
cials readily admit that investing in Viet- 
nam is difficult. "We haven't yet created a 
good environment for foreign investors," 
says Phu, acknowledging weaknesses in 
infrastructure, services and the legal sys- 
tem. 
Besides easing foreign-investment rules, 
the government has during the past three 
years introduced more than 50 economic 
laws and decrees on such subjects as tech- 
nology transfer, banking, labour, land and 
income tax. Another 38 economic measures 
are due to be approved this year. 

But large gaps remain in the legal sys- 
tem. There is a shortage of lawyers, and 
Vietnam still has no laws governing bank- 
ruptcy. The question of how commercial 
disputes will be resolved is still far from 
clear."What if we have a dispute and say 
we want arbitration in Geneva?" an oil- 
company executive asks. "They'll just 
laugh." 

Even where laws exist, foreign compa- 
nies often face different interpretations 
from different state agencies. Moreover, 
regulations are prone to change with little 
notice. 

Some of the harshest criticisms are re- 
served for the country's cumbersome bu- 
reaucracy. Complaints range from simple 
inefficiency to jurisdictional disputes 
among officials and organisations keen to 
expand their influence or reap some other 
advantage. “The main difficulty is compe- 
tition between the local and central gov- 
ernment, because there's a lot of money to 
be made on an investment project," a 
banker says. He adds that the police, too, 
are eager to inspect contracts "not only to 
control foreigners but to make business 
themselves." 

In an attempt to overcome this jousting 
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and present a coherent set of policies, Ha- 
noi in mid-1989 set up the SCCI to approve 
investment applications and act as a go- 
between for foreign companies and the 
government. The commission has ministry- 
level status. Its head, Xuan, is a member of 
the communist party central committee. 

As a newcomer, however, the SCCI is 
still a relatively weak player in Vietnamese 
politics. It does not have exclusive respon- 
sibility to interpret foreign-investment 
provisions. All but the smallest, simplest 
projects are sent for scrutiny or approval 
by the Council of Ministers, which includes 
the heads of all government ministries and 
commissions. 

Foreign investors also suspect that not 
all officials are equally enthusiastic about 
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an invasion of foreign capitalists. A hotel 
manager says his company was initially 
viewed by some government officials as an 
“imperialist” influence. Even former party 
chief Nguyen Van Linh, the architect of 
Vietnam’s open-door policy, who stepped 
down in June, occasionally expressed re- 
servations about the potentially negative 
impact of foreign investment. “When one 
opens the door, dust and flies also come 
in,” he once observed. 

In addition, Vietnam’s financial system 
is badly underdeveloped. A desperate 
shortage of hard currency makes it almost 
impossible for a potential investor to obtain 
credit locally. And Vietnamese partners 
find it difficult to obtain local-currency fi- 
nancing because the government curtails 
credit in an attempt to hold back inflation. 

One exception has been the project to 
refurbish Hanoi's Thong Nhat Hotel, a 
joint venture between several French and 
Vietnamese partners, which received a 
US$2 million loan from two Vietnamese 
banks. But approval even for this relatively 
small amount took nearly one year. 

Loans from foreign banks are also hard 
to arrange because most of them are still 
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nervous about investing in Vietnam. In 
addition, Hanoi bars joint ventures from 
opening offshore accounts, which makes 
repayment difficult. The few exceptions to 
this ruling include Australian telecoms 
concern OTCI, which was given permission 
to collect its international phone charges in 
an offshore account, and the Thong Nhat 
Hotel, which was allowed to set up a for- 
eign account to repay a US$5.3 million loan 
from a consortium of four French banks. 
The lack of credit means foreign invest- 
ors must depend on their own capital for 
finance. Vietnamese officials hope more 
funding will eventually be available locally 
after foreign banks open branches under 
recent liberalisation measures. But foreign 
bankers predict that Hanoi will be disap- 





pointed. "This won't change the basic 
problem that Vietnam is still a big risk,” 
one says. 

The same banker doubts that foreign 
banks will increase their credit to Vietnam 
until the US lifts its trade embargo and al- 
lows Hanoi to re-establish relations with 
the IMF. The latter were suspended in 1985 
when Vietnam defaulted on its debt pay- 
ments. 

Vietnam's lack of hard-currency limits 
foreign investors to projects which gener- 
ate their own foreign exchange. This pre- 
vents ventures producing only for the do- 
mestic market, despite its sizeable poten- 
tial, because the foreign partners will be 
unable to obtain hard currency to repatri- 
ate their profits or to import new equip- 
ment. 

Despite these problems, however, many 
foreigners say Vietnamese banks have 
come a long way in the past three years. 
One of the most revolutionary changes is 
that banks no longer issue letters of credit 
unless the buyer has the funds to back 
them up. 

Another source of difficulty is that Viet- 
nam is not nearly as cheap a place to oper- 
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ate in as Hanoi claims. Government labour 
policies require foreign companies to hire 
workers through a service organisation and 
pay a minimum wage of US$50 a month, 
theoretically at least. The workers them- 
selves take home only about 30% of this 
amount. “We find Vietnamese cost more 
than their counterparts in Malaysia or In- 
donesia, but they are receiving less,” says 
an oil official. 

However, not all investment projects 
have been forced to comply with the mini- 
mum wage scale. Many foreign factories in 
Ho Chi Minh City are paying only US$30- 
40 a month for unskilled labour. But other 
operating costs are steep. Recently the 
government began charging foreign-in- 
vestment projects higher rates for electric- 
ity and water — and the charges must be 
paid in US dollars, 

Furthermore, Ho Chi Minh City has 
suffered up to four days of power cuts each 
week in recent months because of the low 
water level at the Soviet-built Tri An dam, 
forcing many companies to install genera- 
tors. The manager of a Taiwanese joint- 
venture shoe factory says this costs him an 
additional US$200 a day in fuel costs alone. 

Companies depending on international 
communications are also hard hit. “Our 
telecommunications charges are more than 
double the cost of all our other operating 
expenses,” says one businessman. “In Sin- 
gapore, they're only 2% of our total costs.” 

Similar kinds of concerns have created 
difficulties for Tootal's thread venture, de- 
spite its early success in achieving volume 
production. The partners have lobbied the 
government — so far without success — to 
change a tax structure which imposes a 4% 
levy on turnover because the company 
produces for the local market. Companies 
producing exclusively for export are not 
taxed. 

The Tootal venture nevertheless stands 
as a benchmark of the kind of manufac- 
turing project Vietnam most needs to at- 
tract. Chief among the ingredients of its 
success were that its local partner, Phong 
Phu Textile Mill, was an established com- 
pany which last year exported US$6 mil- 
lion of cotton fabrics and garments. 

Many of Phong Phu's executives and 
engineers were familiar with Western 
business practices, having worked for the 
company before capitalist South Vietnam 
fell to the communists in 1975. Deputy 
manager Khieu Thien Thuat, who was 
appointed to head the joint venture, had 
studied textiles and management in France. 

Tootal has also succeeded because it hit 
on a product for which there is growing 
demand within Vietnam. Thuat sees gar- 
ment-making as an expanding industry, 
noting that at least 40 companies from 
Hongkong, Taiwan, Japan, Germany, 
Thailand and Malaysia have recently 
signed agreements to set up garment ven- 
tures in the country. * 
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Foreigners complain of red-tape and official meddling 





By Murray Hiebert in Ho Chi Minh City 


nvestment in Vietnam is not for the 
| faint-hearted, impatient or those look- 

ing to make a quick buck. Successful 
investment, according to foreign business- 
men, requires persistence and, crucially, a 
competent and well intentioned Vietnam- 
ese partner who can fight through the bu- 
reaucratic maze. 

Robert Verschovle, an Irishman who 
established himself in Ho Chi Minh City 
two years ago, learned several of these 
lessons while scouting opportunities for a 
former employer, Industrial Marketing 
Group (IMG), a British-based holding com- 
pany. 

Verschoyle says IMG is involved in sell- 
ing computers to the Soviet Union and 
Eastern Europe, and saw Vietnam as a po- 
tential new socialist market. His research, 
however, suggested it was too early to try 
to market hi-tech goods in Vietnam. In- 
stead, IMG elected to go for an entirely dif- 
ferent venture. 

The company invested US$250,000 to 
set up an export-oriented timber-process- 
ing business in Thu Duc, à suburb of Ho 
Chi Minh City. It also signed a business 
cooperation contract with Nhatico, a con- 
struction corporation run by the city gov- 
ernment, under which Nhatico was to ob- 
tain the necessary operating licences and 
supply timber to IMG. 








Cuu Long hotel: tourist overload. 
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Nine months later, Nhatico still had not 
obtained a licence, even though the State 
Committee for Cooperation and Invest- 
ment (SCCI) had pledged to rule on foreign 
applications within three months. As 
Verschoyle grew more impatient, relations 
between the two partners soured. They 
broke down completely when IMG rejected 
a 370 m shipment of timber blighted by 
“blue stain,” a condition caused by failure 
to treat pine logs quickly after felling. 

Nhatico retaliated by getting local offi- 
cials to block another IMG timber load that 
was due to leave by ship the next day. By 
the time IMG had succeeded in reversing 
the blocking order, the ship had sailed. 
“We had 1,000 m! of timber sitting around, 
which knocked our cash flow on the head. 
We had to wait a month and a half for the 
next ship," Verschoyle recalls. 

In retrospect, Verschoyle admits to 
some mis-steps, including importing 
equipment before he was granted authori- 
sation to operate. "We thought our idea 
would be snatched up by the government 
because it was an 'aid' programme," he 
says, referring to IMG's agreement to pay its 
suppliers on delivery, rather than after the 
timber had been processed or sold. 

But he also accuses Nhatico of hidden 
motives, believing the Vietnamese side 
hoped IMG would become fed up waiting 
for a licence and would withdraw, leaving 
behind its equipment and buildings. 
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of the fastest 
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Verschoyle says IMG will prob- 
ably suspend its timber business 
until it finds another partner, but he 
does not expect IMG to leave Viet- 
nam — the long-term prospects are 
still bright, he believes. While 
awaiting a change of fortune, he has 
gone back to rebuilding a 72-ft yacht 
he recently bought in Haiphong. 

Other businessmen also have 
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inne: an T says asother 
wan businessman, James Hu 
manager of Lac Ty, a joint vent 
producing canvas shoes for ex} 
to Europe. "I can't know in Ma 
what type of shoes my custom 
will order in June. But changing 3 
shipment can take months, while 1 
have to explain why I want to- 
change the materials Ir m 1 import- 
















their tales of frustration. Among 
their complaints: 

> Red tape. "The downside of do- 
ing business [in Vietnam] is the 
length of time it takes to get any- 
thing done,” says Clive Fairfield, co- 
owner of Singapore-based Conti- 
nental Offshore, which mostly 
trades but has also invested in sev- 
eral small sawmills and garment 
factories in Vietnam. 

“There's a lot of collective irre- 
sponsibility — nobody seems to be 
in a position to make a decision," 
Fairfield adds, though he notes: 
"The plus of working here is that 
many Vietnamese are trying hard to 
make [your venture] work, despite 
the system." Indeed, Vietnamese staff are 
generally praised by foreign businessmen 
as being hard workers and adaptable. 

Taiwan investor C. F. Chang, chairman 
of the Pan Viet Corp., also reports diffi- 
culties with obstructionist local bureau- 
crats. In addition to being involved in sev- 
eral joint-venture housing projects, the 
company is setting up plantations to grow 
bananas for export. But it stopped work 
on a US$2 million banana-research sta- 
tion because of constant interference from 
local officials. "All they wanted to know 
was when they would get their money . 
they don't understand that agricultural 


tels, including the Rex, Majestic, Conti- 
nental, Palace and Caravelle. In all, it 
< controls 50 establishments with about 
: 2,500 rooms. With an estimated annual 
income of about US$13.5 million in for- 
. eign exchange, it has been able to reno- 
. vate many of the city's ageing hotels, with 
some of the work carried out by overseas 
partners. 

It also holds the Vietnamese stake in 
some of the city's largest joint-venture 
projects. Recently, for instance, it* be- 
came the local partner in the luxury Sai- 
gon Floating Hotel, which is managed 

by Australia’s Southern Pacific Hotels 
. Corp. 
- Work on a 500-room hotel has com- 
< menced on the site of the Le Lai hotel in a 
- joint venture between Saigon Tourist and 
. New World Development of Hongkong. 
- The US$40 million project was originally 
| conceived as a Holiday Inn until US vet- 
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projects need long-term investment." 
M Internal conflicts. When the Saigon Star 
Hotel opened in Ho Chi Minh City a few 
months ago, it obtained a permit from the 
city traffic department to allow guests to 
park their cars on the street. A few days 
later, the district police declared the permit 
invalid. Hotel manager Billy Or, one of 
four Hongkong-based partners in the 
project, suggested the police talk to the Vi- 
etnamese side of the joint venture — the 
Ministry of Defence. Street parking was 
allowed. 

P» Customs procedures. "My biggest 
problems come when I suddenly have to 


erans of the Vietnam War threatened to 


boycott the international hotelier's opera- 


tions. 
Other foreign companies are seeking 
approval for large hotel projects in Ho 


Chi Minh City, including the Regent, 


Hyatt, Novotel and Peninsula groups. A 
consortium called Kenton Investment 
from Hongkong and the Vietnamese 
Ministry of Construction are combining 
to open a luxury hotel valued at US$38 
million. Korea's Daewoo is said to be 
scouting the city for a suitable site for a 
Hilton. 

Many proposals are aimed at Ho Chi 
Minh City's burgeoning foreign business 
community, says Pham Khac Chi of For- 
eign Investment Service Co. Few foreign 
companies have organised their own of- 
fice or residential space. Hongkong-based 
Peninsula Group is hoping to build an 
11-storey "international burotel,” com- 
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business licences, 


















ing.’ 
Others, however, have found the 
Viemamese customs service t obe 
highly efficient. "I've never had 
container waiting more than two 
days,” says Continental's Fairfield. 
"If you get your paperwork correct, | 
no one gives a damn.” | 
> Corruption. The country's poorly: 
paid customs officials are likely to 
speed up their procedures if offered 
some reward. "Fifty-thousand dong 
[roughly U5$5] here, a hundred: 


else — it's the same everywhere in 
the world," says one foreign busi- 
nessman. 

Some foreigners, however, com- 
plain that corruption is becoming so 
widespread, particularly in dealing with 
certain state offices, that it is no longer pos- 


sible to work above board. The results can... 


be perverse. “If I offer US$150 for a cubice 
metre of timber and no backhander, the... 
guy who offers USS100 plus a US$5 back- 
hander will get the contract," a source says. 
"Many managers are only interested in 
thee their own nest and are quite 
happy to operate their state company at a 






























thousand there, a bottle someplace ^. 


loss.” 
Yet Pan Viet's 


s Chang declares: "We're 


big investors in Vietnam, and until now, | 


didn’ t pay a cent under the table.” 


prising service apartments for foreign — 


businessmen and a modern business cen- 
tre. The cost is estimated to be US$12 mil- 
lion. 


Smaller investors, such as Advance . 


Pacific Corp. of Japan, are sinking capita 


into renovating three-star hotels. Officials 
at Saigon Tourist say the city’s well-pre- 
served colonial buildings offer consider- 
able possibilities for renovations of this - 


type, costing US$3-7 million. 


However, with plans multiplying for 
large new office buildings and hotels, and .. 


with a target of 1 million overseas 
visitors a year by 1995, few doubt that 
old Saigon's architectural heritage is un- 
der threat. But the danger has been real- 
ised. "If we tear down all our old build- 
ings, we will have nothing to offer the 


tourists," says Le Thi Hung, travel service. s 


manager for Saigon Tourist. En 
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INDUSTRY 


Japan s Toray spins web of foreign plants 


The ties that bind 


By Louise do Rosario in Tokyo 


any firms in Japan's textile indus- 

try are facing increasing hardship 

as they lose their competitive edge 
to cheaper foreign rivals, but giant Toray 
Industries has bucked the trend by invest- 
ing heavily overseas and by diversifying 
into related businesses such as chemicals 
and engineering. 

Its Southeast Asian factories are a key 
part of the strategy. Toray has 28 major 
subsidiaries in the region out of a total of 
39 worldwide, and it has been investing 
heavily in more new factories and pro- 
cesses there. The biggest presence is in 
Thailand, Malaysia and Indonesia. 

A number of its subsidiaries are listed 
outside Japan, including Thai Toray Textile 
Mills, which is listed on the Bangkok Stock 
Exchange. In Malaysia, it has seven firms 
employing 4,300 people in the Pen-Group 
of companies which generate M$500 mil- 
lion (US$180 million) in annual profit and 
accounts for 30% of the country’s entire 
textile exports. 

The Toray group as a whole spent ¥140 
billion (US$1 billion) in the two years to 
the end of March 1991 on new plant and 
equipment, the equivalent of 8% of total 
turnover. About ¥30 billion of that was in- 
vested in Asia and, overall, foreign opera- 
tions received ¥82 billion in capital spend- 
ing. 

New investments in Southeast Asia in- 
clude a ¥10 billion plant in Malaysia to 
produce a special plastic for use in elec- 
tronics products, thought to be the largest 
factory of its kind in Asia outside Japan. It 
is building a ¥13 billion plant in Thailand 
to produce long-thread polyester filament 
and a ¥300 million factory in Indonesia to 
make nylon yarn. 

Toray has a long history of solving its 
production problems in Japan by venturing 
abroad. In 1963, it set up its first Asian base 
outside Japan in Thailand to produce ny- 
lon. It was not the only Japanese textiles 
firm to go overseas. Many of them were 
moving into the rest of Asia at the time in 
search of cheap labour and raw materials. 
In 1973, 40% of Japan’s total investment in 
Asia was in textiles. 

But unlike many of its competitors, 
Toray stuck with its Asian operations. 
Others grew tired of the infrastructure 
bottlenecks and management difficulties 
and scaled back their investments in the 
region. Toray’s Southeast Asian plants 
suffered heavy losses from 1973-76 and 
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Toray: less textiles, more profits 
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again from 1981-82, due to rising feedstock 
prices and fierce competition. But they are 
now making healthy profits. 

Industry sources estimate that the 
Southeast Asian operations comprise up to 
a third of group profit “in a good year.” In 
the 12 months to March 1991, Toray made 
a consolidated pre-tax profit of ¥72.8 billion 
on turnover of ¥917 billion. Sales were up 
8.6%, and profits rose 4%. 

Hiroshi Maeda, a Toray director who 
helped plan the firm’s Southeast Asian 
strategy, says, “We used to have so many 
headaches, especially on the management 
side, with our operations.” But almost all 
of these difficulties have been ironed out, 
to the point where Toray’s Asian business 
is regarded in the industry as a model of 
how to integrate domestic and overseas 
operations successfully, It is the most inter- 
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Toray is branching out from its textile base in Indonesia. 


nationalised textile company in Japan, says 
Yo Mizuno, an analyst at Daiwa Securities. 

Much of the production of commodity 
fibres has been moved to Southeast Asia, 
while Toray has concentrated on techno- 
logy-intensive production in Japan. In 1989, 
for example, Toray acquired Samuel 
Cortaulds, a British textile firm (renamed 
Toray Textiles Europe) for £25 million 
(US$40 million) which uses fibres pro- 
duced by Toray's Southeast Asian facto- 
ries. In Japan, hi-tech products include ar- 
tificial suede and fabrics for ski clothes 
whose colours change under different 
lighting. Profit margins are as high as 30% 
on some of these items. 

Toray has perfected a new generation 
of synthetic fibres known as shingosen, an 
extremely thin material with a novel feel, 
described as similar to a peach skin. It is 
also one of the world's leading producers 
of carbon fibre, a strong and light material 
ideally suited to the manufacture of aircraft 
parts. A third of the firm's carbon-fibre 
output comes from its plant in France. This 
product alone contributes Y25-26 billion 
worth of sales each year and Y2 billion of 
profits. The firm is hoping that consump- 
tion of carbon fibre will soar in areas like 
car production if the price falls. It is also a 
major world supplier of polyester film, 
used for video- and audio-tape. 

Moving upmarket in Japan was only 
part of the story. In 1986, Toray embarked 
on a tough three-year restructuring pro- 
gramme. It shut down one big plant in Ja- 
pan and reduced production in others — 
by as much as 30%, at one stage, says 
Tommy Tang, an analyst at Baring Securi- 
ties. Exports by the Japanese parent com- 
pany were halved to 13.7% of output be- 
tween fiscal 1985 and 1990, while offshore 
production made up the difference. Staff at 
the main company was cut from 12,000 to 
just over 10,000. 

The result of the restructuring is that 
textiles as a proportion of group sales has 
fallen from 71% of turnover in 1980 to 48% 
in 1990. Textile sales totalled Y443.8 billion 
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It is no idle boast to say that Mercedes-Benz 
cars are considered the most technologically 
innovative, the safest and the most reliable 
anywhere in the world. 

This is evident in the radical but meaning- 
ful features thev've been known to introduce 
with consistent regularity. 


But there still remains another feature 





on every model that has hardly changed over 


the years. 





We're referring to the attentive and expert 


i 


qualified staff of Mercedes-Benz. 

A human feature built into the car? Have 
they gone soft in the head? Apparently not. 

For at Mercedes-Benz, customer care has 


never had the luxury of being an option. 





When one buys a Mercedes-Benz, a lifetime 
of service (no two ways about that, these cars are 
rumoured to last forever} comes as spitting polished 
as the marque on the hood. 

From the service technicians who wil 
monitor the every hum of your engine at each 
service interval. (When they work on cars built 


neces 





to last this long sitv demands that they 
be the most qualified in their field.) 

Right down to the concerned voice on the 
phone who takes care of vour enquiries and 
servicing appointment bookings. 

Each one is as vital as every engineering 
detail built into the cars. 


When a fe 


Mercedes-Benz. 








ature is incorporated into a 





you can be sure it is entirely 


pragmatic and meticulously executed. 





(ot least of these is the pivotal role that 
customer care figures in the process of ownership. 


Because each time a Mercedes-Benz car 





s, their conscience tells 





rolls out of their premise 
them there is something far more important 


riding on the reputation of their cars. 





Their precious customer 





Mercedes-Benz 
Engineered to move the human spirit. | 
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last year, somewhat less than their level in 
the first half of the 1980s, but considerably 
more than during the second half. 
.. Sales of plastics and chemicals com- 
ised 26% of turnover in 1990. Housing 
id engineering accounted for 16% and 
: products and other businesses" 
le up the remaining 10%. 
: Toray's restructuring in Japan has been 
-made less painful thanks to a sales boom 
-in Southeast Asia. Turnover in this region 
rose by a third to Y100 billion between 1986 
and 1990. Despite the impressive perform- 
ance of Toray overseas, 70% of its textile 
sales remain in Japan, 

Maeda thinks that the good times in 
Southeast Asia may last for another 10 
years, before rising costs eat into profits. 
This is occurring now in the Asian NICs 
(South Korea, Taiwan, Hongkong and 
Singapore), whose synthetic-fibre sales rose 
from 11.8% of the world total in 1985 to 
17.2% in 1990. Mitsubishi Bank reckons 
that demand for synthetics in Asia (in- 
cluding Japan) will rise by 3596 to 8.4 mil- 
lion tonnes a year in the five years to 1995, 
the fastest rate of growth in the world. 

Toray is already gearing up for this. Its 
new plant in Indonesia will supply nylon 
yarn to local shoe makers. By 1994, Toray's 
overseas capacity of short-thread polyester 
fibre (a substitute for cotton) will double to 
12,000 tonnes a month, the bulk of it sup- 
plied by Malaysia and Indonesia. Asean 
output of long-thread polyester fibre, a 
higher value-added and more versatile 
product, will increase from the current 
negligible level to 6,370 tonnes a month, 
almost as much as that produced in Japan. 

Little of this output will end up in Ja- 
pan, however efficiently produced. Despite 
being a global company, Toray does not 
use its overseas subsidiaries to import 
cheap fibre into Japan. As one of the big- 
gest textiles manufacturers in the country, 
Toray believes it has a moral obligation not 
to disrupt the domestic market by import- 
ing cheap fibres. 

"If we bring these products back to Ja- 
pan, that might damage the Japanese in- 
dustry . . . We don't want to create that 
kind of confusion only for our profit," said 
Katsunosuke Maeda, president of Toray, at 
a meeting with journalists last July. 

In Japan, hundreds of small spinners 
and weavers would lose business if Toray 
were to cut its ties to them after working 
together for decades. The motivation is not 
entirely altruistic. When demand is slack, 
these small operators are the first to feel 
the squeeze, not Toray. 

|... A further point is that the fibres pro- 
. duced in Asia are mainly commodity items 
- which do not meet the needs of affluent 
.and finicky Japanese consumers, Toray 
claims. This has not stopped Toray, 
though, from selling Southeast Asian out- 
-put to its newly acquired textiles subsidi- 
. ary in Britain. " 
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ECONOMIC MONITOR : 


Twitches of life 


espite an economic contraction of 

0.9% in the fiscal year ended on 

30 June 1991, most economists 

now believe that the Australian 
economy is on the cusp of recovery — al- 
beit a modest one courtesy of Prime Minis- 
ter Bob Hawke. 

The Hawke government, in its budget 
presentation on 20 August, predicted the 
economy will grow at a real annual rate of 
1.596 in fiscal 1992. Most private-sector 
economists, however, believe the growth 
rate will actually be in the range of 2-2.5%. 

The recovery will probably become 
manifest by year-end, though other eco- 
nomic indicators point to a modest re- 
bound at best. Treasurer John Kerin ex- 
pects unemployment levels to peak at 


| Current account balance 
: (A$ bill jon) 





10.75% in fiscal 1992, up from the current 
rate of 9.8%, with unemployment levels 
likely to remain in the 8% range. 

Australian policymakers, however, will 
not repeat the mistakes of previous reces- 
sions and engineer another boom. Rather, 
growth will be restrained by the govern- 
ment’s continuing refusal to loosen signifi- 
cantly its tight monetary policy or to spend 
its way out of the recession. 

Although the projected budget deficit 
for fiscal 1992 of A$4.7 billion (US$3.7 bil- 
lion) represents a sharp swing from the 
surplus of A$1.9 billion in fiscal 1991, there 
are no net increases in government spend- 
ing in the new budget. Rising unemploy- 
ment-benefit claims and other automatic 
spending programmes, as well as declining 
tax revenues as a result of the recession, 
are to blame for the forthcoming deficit. 

Similarly, though short-term interest 
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rates have slid to 10.576 from a high. o 
18% in January 1990, the government re 
mains cautious about relaxing its tigt 
monetary policy. This is despite expect: 
tions that the inflation rate will drop to 3* 
by the end of fiscal 1992, compared to 5.3% 
in fiscal 1991. 

The government instead is counting o n 
the housing industry and the replenish- : 
ment of business stocks to turn the 
economy around. Investment in housing is 
expected to grow 4.8% in fiscal 1992 aftera — 
contraction of 11.4% last year. Private | 
stocks are expected to edge up 0.5% this 
year after contracting 1.2% in fiscal 1991. |. 

A fillip is also expected from export. . 
growth, which is estimated at just over 576. 
for fiscal 1992. This represents a slowdown | 
from the 13% growth rate last year. Over- 
all, however, exports are expected to de- 
cline in value on the back of declining 
commodities prices. Australia's terms of 
trade are expected to fall 3.3% in fiscal 1992 
after contracting over 5% last year. 

Other sectors of the economy are likely. 
to remain weak, among them tourism, . 
business properties and construction. 

But Canberra, with an eye on Austras «. 
lia’s gross foreign debt of more than AS160 
billion (US$125 billion), hopes that the 
modest recovery will allow the current- 
account deficit to fall to A$14 billion, or 
3.5% of GDP, in fiscal 1992, down from a 
high of A$22.3 billion, or 6% of GDP, in. 
fiscal 1989. But private economists expecta 
current-account deficit in fiscal 1992 will 
be closer to last year's figure of A$15.7 
billion. 

The government is placing considerable 
emphasis on the declining inflation rate, |. 
which has proved difficult to tackle due to 
Australia’s centralised wage-fixing system. .—.— 
Government officials insist there has been: 
a fundamental change in underlying infla- 
tionary pressures now that state-owned 
business enterprises are becoming more. 
competitive while private companies. 
maintain a tight lid on costs in the face of 
steadily declining tariffs. | 

But another reason that the government 
is being deliberately slow in cutting inter- 
est rates is that it would rather not over- 
heat the economy in the run-up to elec- 
tions next year. The Hawke government 
must go to the polls before March 1993, 
though most political analysts expect the 
prime minister to call an election in late 
1992. Better a very gradual recovery this 
year than a boom period that might have 
to be reined in too quickly. | 
u Glenda Korporaal 
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COMPANIES 










< By Michael Taylor in Hongkong and |. 
. Doug Tsuruoka in Kuala Lumpur 


wo scandal of missing shares and pho- 





ney rights issues which led to the 
|n suspension of a listed Hongkong 
——.. company could prove to be the last throw 
of the dice for Malaysian businessman Yap 
55. Chor Kian and his associates. Australian 
_ © investigators are expected to announce in 
(. September that they are seeking Yap's ex- 
|... tradition to face charges relating to the 
5.45150 million (US$115 million) collapse of 
| à financial empire in 1989. 
^ o Hongkew Holdings was the Hongkong 
C . arm of Yap's Australian house of cards, 
-~ “Which had at its core the Sydney-based 
-> Deposit and Investment Co. (D&I) and the 
—. Perth-listed investment company Sunmark 
|. Corp. The Hongkong company benefited 
|... directly from loans made by Dé! before the 
— -latter imploded. In addition to Yap, two 
... Other members of the then D&i board, Lim 
_. Hun Beng and Peter Russell, remain cen- 
tral to Hongkew’s operations. 
|^ Since Yap's resignation from the Hong- 
-kew board in May 1989, the company un- 
v. der Lim (a director) and Russell (the gen- 
. M eral manager) has issued a deluge of paper 
_...to finance its transformation from a vehicle 
_. for Yap to play the world's stockmarkets 
«toa Malaysian property company. 
- ^ The dilution for existing shareholders 
— has been severe, with the number of shares 
^. outstanding increasing 10-fold in barely 18 
. . months. It was an attempted further dilu- 
_ fion which triggered the downfall. In April, 
_ Hongkew seemingly tried to raise HK$31.5 
. million (US$4 million) by issuing 120 mil- 
- lion new shares — equivalent to about 
16.3% of the company's existing capital — 
to companies called Master Investment and 
Chess International. Subsequent investiga- 
tions revealed that neither existed. 
As a result, Hongkew requested in May 
that its shares be suspended. Trading re- 
ains in abeyance while auditors Ernst 
and Whinney attempt to establish an asset 
value for the company. 
- In addition, someone appears to have 
been looting the company's property, in 
the form of 10 million shares in Hongkong- 
sted Kee Shing (Holdings) The shares 
e bought on 13 November 1990, with 
e certificates remaining with a Hongkong 
rokerage called Kongson Securities. Nine 
days later, Hongkew director Tan Keng 
Kooi authorised the withdrawal of the 
Scrip from the broker. The shares are now 
missing, and the company has threatened 





















-Hongkong scandal linked to Malaysian businessman 


Yaps last stand? 


legal action against Kongson. Tan has vig- 
orously denied that he has the shares, and 
the territory's Commercial Crimes Bureau 
is investigating. 

The company's travails in Hongkong 
come as Australian securities regulators are 
concluding their inquiries into Yap's role 
in the collapse of D&i and Sunmark. In a 
report to be presented to the country's at- 
torney-general, the investigators are ex- 
pected to allege that D&i and Sunmark 
routinely made unsecured loans to the 136 
companies in Yap's stable. Many of these 
"loans" were non-performing. One source 
in Australia described it as "a fairly straight 
rape." 

When Yap took over D&I in 1986, the 
company had a 113-year history of solid if 
dull financial life, pursuing a safe invest- 
ment policy in which government bonds 
bulked large. Three years 
later it collapsed, after fail- 
ing to produce audited ac- 
counts for the trustees of the 
company's debenture hold- 
ers. Subsequently, trading in 
Sunmark's shares was sus- 
pended as the company 
failed to answer questions 
about inter-company loans 
(REVIEW, 27 Apr. '89). 

Criminal charges ranging 
from breaches of directors' 
duties to theft are expected 
to be lodged in September 
against Yap and other offi- 
cials in the two companies. 
Lim and Russell — as well 
as Hongkew's past and 
present management and major share- 
holders — are also expected to feature 
prominently in the report. 

The Australian police are said to be 
keeping careful track of Yap's movements. 
Various sources say that he has been living 
in Hongkong, Hawaii, Taiwan, Malaysia 
and other countries during the past couple 
of years. 

Earlier plans to bring Yap before an 
Australian court have been hampered by 
the absence of formal extradition pro- 
cedures with the countries he was using as 
a haven. In the case of Malaysia, a full 
public hearing on the charges against Yap 
would be required before the authorities 
could agree to extradite him. 

Yap has had an unusually colourful 
career. Starting as the No. 2 at the Kuala 
Lumpur office of London broker Lawrence 
Prust, he subsequently worked for brokers 
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Yap: charges likely. 


in Kuala Lumpur's Charles Bradburne & 
Co. (1930). Both firms had to absorb losses 
after discretionary accounts operated by 
Yap were found to be owed substantial 
sums by holders who could not be traced. 
Then, in 1979, Yap scored the rare privilege 
of being tried in Kuala Lumpur for creating 
a false market in the shares of Pacific De- 
velopment Corp. 

Yap and Lim's involvement with 
Hongkew began in 1986 when Smart Cen- 
tre, a vehicle indirectly owned by mem- 
bers of Yap and Lim's families, took a 
65.876 stake in the company. On the face of 
it, this holding was submerged by the 
welter of share issues and placements be- 
tween August 1989 and April 1991, seem- 
ingly to independent third parties. Finally, 
the Smart Centre stake in Hongkew was 
sold in the latter half of 1990. 

Despite his lack of any overt holding in 
Hongkew, Lim has retained the chairman- 
ship of the company unopposed. The situ- 
ation is described by one Hongkong sar- 
donic regulator as “miraculous.” 

But if the real extent of Yap and Lim's 
connections with Hongkew are impossible 
to divine, Hongkew's past connections 
with Yap's Australian com- 
panies are easier to track. In 
fact, by 1988 a large part of 
Hongkew's operations de- 
pended on loans from D&l 
Bank, a Vanuatu-based sub- 
sidiary of D&I. In that year, 
Hongkew's main business 
was plaving the London 
bourse — with D&l money. 
Of the company's HK$82 
million turnover, at least 
HK$5.4 million was related 
to a loan from D&I Bank. 

Hongkew also appears to 
have benefited from another 
side of Yap's Australian in- 
terests. According to the ac- 
counts for the company to 
30 fune 1989, Hongkew deposited HK$10.6 
million with Sun Sovereign, a part of 
Sunmark. Although interest rates at the 
time stood at 13-13.25%, this deposit gen- 
erated a return of A$211,000, or approxi- 
mately 20%. 

While Hongkew was gaining from 
these doomed shell games, Yap himself 
was benefiting directly from Hongkew, 
with the company advancing HK$3.5 mil- 
lion to Smart Centre in the form of an un- 
secured and interest-free loan. This munifi- 
cence was extended despite the fact that 
the company suffered a net loss of HK$4- 
million in the year. At least half this loan 
appears to have been repaid. 

Hongkew's auditors have long been 
sceptical of the company's worth, with 
Ernst and Young, and later Arthur 
Andersen, warning as they signed off the 
accounts that there was no way to validate 
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the company's estimate of its net worth. 

For example, Arthur Andersen warned 
in the 1989 accounts that though HK$12 
million of the company's HK$16.6 million 
in total current assets consisted of an in- 
vestment in a company called Amaroo, 
"Amaroo has a low level of tangible assets 
and its future cashflow is uncertain." For a 
Hongkong auditor, these are tough words. 

As a result of the debacle in Australia, 
Yap resigned from the Hongkew board in 
May 1989, but Lim remained and the Smart 
Centre shareholding was undiminished. 
Almost immediately the company changed 
direction, launching the first of a stream of 
share placements to finance Malaysian 
property deals and, incongruously, a 40% 
stake in a Taiwanese gold dealer. 

Hongkew’s sudden devotion to 
Malaysian property coincides with re- 
ported sightings of Yap in the country. 
Yap was last glimpsed in June at a luxury 
Kuala Lumpur hotel, registered under the 
name of “Alexander Yip,” one of his many 
aliases. He is also known to use the name 
Donald Yew. Australian law-enforcement 
officials say Yap switches between five 
passports, including one from Belize. 

In May 1990, Hongkew agreed to pay 
HK$26 million for a controlling 70% stake 
in Park Properties, the holding company 
for the 204-acre Tasik Jaya Light Industrial 
Park in Seremban, about 60 km south of 
Kuala Lumpur. The first phase of the 
project, which contains more than 100 units 
of industrial workshop and office space, 
has been completed and most of the units 
have been sold. Hongkew paid for the 
stake through an issue of 103.8 million new 
shares priced at 25 HK cents each. The is- 
sue represented 27.7% of Hongkew’s paid- 
up capital. 

Sources close to Park and other local 
property companies tied to Hongkew deny 
that they have had any dealings with Yap 
and stress that the Malaysian business- 
man’s alleged links with their Hongkong 
parent should not detract from the com- 
mercial viability of their businesses. 

In addition to its Tasik Jaya venture, 
Hongkew mobilised a HK$17.3 million 
share issue in January 1990 to buy a 59% 
interest in Island Garden Development, a 
Malaysian-based property firm. In March 
and April 1991, it acquired Penang-based 
real-estate companies Fainyear Develop- 
ment and Eastern Gain Investments. 
Fainyear owns 92 acres of housing land 
and Eastern Gain has a “substantially com- 
pleted commercial building” in Penang. 
The combined purchase price was HK$77 
million, raised through new issues on the 
Hongkong market. 

All this capital activity suggests that 
Hongkew was on a roll. However, in the 
financial year ended 30 June 1990, the 
company posted a HK$3.9 million loss in 
net income, still better than the HK$14.5 
million loss made the previous year. — mw 
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H ashington set to impose sanctions on China 


By Susumu Awanohara in Washington 
and Lincoln Kaye in Peking 


fter a “fruitless” round of trade talks 
A in late August, the US looks almost 
certain to impose sanctions against 
Peking for its alleged unfair trade practices, 
its restrictions on market access and its 
violations of intellectual property rights. 
Chinese officials protest that they nego- 
tiated in good faith. Peking-based foreign 
businessmen and trade diplomats from 
European countries suspect that Washing- 
ton is blustering to appease China-bashers 
in Congress and wring further concessions. 
The bluff may work; there are hints that 
the Chinese may yet propose new me- 
dium- and long-term market opening 
measures to be adopted by the end of Sep- 
tember. They have invited US officials to 











Peking in October for a resumption of the 
talks. 

But the US side has not yet decided 
whether to accept these 11th-hour compro- 
mises or to hold out for a wholesale roll- 
back of import substitution policies and a 
relaxation of charges, licensing and quan- 
titative restrictions on imports. If Washing- 
ton sticks by its guns, by the end of this 
month China could face punitive tariffs on 
selected exports to the US. 

Similar penalties could be exacted if the 
Chinese do not take positive steps to pro- 
tect US intellectual property rights by 26 
November — a deadline dictated by the 
so-called Special 301 provision of the US 
Trade Act. 

The intellectual property question, ac- 
cording to European trade diplomats in 
Peking, is the main motive behind Wash- 
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Trade negotiator Carla Hills: sanctions likely. 


Patently hostile 


ington's tough stance. Outclassed by Japan 
in consumer products and unable to vie 
with the easy-credit terms of European 
capital-manufacturers, the US' only hope 
of narrowing its growing trade deficit with 
China — US$10 billion last year and pro- 
jected at nearly US$15 billion this year — 
must lie in technology exports. 

But, as long as US hi-tech companies 
hesitate to sell to China lest their products 
are copied, the lack of intellectual property 
protection acts as an effective trade barrier. 
So Washington is especially eager to settle 
the question — even, perhaps if it means a 
separate bilateral deal with Peking. 

US trade negotiators, when questioned, 
staunchly deny even considering any such 
arrangement. To deal bilaterally would be 
to play a spoiler's role with respect to other 
industrialised countries, since it would re- 
, move pressure on China to join 
3 the multilateral Berne Conven- 

tion or the Universal Copyright 
Convention. 

For its part, China has pro- 
posed that the question be re- 
solved simply on the basis of its 
1979 Shanghai Trade Agreement 
with the US, in which the two 
countries promised to give each 
other's intellectual property “na- 
tional treatment." This the US 
trade negotiators rejected — not 
out of any fundamental allergy 
to bilateralism, according to a 
Peking-based lawyer who han- 
dles copyright cases, but rather 
because of Washington's pen- 
chant for having everything ex- 
plicitly codified. 

The Chinese usually prefer to have 
agreements vaguely worded, the lawyer 
says, with plenty of room for administra- 
tive discretion. In his copyright practice, he 
adds, he finds Chinese administrators 
much more responsive since China imple- 
mented its own copyright code this year, 
and he worries that US bluster could “hurt 
more than it helps" by making Peking de- 
fensive. He grudgingly admits, though, 
that Washington's "big stick" approach in 
Special 301 negotiations last year helped 
get the new law passed. 

US officials date their trade woes with 
China back to Peking's decision in 
September 1988, to rein in its ^overheated" 
economy by clamping down on im- 
ports. F or this, the Chinese strictly en- 
forced — and, in some cases, beefed up — 
the trade barriers that were already on 


pL... plus the Asia Yearbook 





s the coupon below and automatically receive the 


| Asia. Everything from Finance & Currencies to 


| cost to your subscription rate shown above, and 





















> your copy each week. 


Fark astei aeeoo 


JETSPEEDED RATES 





——————————————————————————————————— Y» 


. Country — | 3 months | 6 months | 1 year 
Bangladesh U5$34.00 | US$59.00 
Brunei B$157.00 
India US$50.00 
Indonesia US$33.00 | US$57.00 
Japan 422,500.00 
Korea US$75.00 
Malaysia M$165.00 
Pakístan US$45.00 
Philippines US$45.00 
Sri Lanka US$45.00 
Taiwan US$89.00 
Thailand US$70.50 


— Fest ol Asia US$99.00 
Australasia A$129.00 
New Zealand NZ$150.00 
' Canada C$9800 | C$170.00 


U.S.A. US$135.00 


Central & 

South America| US$55.00 | US$101.00 | US$175.00 
Europe, Africa 

. & Middle East | 59-00 £50.00 £87.00 


SURFACE MAIL RATES 


3 months | 6 months - 


U8$49.00 
£32.00 
A$60.00 
x7,190.00 




















HK$485.00 
US$85.00 
£55.00 

A$105.00 
Y12,500.00 


Hongkong 







Cub Elsewhere 






¿Make the Asia Yearbook part of your Review 
subscription: Simply tick the relevant space in 


~~ Yearbook. it gives you Asia minus the mystery, 
minus the myth. A country-by-country survey of 


| Politics and Social Affairs. The only single 
] medium of its kind. 

| Rate: Soft cover US$32.50/HK$255.00 (or the 
equivalent in local currency). Add the Yearbook 


Fo send the total, with the completed coupon. 
| .. Please enter my subscription for z 
l]..  QS3months O26 months 1 year E 
(2 Please include the Yearbook at extra | 

US$32.50/HK$255.00. For airmail 
delivery, please add: US$7/HK$55 || 
is enclosed- | 


Payment of 
"(Please print in block letters) 


Name | 


€€———————————————————————Ó  —— 


Address 


“Country — E 
7  Q Jetspeeded Q Surface mail 

; -Cheque payable to Review CHE. Company t Hd. || 
| enclosed. di 


To: Circulation Manager . 
Far Eastern Economic Review, - 
GPO Box 160, Hongkong 









ing and inspection standards, China raised 
tariffs on items such as scientific equip- 
ment, cosmetics, processed foods and con- 
sumer appliances. Peking also expanded its 
power to fix import quotas and prices, US 
officials say. 

American authors, composers, software 
designers and others complained about 
rip-offs of their intellectual property. US 
pharmaceutical companies are especially 
upset about China's reliance on process, 
rather than product, patents. 

As a demonstration of US resolve, the 
Office of the US Trade Representative 
headed by Carla Hills in April designated 
China a priority country under the Special 
301 provisions for a whole range of alleged 
copyright and patent infringements. In- 
vestigations began in May and are to be 
concluded in November. 

The latest US-China trade talks came 
hard on the heels of recent votes in the US 
Congress to revoke or attach conditions to 
China's most favoured nation (MFN) trad- 
ing status. US President George Bush, keen 
to override these congressional measures, 
had to promise in July that he would use 
other, non-MFN mechanisms to press US 
concerns about the Chinese trade practices, 
as well as human rights and weapons ex- 
ports. 

In a letter to key US senators, Bush ac- 
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In addition to tightening import licens- 








fait d pisce ind that he Padi in- 
vited the Chinese to negotiate. Unless Pe- 
king made substantial commitments to 
rectify the situation, he promised to initiate 
retaliatory action. 

Privately, some US officials acknow- 
ledge that the Chinese are unaccustomed 
to trade surpluses and are inexperienced 
in no-holds-barred trade parleys with other 
nations. They worry that Peking may not 
realise that Washington will indeed retali- 
ate. 

But the dominant line in Washington 
appears to be ^no more Mister Nice Guy." 
Officials feel that the Chinese Government, 
despite its economically reformist leanings, 
lacks the consensus and political will to 
undertake the bold trade liberalisation ex- 
pected of it by the US. 

Some Chinese sources in Washington 
say that their trade negotiators have not 
been responsive to US demands because 
they believe that the US has already made 
up its mind, for domestic political reasons, 
to hit China on trade and other issues, any- 
way. But a compromise may still be possi- 
ble, suggests one Chinese who described 
the latest talks as "positive." 

Peking made "commitments in princi- 
ple" in the last round of talks, he explain- 
ed. More concrete decisions may be forth- 
coming in October, if talks indeed re- 
sume. m 


Rival for Bombay 


A directive by India's Ministry of Fi- 
nance (MOF) that authorises the go- 
ahead for a National Stock Exchange 
(NSE) has provoked a row between the 
government and the Bombay Stock Ex- 
change (BSE). 

According to the MOF, the NSE is to 
play a complimentary role to the BSE by 
listing medium-sized companies and by 
developing a market in debt securities. 
In addition to automated trading, the 
NSE is to have synchronised settlement 
and clearing across India. It will also 
have a central depository for share cer- 
tificates. 

The idea of a national stockmarket 
originated in a committee set up by the 
MOF to examine the need for additional 
stock exchanges, assess infrastructural 
requirements and suggest ways to im- 
prove trading and settlement systems. 

The MOF says that of the more than 
2,600 companies listed on the BSE, trad- 

ing takes place in only about 300 com- 
: | Poner a daily basis and in only about 
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500 a week. It says the BsE's two-hour 
sessions leave too little time for trading 
in debt instruments. 

BSE members are up in arms at the 
MOF's plan. They accuse the ministry of 
trying to devalue their exchange, which 
accounts for 70% of trading on India's 
19 stockmarkets. They have enlisted the 
support of sympathetic politicians, but 
the MOF has shown no sign of backing 
down. 

Analysts point out that the MOF has 
already issued an ultimatum to the BSE 
to increase its membership by 100 
within two months. The ministry has 
asked the exchange to amend its rules 
so that at least 50% of its directors are 
not brokers. 

Even more telling of its growing 
frustration with the BsE, the Finance 
Ministry has threatened to withdraw 

cogniton of the BSE if the exchange 
does not move to admit financial 
institutions as members. 
" Sucheta Dalai E 











C dittiese budget deficit 
may hit Rmb 21 billion 


» China's budget deficit for 1991 could 
run as high as Rmb 21 billion (US$3.9 
billion) — more than 50% over target and 
far above last year's record Rmb 14 billion 
deficit, according to the official spokesman 
for the State Council. The projection 
comes despite a 6% increase in 
government revenues (versus a 4.6% rise 
in expenditures) for the first half of the 
year. The spokesman blamed the rising 
deficit on continuing losses among 
subsidised state enterprises, one third of 
which are in the red, and on the damage 
wrought by this year's floods. 


Jakarta begins study 
of nuclear power 


M Indonesia awarded a ¥1.5 billion 
(US$10.8 million) contract to a Japanese 
consulting firm to carry out a feasibility 
study for a nuclear power programme. 
New Japan Engineering Consultants has 
been asked to evaluate alternative sites 
and technology, together with 
environmental issues related to nuclear 
power. An Indonesian official said Jakarta 
hopes to provide up to 7,000 MW of 
electricity from nuclear plants by 2015, 
with the first reactor scheduled for 
completion in 2003. 


Indonesian bank creates 
commercial-paper market 

> Bank International Indonesia (Bi) has 
become the first private Indonesian bank 
to sell commercial paper on behalf of 
corporate clients. The bank sold US$20 
million worth of paper for eight 
corporations through the Indonesian 
interbank market, and has agreed to make 
a market in the instruments for one year. 
A BH executive said the paper was 
yielding around 18%, which is higher than 
the return on central bank money-market 
securities. Commercial banks have been 
the biggest buyers of the paper. 


Seoul announces purchase 

of jet-fighter engines 

> South Korea announced it will buy 
132 Pratt & Whitney engines to equip the 
F16 fighter aircraft it is buying from 
General Dynamics. The engine deal is 
-estimated to be worth US$780 million. 
Pratt & Whitney beat General Electric in 
the competition to supply the engines. 
"The agreement mirrors that for the aircraft 
themselves: 12 engines will be bought 
from the US fully built, 36 will be 
-supplied in kit form and assembled in 
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South Korea and 72 will be produced 
under licence by Samsung Aerospace. 
Another 12 will be bought as spares. 


Air India signs order 

for four Boeing aircraft 

> After delays caused by India's external 
payments crisis, Air India has signed an 
order for four Boeing 747-400 aircraft, for 
delivery in 1993-94 at a cost of US$800 
million. Reports in New Delhi said the 
national carrier also plans to book five 
more 747-400s for delivery in 1996-97. 
This is in line with Civil Aviation Minister 
Madhavrao Scindia's plans to reduce the 
average age — now more than 14 years 
— of Air India's 23-strong fleet. 


China devalued by 8.98% 

in November 1990. 

After further cuts in April and 

May 1991, it adopted daily fixings. 


Vietnamese exports fall 

28% in first six months 

> Vietnam's exports in the first six 
months of the year amounted to 

US$661 million, down an abrupt 28% 
from the same period a year ago, 
according to a news report in Ho Chi 
Minh City. The drop was attributed to a 
sharp fall in exports to the Soviet Union 
and Eastern Europe. Sales of handicrafts 
and farm products to these two 
destinations reached only 15% of their 
level a year earlier, according to the 


report. 


Ten Pakistan groups 

plan merchant banks 

9 Pakistani Prime Minister Nawaz Sharif 
on 26 August formally handed letters of 
intent to 10 business groups that have 
applied for licences to float merchant 
banks. Together with two former state- 
run banks that were recently privatised, 


this would raise the number of merchant _ 


banks in the private sector to 12. Sharif 
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Malaysia to establish | 
Labuan ‘finance park’ 


> Malaysian central bank governor ran 
Sri Dato Jaffar Hussein said the 2 
government has earmarked a 4-ha siteon —— 
Labuan Island as a future international 
"financial park." The park, which will unt 
boast intelligent buildings and function as. ^ 
a self-contained township, is designed to 
support Labuan's designated role as an 
offshore financial centre. Three offshore 

banks, eight trust companies, seven 

accounting firms and 15 offshore 

companies have set up operations on the 
island, 10 km off Sabah, East Malaysia. 





Du Pont announces 

USS1.4 billion commitment — 
> US chemical-maker Du Pont said on 27. — 
August it will invest US$1.4 billion during f 
the current decade to expand its n 
manufacturing capacity in the Asia-Pacific 
region. Michael Walker, managing | ^... 
director of the firm's Singapore z 
subsidiary, declined to specify where new : 
plants would be built. But he said they 
would concentrate on making nylon and 
nylon intermediates, as well as a variety | 
of engineering plastics for the region's 
automotive and electronics industries. 

















Pakistan authorities close 
four finance cooperatives 

P Provincial authorities in Punjab, 
Pakistan, cancelled the licences of four — 
cooperative finance companies on BA 
August and took several of their directors 
into custody. The companies, National 
Industrial Cooperative Finance, Services 
Cooperative Credit, Pasban Cooperative . 
and National & Mercantile Finance, 
allegedly defrauded small depositors. out 
of billions of rupees after promising them 
high rates of return. 
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Tales from Ambani lana 


he splendid Birla Matushri hall in 
4 Bombay, ancestral home to the 
ue s coin assayers who gave their 
(4 MA name to this column, was the 
= venue on 26 August for the extraordinary 
: | general meeting of engineering and cement 
..;.| blue-chip Larsen and Toubro (L&T). Most of 
iv | the 3,000 shareholders who took their 
| places expected L&T to end the day firmly 
| in the clutches of the Ambani family. Little 
.'| did they realise just how extraordinary the 
...] meeting would be. 
ee | The Ambanis, who control Reliance In- 
__, dustries Ltd (RIL), were sold a large parcel 
(o | of L&T shares by government financial in- 
_ | stitutions in 1988-89, with the implicit 
. | blessing of the then Congress party gov- 
| ernment. But the family's ambition to boost 
5| their interest (now 24% of the equity) into 
. |a controlling stake was stymied by suc- 
-| ceeding Janata Dal administrations. With 
Congress back in power, it 
was expected that the pli- 
ant financial institutions 
; 1 would be told not to stand 
4. [in the Ambanis’ way. 
- | After the red velvet 
*.| curtain went up at the 
| meeting to reveal the 
| 
i 






«|| board of directors, the 
_ | Ambanis appeared to be in 
. the driving seat. Acting 
-= chairman A. S. Gupta an- 
- | nounced that an RIL sub- 
_ | sidiary held proxies total- 
^| ling 48.1% of L&T equity. 
Mukesh Ambani (son of 
| RIL founder and chief 
| Dhirubhai Ambani) was 
| proposed as L&T vice-chairman and man- 
ging director. Then things went awry. 
“Å gentleman who said he spoke for the 
| Life Insurance Corp. (LIC), a financial insti- 
| tution with 18.8% of L&T, moved a motion 
that the meeting be postponed to 16 Sep- 
tember, claiming time was needed to scru- 
tinise the proxies. Up jumped a spokesman 
for the General Insurance Corp. (2.4%) to 
second the proposal. 
. Shroff had forgotten about the sheer 
vociferousness of a thwarted Indian 
shareholder. Backed by the pro-Ambani 
camp, speakers said the adjournment could 
not be voted on until after the first motion. 
Chairman Gupta, an ex-chief of the LIC, 
then announced a bomb threat had been 
received and that the meeting could not 
| continue. He adjourned it (yes, to 16 Sep- 
| tember). 
| The red curtain swept across and the 
members of the board representing the fi- 
































Dhirubhai Ambani. 


nancial institutions disappeared — not far 
ahead of angry shareholders who stormed 
the stage. 

Afterwards, around the Bombay Stock 
Exchange in Dalal Street, Shroff heard 
various theories as to why the institutions 
threw a spanner into the works. The hottest 
gossip related to the mud slinging recently 
revived between Dhirubhai Ambani and 
Nusli Wadia of Bombay Dyeing through 
their respective newspapers, the Business 
and Political Observer and the Indian Ex- 
press. 

The Express was supposed to have dug 
up more dirt on old foreign-exchange 
scandals involving Congress figures in 
1986-87 as a spin-off from investigations 
into Bank of Credit and Commerce Inter- 
national. New Delhi had been blackmailed 
into blocking the Ambanis, according to 
this theory. Shroff finds this unlikely: such 
a move would not stop 
them for long, and the 
Express is not a paper to 
hold back a good story. 

More likely is the sup- 
position that Prime Minis- 
ter Narasimha Rao wanted 
the institutions to abstain 
at the meeting, but his mi- 
nority government was 
getting so much heat from 
Janata Dal that he decided 
to postpone the moment 
until after parliament 
breaks up on 14 Septem- 
ber. 

Like many investors, 
Shroff is intrigued by what 
the Ambanis will do with L&T when they 
finally clinch control. The Rs 82 billion 
(U5$328 million) that L&T collected in a 
convertible debenture issue in 1989, mostly 
to provide supplier’s credit for the RIL 
group's petrochemicals and gas cracker 
project in Hazira, is still waiting to be 
spent. The elder Ambani says he can raise 
the money elsewhere if need be. 

The Ambanis want to export L&T's 
turnkey industrial construction skills, har- 
nessing cheap Indian engineers to foreign 
proprietary technology. Rivals accuse them 
of being more interested in asset stripping. 
Certainly this strategy would be more risky 
than that of the financial institutions, which 
propose stodgy investments in more ce- 
ment mills. But the fact remains that In- 
dian investors subscribed to the L&T de- 
bentures chiefly on the strength of the 
Ambani name. 

Whatever happens, the whole episode 
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has been a lesson in how far India has to 
go before it really embarks on a privatisa- 
tion programme. First it has to privatise 
the private sector. Through the spineless 
financial institutions, the Ministry of Fi- 
nance arbitrarily sets the course for hun- 
dreds of ostensibly market-driven compa- 
nies. 

Several of India’s big-name families 
control their empires with as little as 9% of 
the equity, relying on their political friends 
to keep the financial institutions in line. 
Perhaps the institutions should sell out of 
L&T: the Ambani family has jacked up the 
price nicely for them during the proxy ex- 
ercise. Justice might also be more apparent 
if the family are obliged to spend more to 
increase their majority stake. 

u Hamish McDonald 





On the surface, the Karachi Stock Exchange 
(KSE) should be the next market in Asia to 
attract the (notoriously fickle) interest of. 
foreign brokers and fund managers. It has 
312 listed companies, some of which have 
public profit track records stretching back 
20 or 30 years. 

Foreign investors — who hold about 1% 
of shares outstanding — have indeed 
started to take an interest. In July, Citicorp 
International floated a US$22.6 million 
closed-end fund that will be managed by 
Morgan Grenfell. 

The Asian Development Bank and 
Salomon Brothers are said to be in the 
process of putting together a long-planned 
US$50 million fund. KSE president Jahan- . 
gir Siddiqui, who runs Karachi's only cor- 
porate brokerage, says that Indosuez Asia 
has mooted the idea of a US$25 million 
fund. 

Siddiqui says he expects about US$100 
million in foreign funds to be raised for the 
KSE over the next few months. Even if all 
that money were to be invested in local 
counters, he notes, the impact would be — 
primarily psychological. Currently, the KSE 
has a market capitalisation of US$4.6 bil- 
lion. 

It is far from certain, however, how 
much money will be invested in the KSE. - 
Federal Investment Bonds are yielding a 
guaranteed 15%, while the government- - 
owned Water and Power Development - 
Authority is offering similarly attractive ` 
terms on its bonds. 

This gilt-edged paper makes investment 
in the KSE (average yield 5.6%) a relatively 
unattractive prospect, even allowing for 
strong corporate growth potential. | 

æ Jonathan Friedland. 





. . This announcement appears as a matter of record only. 





a z ETE (incorporated as a company limited by shares in T. aiwan, Republic of China) 





US $40,000,000 
4% Bonds Due 2001 


ISSUE PRICE: 100% 


Jardine Fleming International Inc. 
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GOLD COAST AUSTRALIA. 


This is the opportunity to acquire 
a prominent Gold st 
residential estate comprising 220 
developed Residential A 
allotments and three adjoining 
development sites. 

Located just 4 kilometres from the 
beach Parkwood Heights Estate 
enjoys approximately 1 kilometre 
of direct frontage to Parkwood 
International Golf Course and 
approximately 1.6 kilometres 
frontage to a timbered reserve. 
Parkwood Heights Estate is being 
offered for sale by tender as a 
whole or as four separate parcels, 
or combination thereof. An 
overview of the four parcels is as 
follows: 


Pareel 1. 220 developed 
allotments ready for building or 
sale with an average land area of 
725 square metres (subject to 
issue of title deeds). 


Pareel 2 32.64 hectare site 
zoned Residential “A” suitable 
for residential sub-division, 
fronting Parkwood Golf Course. 


Pareel 3 Vacant 3.823 
hectare site enjoying extensive 
frontage to Napper Road and 
Olsen Avenue. Although this site 
is currently zoned "Rural" its 
highest and best use would be 
commercial, subject to rezoning. 


Parcel 4 Vacant 1741 
square metre "Rural" zoned site 
enjoying prominent exposure at 
the intersection of Olsen Avenue 
and Zarro Drive. 

Tenders must be received at 
the offices of Deloitte Ross 
Tohmatsu, Level 24, 307 Queen 
Street, Brisbane, Queensland 
4000 by 4.00pm Thursday 3rd 
October, 1991. 

Under instructions from 

Mr. |. S. Cotton as agent for the 
Mortgagee in possession, 


/* Deloitte Ross 
Tohmatsu 


For further detailed information and tender documents contact joint marketing agents 


= DDN E. John Doak 
TD) coid Coast 
AAE (075) 88 0088 


Fax: (075) 92 1632 


Commercial 


" Mark Willi 
ELA Erisan — 


(07) 231 2211 
Fax: (07) 229 1398 


Review 
Classified 
Sections 


The classifications available in this 
section are as follows; when book- 
ing, please state your requirements: 


Appointments 

Business Equipment 
Business Opportunities 
Business Services 
Conferences & Exhibitions 
Courses & Seminars 
Education 

Fellowships 

Hotels & Accommodation 
Investment Opportunities 
Notices 

Personal 

Property 

Positions Wanted 
Publications 

Residential Schools 
Universities 


COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly skilled editorial team have made it the 
premier source of information for those who do business, or have an interest, in or with Asia. As a testimony to the 
publication's editorial quality, many Review articles have, over the years, been reprinted in newspapers, magazines, 
educational textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educational establishment etc wish to inquire about 
our reprint and copyright charges, please address your correspondence to: 


Editor 


Review Publishing Company Limited 


GPO Box 160, Hong Kong 


Tel: 8328381 


Fax: 8345571 


Telex: 75297 ECWEK HX 


We welcome inquiries from all interested parties and assure you of our prompt, individual attention. 
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Currency Confidential is a weekly forecast 


while in Indonesia. P T ANA 
| ing service tor dealers, corporate treasurers 


RATUMAS, Tel & Fax 62-21- 
5304765 P O Box 7302, JKBMI | | and business people. It shows how you and 
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HOTEL ROXBOROUGH 


A 144-room hotel in Downtown. 
Ottawa, Ontario, Canada 
Asking Price $7.3 million 


OLD STONE INN 

A 114-room hotel in 
Niagara Falls, Ontario, Canada 
Asking Price $7.2 million 











Every week you wil get an overall survey of all 


| the major currencies - where they are and 
| Course i where they are heading: explicit foreign-ex- 
change rate and interest rate forecasts as well 
| | as explicit hedging advice. 
BUSINESS ADMINISTRATION Apply now for free sample copy to 
DEGREE COURSES | Eurostudy Publishing, Dept G 
Private non-traditional University offers 36-38 Willesden Lane, 
externa! Bachelor and Master of Business | London NWG 79W, England, | 


Administration courses, Also Doctorate SN. ay: O74 
Ph.D programme. There are no residen- as 971-326 5152 Fox; 071-625 6223 | 
tal requirements and the courses may be 


taken anywhere in the world. (UK unap- 


proved). Full details from: If you have something 
Neil Gibson & Company, Dept. FER/1, * 
PO Box 3, Sudbury, Suffolk, England. to say... sayit 


Fax: +44/787-278478. * pe 
pes | in the Classifieds! 
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Tenders for separate outright purchase 
must be received Dy: 

12:00 noon (E.S.T.), September 25, 1991 

For complete information, please contact: 











To place your classified ad, fax: 
Hong Kong (852) 8346051 or call: 


COLLIE à T T 
Hong Kong 8328473 Sydney 3639736 Seoul 7886005 | 


-— 
MERSCUAN FE, AIV IER UL 


Singapore — 2203603 Jakarta 5703123 London 3340008 | 
Tokyo 32700251 Taipei 7775723 New York — 8086618 
Bangkok —— 39/3275 Manila 8161011 Auckland — 4730561 








BILL STONE 


Colliers International Hotel Realty 
Phone: (416) 777-2200 Fax: (416) 777-2277 


Colliers Macaulay Nicolls (Ontario? Inc. Realtor 





TORONTO, ONTARIO, CANADA. For rent. Ideal down- 
town location. A two bedroom condominium apartment in 
a heritage mansion with soaring cathedral ceilings, an 
exposed brick wall, a wood burning fireplace, fabulous 
- black oak floors, a west facing garden courtyard, and a 
beautifully decorated interior. Two floors, private entrance, 
new kitchen. Unfurnished. Available now. HK$12,000 per 
anm month. Suit couple or single. Minutes to shopping and 
“ae conveniences. Call Steve in Hong Kong at 852-368-2118 
during the day or 852-882-8044 in the evenings. 


* Whe * 
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.AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
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lot of environmental policy hinges 
on whether the world's climate is 
4 à warming. On the premise that it is 
heating up quickly, "Green" activ- 
ists want stringent controls on everything 
| from fossil-fuel emissions to the industrial 
use of "greenhouse" chemicals. But most 
| developing countries, championed by 
| | China, balk at slowing down their indus- 
Ue i trialisation in the name of climatological 
| theories far from conclusively proven. 
Ec Global climate models (GCMs) are the 
| heavy artillery in this debate. With these 
| computer simulations of changing world- 
| wide weather patterns, climatologists 
| project the danger levels under different 
| scenarios, though there is plenty of room 
-for disagreement about the models’ some- 
5s times widely varying output. 
| Since it is impossible to check the GCMs' 
predictions against data from the future, 
scientists settle for the next best thing: the 
geologically recent past. A warming trend 
may be distinctly observable over the cen- 
tury or so that temperature records 
have been kept in most parts of the 
world, but it can only be interpreted 
in a longer-term context. 

For this, scientists look to the 
geological evidence of the past cou- 
ple of million years. This was the 
epoch — the so-called Quaternary 
— in which the world's current cli- 
mate patterns evolved. Only in the 
past 10,000 years did the alternation 
of ice ages and temperate interludes 
| give way to the relatively stable 
| Holocene climate in which we now 
a | live. 

= P Paleoclimatology, the study of 
ancient climates, speaks to key 
«| questions of the greenhouse debate. 
| It asks such questions as: 
| P Is the recent upturn in tempera- 
tures beyond the pale of Quaternary 
norms? 
> Does the temperature rise stack up 
against previous climatic changes that were 
| relatively sudden in geological terms? 
Which GCMs perform best in modelling 
paleoclimates, thereby boosting their cre- 
dibility as predictors of the future? 

These issues dominated the August 
| congress of the International Union for 
| Quaternary Research (INQUA) in Peking. 
1g, INQUA's first in Asia in its 72- 
| year history, drew thousands of partici- 
| 
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pants from nearly 100 countries. Of the 
| 1,700 reports presented, 600 came from 


hinay | 
Although the Peking venue was set at 
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the last INQUA congress in 1987, some 
members had urged a change in the after- 
math of the Tiananmen massacre in 1989. 
In fact, INQUA chose Liu Tungsheng of the 
Xian Laboratory of Loess and Quaternary 
Geology as its next chairman. 

"I don't see what purpose would be 
served by isolating China's scientists," says 
Prof. Lonnie Thompson of the Byrd Polar 
Research Centre in Ohio. Thompson's 
work, in collaboration with, among others, 
Xie Zichu of the Lanzhou Institute of 
Glaciology and Geocryology, sparked 
plenty of discussion at the congress. 

China turns out to be an unrivalled 
treasure trove of data on what paleo- 
climates were like in the continental inte- 
riors and sub-tropical mid-latitudes. Most 
GCMs agree that such locales, which are far 
from the moderating influences of the 
oceans or the peculiar circulation patterns 
of the poles, are where the sharpest 
warming trends are likely to occur. Yet 
seabed sediments and polar-ice cores form 





Patterns of the past 


the basis for most of what has been inferred 
about paleoclimates. 

According to Liu of the Xian Labora- 
tory, China boasts three resources for 
breaking out of this bind: glacial ice from 
the high plateaus of Qinghai and Tibet, the 
celebrated deposits of loess dust in the 
semi-arid heartland and the world’s long- 
est historical records of temperature that 
stretch back hundreds — and in some 
places thousands — of years. 

The Qinghai ice-core data is the eye- 
opener. It shows the past 50 years register- 
ing a more pronounced temperature fluc- 
tuation than any time in the past 100 cen- 
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Glaciers and greenhouses 


turies. Thompson fears that such a striking 
departure from prevailing norms coulc 
represent a fateful step beyond the natu 
rally occurring variation in global climate. 

Thompson bases his conclusions on the 
ice cores’ levels of oxygen isotope, a com: 
ponent of water that is deposited on the 
glacier in the form of snow. In cooler eras 
a higher proportion of the water in, say 
India, will precipitate and deposit its iso- 
topic oxygen long before it reaches Qinghai 
as it is being propelled by the southwest 
summer monsoon. 

In warmer times, the oxygen isotope 
content will be higher. By this reckoning 
the warming trend of the past six decade: 
is unprecedented in Holocene times. 

Alarming as its implications are, it is 
difficult to dismiss the Qinghai ice-core 
data as freakish. Cores from two widely 
separated ice caps, Dunde and Guliya 
confirmed the same general picture. 

Thompson's results are also broadly ir 
line with data from locations as disparate 
, as the Soviet Union, Greenland and 
$ Peru. They also accord well with 
the evidence of seabed sediments 
The' results even convincingly track 
China's temperature history for the 
past 450 years, as well as the mil- 
lennium-worth of climate shifts that 
have been inferred by the Xian 
Laboratory from agricultural, mili- 
tary and administrative records. 

Compared with these other 
sources of data, however, the Qing- 
hai ice cores exaggerate the effect of 
North-South alternations in the 
prevailing monsoon, while muting 
the effect of such maritime phe- 
nomena as ocean currents. This is 
what one would expect from the 
glaciers' inland location. It is also 
makes the Qinghai ice cores valu- 
able early indicators of global 
warming. 

For a hint of what might lie | in store if 
human meddling upsets climatic stability, 
Thompson points to the earlier layers of 
the 100,000-year ice-core record. During the 
Holocene, according to the 1,000-year peri- 
ods in which the ice cores are analysed, the 
concentrations of oxygen isotope cluster 
within one part per 1 million of each other. 
Before that, there was much more vari- 
ability. The worst-case scenario, Thompson 
says, would be for the relative stability of 
the Holocene to give way to a bi-modal 
pattern of unpredictable oscillation be- 
tween extreme heat and cold. | 

m Lincoln Kaye 
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Time for religious reform 


was most interesting and informative. In 
particular, quotes from Malaysia’s Sisters 
in Islam (SIS) was a breath of fresh air not 
only for Malaysians, but for all true Mus- 
lims. Our religion needs, what I believe sis 
is calling for: religious reform, with proper 
interpretations of the Holy Koran. 

We are fed up with the misinterpreta- 
tions of our religion, with the narrowest 
interpretations possible made by people 
who call themselves our religious 
“Imams,” but who in fact are hypocritical 
power seekers. | am most willing to start 
giving SIS donations. 
Tokyo S, HAMZAH 


Selective punishment 

It was interesting to read [LETTERS, 22 Aug.] 
the defence given by Phra Kantasilo of the 
punitive actions taken by the Buddhist ec- 
clesiastical council in Thailand. These 
moves have been taken against the hetero- 
dox monks whose activities are attracting 
an increasing number of followers to the 
obvious chagrin of the established Sangha 
or community of bhikkus. Given that the 
cardinal rule of Buddhism is against doing 
harm to any living being, it would be en- 


lightening to know why the ecclesiastical - 


council did not take action against the in- 
fluential, conservative monk, Phra 
Kittivuttho, for his widely reported remark 
some years ago that it was not a sin to kill 
a communist. 


Melbourne GEOFFREY GODDARD 


in the interests of sovereignty 

A. R. T. Kemasang objects [LETTERS, 8 Aug.] 
to Hasan Tiro’s “one-upmanship,” in say- 
ing "In the 1860s Aceh was still an inde- 
pendent sovereign state" [REVIEW, 25 July]. 

Kemasang does not refute the fact that 
Aceh was indeed a sovereign state then. 

He also claimed that Lincoln's US rec- 
ognised Aceh because the Americans, as 
he put it,“saw in Aceh a chink of the 
Netherlandsch Indisch." One may also make 
the same statement on the US recognition 
of Indonesia itself. In fact, why indeed one 
country recognises another if not for con- 
siderations of its own interest? That is be- 
side the point. 

The point is, no one, not Kemasang or 
any other Indonesian can refute the well 
documented historical facts. 

Whatever anyone may say, in the mat- 
ter of Indonesian's treatment of Acehnese, 
these facts remain: 

m Aceh is the richest province of Indone- 
sia, its people poor. 


| & Indonesian armed forces are killing 


Acehnese, ordinary people, not just rebels. 
Rawang, Malaysia NYAK NU 
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Your article Spouses and suitors [22 Aug.] | 
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Of reading the TRAVELLER'S TALES has 
ys been enjoyable. Like many expats, I 
have turned to this regular feature first be- 
fore getting on to the more serious articles 
and features on the events happening in 
Asia. 

= In the 15 August issue, the past omni- 
present humour seems replaced more by a 
whining anti-American focus that is boring 
and increasingly predictable. 

It is not the intention of this letter to 
debate the opinions of Derek Davies or to 
challenge his anti-American credentials, 
established quite well I think, but only to 
suggest that this once delightful feature is 
ust not up to past columns by the same 
author who could always make the reader 
smile. 
Singapore 





BOB FINNERAN 


Derek Davies, who so often pokes inno- 
sent fun at the idiosyncratic use of English 
of the people in the East, should now ap- 
pear himself in front of the troops (read- 
ers). I was bowled over to read in the 25 
fuly issue that the Korean prime ministers 
have been eating bowels! (Not even out of 
bowels). If so, it was hardly “diplomatic 
small talk.” 

Or is it the penchant of the British to 
smirk at the "bodily fuctions" that led 
Davies astray? The remark further down 


the same column about “ejaculating” 
would seem to add credence to this. Don’t 
blame the proof-reader: that would be too 
easy; I'm sure he knows the difference be- 
tween bowel and bowl. 


Brussels P. H. DE JONGE 


Questionable publicity 
I refer to: Public relations slug [LETTERS, 11 
July]. If that display of TonySNedderman's 
colossal failure in interpreting the letter 
written by Edith T. Mirante is to be consid- 
ered as public relations competency, then 
that sector has had it! 

Is it possible that Nedderman’s firm has 
been approached by the State Law and 
Order Restoration Council? Is this a free 
space forerunner of a public relations cam- 
paign to brighten the image of the 
RanGoons? 
Chiang Mai 


J. HAMERLE 


Age is no barrier 
Your Kuala Lumpur correspondent Doug 
Tsuruoka reporting on oil-palm, Plantation 
pressures [22 Aug.], writes: “The majority 
of Malaysian farmers — particularly in 
palm oil — average about 50 years of age 
and are difficult to retrain because of their 
lack of education.” 

He is wrong. Lack of formal education 





cle to retraining “oldies.” Farmers do 
need ABCs as their capabilities are 
on. | 
Successful retraining even of those 
their 50s can be accomplished by vis 
methods and practical sessions in the fie 
not with beautifully written manuals inair- 
conditioned classes. 5 
As a trainer, and, moreover, a trainer of 
trainers, I can confirm that rural people are 
open to new ideas provided we show 
regard for their own, innate wisdom, come. 
municate sympathetically, maintain low 
profiles instead of "citified" postures, and 
try to spark change in attitudes and ways | 
from farmers instead of showing how | 
much they will supposedly gain by im- - 





posing our ideas and knowledge on 


them. 
Find the farmers’ 


of improvement. 


Petaling Jaya, Malaysia SYED ADAM ALJAFRI 
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ban views like his — will find age has 
nothing to do with the willing acceptance. 
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Singapore : Election 

Singapore Prime Minister Goh Chok 
Tong faces a dilemma following the 31 
August election which gave the ruling 
People's Action Party (PAP) 61% of the 
vote, down from 63% in the 1988 election. 
Goh declared during the campaign that 
the result would be seen as a verdict on 
the more open style of government he 
adopted after succeeding Lee Kuan Yew 
late in 1990. He now appears to feel that 
the electorate has not endorsed his softer 
style of government. Specialist writer N. 
Balakrishnan suggests that the PAP’s 
lower share of the vote should be seen as 
part of a long-term trend, rather than as a 
specific response to Goh's policies 10 


Foreign Relations : Britain-China 
During Prime Minister Major's visit to 
Peking, China and Britain arrive at 
agreements on Hongkong issues, but 
differ on human rights 12 


Sri Lanka : Presidency 

< Ruling party dissidents team up with 
opposition MPs to introduce an 
impeachment resolution against President 


<- Premadasa 13 


Indonesia : East Timor 

A controversial visit by a Portuguese 
journalist to East Timor embarrasses the 
Indonesian Government 13 


Cambodia : Peace Process 
As progress is made towards UN 


eae are TR ere 
INTELLIGENCE 


Pre-emptive Action 


New Vietnamese Communist Party chief 
Do Muoi met with two of the party’s 
leading critics on 28 August in an 
apparent attempt to prevent increased 
alienation between the country’s 
intellectuals and communist leadership 
at a time when Hanoi's patron party in 
the Soviet Union is unravelling. Nguyen 
Khac Vien, a medica] doctor and well- 
known retired editor, and Phan Dinh 
Dieu, a leading mathematician, had 
sharply criticised the party before its 
congress in June. Muoi promised to 
make an early visit to Vien's child 
pyschology centre as an indirect apology 
for the attacks on Vien in Hanoi's official 


appears to be the big winner 15 


Hongkong : Police Force 

Hongkong's new Bill of Rights promises 
to complicate the work of its already 
demoralised police force 16 


Afghanistan : Peace Talks 
Pakistan and Iran persuade a majority of 
mujahideen guerillas to make a joint stand 
on Afghan peace talks 17 


China : Leadership | 

President Yang hopes his growing 
power base in the military will 
eventually catapult him into Deng's job. 
But the paramount leader may have 
other plans 18 


Taiwan : Drugs 

As Tokyo cracks down on illegal 
imports of narcotics from Taiwan, 
increasing numbers of people in Taiwan 
get addicted to drugs 20 


Philippines : Bases Struggle 
While senators may reject 
the US bases agreement, 
presidential hopefuls have to 
keep an eye on public 
opinion 20 


Malaysia : Party Worries 
Sabah state's ruling party 
acknowledges the need to 
avoid confrontation with the 
federal government, but 
insists that it will not give 
way on state rights 22 


media and to meet a group of 120 
leading intellectuals organised by 
Dieu. 


Into the Breach 


North Korea appears to be moving to fill 
a military training vacuum caused by the 
reunification of Germany late last year. 
Until then the East Germans had 
provided paramilitary and security 
training for personnel from countries 
linked with the Soviet bloc. Now, 
intelligence sources say, North Korea is 
offering similar training to countries 
suddenly denied facilities in East 
Germany. A group of 10 Libyans was 
reported to have visited North Korea for 
such training in late June. 


Coup Fallout 


Vietnamese dissidents, apparently 
emboldened by the disintegration of 
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The recent battle at Elephant 
Pass in northern Sri Lanka 
| between the army and the 
Tamil Tiger guerillas took a 
- heavy toll on both sides. _ 
The Tigers are also being -| 
hunted down in India's > 
Tamil Nadu state for their involvement 
in the murder of former prime minister 
Rajiv Gandhi, which removes a major. 
haven for the Tigers there. Despite these 
setbacks, the Tigers remain in control of 
the northern Jaffna peninsula, reports ` 
New Delhi bureau chief Hamish = 
McDonald. Although the Colombo 
government and the Tigers say they are 
open to negotiations, both appear less 
than sincere in their declarations. The 
Tigers’ cult. of violence, rooted in 
training teenagers into hardened 

fighters willing to sacrifice their lives, 
makes them a formidable force, which 





Sri Lanka leadership challenge (13). 


communism in the Soviet Union 
following the abortive hardliners' coup, 
distributed scores of leaflets in Hanoi on . 
2 September, the Vietnamese National 
Day, calling for more democracy and for 
the overthrow of the communist 
government. In the first known 
distribution of anti-government 
handbills in the Vietnamese capital, the 
dissidents deposited leaflets on streets 
where high-ranking government and - 
military officials live. 


Telltale Signs 

Phnom Penh's Prime Minister Hun Sen 
has a heart condition, according to 
sources who have talked to him recently. 
He is said to suffer from an irregular 
heart beat. Observers at the recent 
Pattaya meeting of the Cambodian 
Supreme National Council, of which 
Hun Sen is a member, remarked that the. 
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| eep on fighting despite the heavy 
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e number of Nigerians are in jail 
larcotics Bee 28 











oonists : Burma 
-artoonists jumped on the creative 
jandwagon during the 1988 pro- 
lemocracy uprising, but with the . 
ráckdown they have faced jail or 
ile. The censors are back in 
control 32 
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faiwan : Projects 

Che central government is expected to 
ake over the planning of Taipei's US$16 
"illion mass rapid-transit system 40 

A question of cost 40 


fietnam : Energy 
southern Vietnam faces serious power 
shortages 42 


Singapore-Canada : Aviation 

-anada riles Singapore by announcing 
ts intention to end an agreement 
lowing Singapore Airlines to fly to 
'oronto 42 


ran : Economies 

-ong dependent on petro-dollars, Iran 

ias turned two islands into investment 
'ones to lure foreign cash into non-oil 

rade and industry 46 


I0-year-old premier did not look healthy 
— some attributing it to political 
xressure on him during the talks. One 
-ambodian source said Hun Sen had 
only light meals of rice without meat 
ind had difficulty sleeping during the 
ive-day session. 


Escape Route 
Che director of the 
1A is offering US 
^assports to all 
tongkong 
mployees of the 
"oreign Broadcasting 
nformation Service. 
dongkong staff 
nembers, who 
ranslate Chinese 

ind other Asian 
'adio, television and newspaper reports 
nto English, have been given 
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Bush. 






: Japan : Finance 





Recent scandals have 
added a new dimension to 
Japan Inc., and they could 
. leave its financial structure 
a : badly undermined. 

Sec urities-compensation deals so far 


Mi have added up to US$1.3 billion, while 
banking fraud is estimated at US$5 


billion. These transgressions have 
exposed alliances between bureaucrats 
and financiers that sometimes operate at 
the expense of the public interest. 
International finance editor Anthony 
Rowley examines how the Ministry of 
Finance appears to have outrun its 
competence in certain areas, how the 
securities-compensation scandals have 
had a chastening effect on major 
brokerages and how the bank fraud 
threatens an internal contraction of 
lending 48 


Indonesia : Finance 

Bentoel’s decision to suspend interest 
payments on its debt is having a serious 
impact on the ability of other 
Indonesian companies to raise overseas 
loans 55 

Hongkong : Banking 

A. non-binding agreement for the sale of 
BCCHK raises the hopes of small 
depositors 85 


South Korea : Finance 

The government announces guidelines 
for direct foreign ownership of 

shares 56 


"immediate assurance that they will be 
able to immigrate to the US, should they 
choose to do so, when Hongkong reverts 
to [China] in 1997." This assurance was 
included in the Intelligence 
Authorisation Act which President 
George Bush signed into law in 

August. 

Third Option 

In Bangkok’s never-ending quest for a 
mass transit system, few eyebrows were 
raised when the city administration 
announced that it was beginning talks 
with a Thai-foreign consortium for a 
third system, separate from those the 
Thai Government is negotiating with 
Hopewell Holdings and Lavalin 
International. One of the members of the 
consortium is PT Citra Patenindo Nusa 
Pratama, controlled by Indonesian 
President Suharto's eldest daughter, 
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Malaysia : Companies 

MBf's hostile takeover bid for Samanda 
Holdings appears to have come to an mo 
end 57 = 


A recent wave of strikes reveals more- 
than-usual coordination among | 
ba ddl workers 58 
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 Stockmarkets 61 


Traveller's Tales 30 


Siti Hardiyanti. Her large business 
group is not known for experience in 
urban rail systems, but it has built and 
operates a controversial toll road in 
Jakarta. 


Open Invitation 

The Vientiane government has become 
more open about its desire for 
investment following the politburo's 
approval of a high-level team to 
participate in a Thai-Lao economic- 
relations forum to be held in early 
October. Leading the Lao team of 20 
government, state enterprise and 
private-sector officials will be External 
Economic Relations Minister Phao 
Bounnaphol. The forum in Bangkok, 
sponsored by the Asian Development 
Bank, is aimed at encouraging Thai 
and non-Thai businessmen to invest in 
Laos. 











SINGAPORE 


Election results pose dilemma for Prime Minister Goh 


Mis sed mandate 


By N. ‘Balakrishnan 


he Singapore election has left 
Prime Minister Goh Chok Tong 
in a dilemma. Does he go forward 
with liberalisation to meet the 
challenge of an opposition which reduced 
his party's vote to 61% from 63% in 1988? 
Or does he respond to his critics within the 
ruling People's Action Party (PAP) and go 


on back on the more open style of government 


which he tried to make the central issue of 


| _ the election? 


While the results do not look bad for 
the PAP by global comparisons, the number 
of opposition MPs in parliament will be 
the largest since 1968 and the votes cast for 
the PAP were the lowest since the same 
year. 

Singapore's electorate has certainly 
rejected the PAP's decade-long campaign 
to persuade them that there is no need for 


|. an opposition in Singapore by returning 


going to continue to try to hinder the op- 
position from operating both within the 
parliament and outside it. 

The results were a personal setback for 
Goh, who called a snap general election 
after just nine menths in power and who 
tried to turn the elections into a referen- 
dum on his more open style of govern- 
ment. During the campaign Goh said he 
needed the electorate to give him a higher 
percentage of votes than the PAP garnered 
in the last election as a mandate for his 
new, participative style of government. 

Political analysts doubt that the swing 
against the PAP was a vote against the more 
accommodating style of Goh in contrast to 
former prime minister Lee Kuan Yew's 
brusque style. Many even believe that, 
without the fresh face and style of Goh, the 
trend against the PAP would have been 
more pronounced. 

In a press conference on 1 September 
Goh chose to interpret the results as the 





THE NEXT LAP 


four opposition MPs. 

The question now is whether the PAP 
will resign itself to working within a new 
multi-party framework or try to turn the 
clock back by tightening social and politi- 
cal controls further in an attempt to reverse 
the opposition's momentum. 

A clear policy on this matter will take 
time to emerge but Goh's initial comment 
that the PAP MPs will close ranks against 
s the opposition suggest that the party is 


, 10 


denial of a strong mandate for his new 
style. Goh went on: "Life cannot go on as 
before. Certain things have to change now. 
How they would change I do not know 
tonight." Quite what he meant by that was 
not clear. 

Ironically, it is opposition MPs who 
have been pleading with Goh not to inter- 
pret the results as a vote against liberalisa- 
tion. Similar pleas have appeared in read- 
ers’ letters that have already started ap- 
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pearing in the press. 

During the campaign Goh warned thai 
if he did not receive a strong mandate the 
PAP would return to its older, more au- 
thoritarian ways. Many observers took this 
to imply that if Goh did not reach his tar- 
get, Lee Hsien Loong — deputy prime 
minister and the former prime minister's 
son, generally perceived to be a hardliner 
— might take over from him. 

The opposition’s strong showing ap- 
pears to vindicate the electoral strategy o 
Chiam See Tong, the leader of the Singa- 
pore Democratic Party (spp) which wor 
three of the four opposition seats. Chiam 
asked. voters to think of the poll as a by- 
election. By saying that he meant to capi: 
talise on the contradictory impulse of many 
Singaporeans who want the stability anc 
continuity of a PAP government as well a: 
a strong opposition presence in the parlia- 
ment. 

Chiam persuaded the other main oppo 
sition party, the Workers' Party, to allow 
PAP candidates to remain unopposed or 
nomination day for 41 of the total 81 seats 
thus ensuring even before the poll thai 
there would be a PAP government 
Chiam's theory was that the electorate 
should be able to vote for opposition can 
didates without fear of throwing out the 
PAP by accident. 

Ever since Workers’ Party leader J. B 
Jeyaretnam broke the 15-year PAP mo- 
nopoly of the parliament by winning a by- 
election almost a decade ago, the campaigr 
thrust of the PAP has been to persuade 
Singapore's voters that opposition parties 
by their very nature, are confrontationai 
and bad for stability. : 

In order to back up its claim that oppo- 
sition parties are dispensable the govern- 
ment has created a variety of posts foi 
quasi-opposition MPs. The devices the 
government has come up with include 
non-constituency MPs (NCMPs), nomi- 
nated MPs (NMPs) and government parlia: 
mentary committees (GPCs). 

NCMPs are opposition candidates whe 
have failed to win at the polls but who are 
entitled to seats in parliament as runners 
up when fewer than four opposition can: 
didates win election. in the normal way 
They are allowed to attend debates bu 
may not vote on constitutional or impor 
tant t financial bills. n the last aaa 















Nat 
/NMPS are prominent non-political peo- 
dle appointed to the parliament to give 
/oice to independent views, while GPCs are 
»arliamentary committees of PAP members 
who vote along party lines but often 
»resent trenchant criticisms of government 
»olicies in televised debates. 

None of these measures seem to have 
satisfied the thirst of the Singaporean voter 
or the genuine article. Indeed, after the 
atest results Goh has said that GPCs will be 
ibolished and opposition will be left to the 
»pposition. NCMPs will disappear as a mat- 
er of course in the new parliament. 

Although some observers have seen a 
'arallel between events in Singapore and 
n Eastern Europe, there is little evidence 
or any real similarity. The trend towards 
nore opposition votes has been gathering 
nomentum in Singapore since the 1980 
Jlections. 

Foreign observers are sometimes puz- 
‘led by the PAr's allergy to even a token 
pposition presence. But as a party that 
ame to power with just 53.40% of the 
votes in 1959, which won just 46.46% in 
,963, and yet has remained in power ever 
since, the PAP has some reason to be wor- 
ied about the opposition get- 
ing close to 40% of the vote. 

The PAP's guarded reaction 
ilso reflects the publicly stated 
xersonal belief of Lee that in 
-hinese societies a ruler is 
riven a mandate of heaven. 
Jnce given, this implies a will- 
ngness to obey the ruler abso- 
utely. But if the ruler is per- 
'eived to be unjust the mandate 
an also be withdrawn abso- 
utely, there being no middle 
zround between obedience and 
'ebellion. 

Against this background, 
he choices that confront Goh 
wne months into his premiership are hard 
mes. In hindsight he clearly should not 
yave put his career on the line by saying 
hat anything less than an improved ma- 
ority would be a vote against him person- 
ally and against his style of leadership. 

Given that he still retains the powers of 
he prime minister, Goh could yet try to 
seize the initiative by liberalising boldly. If 
1e did so he might reap the benefits of an 
ncreased mandate in the next elections. 
Jut this course would involve a level of 
confrontation that Goh has so far shown 
10 signs of being capable of. 

Despite much talk of openness in the 
past nine months, the only specific policies 
hat have been relaxed are those relating to 
the viewing of adult movies. Legislation to 
control the press and restrict political ac- 
ivity is still on the books and can still be 
ased. The cabinet does not have to roll back 
teforms but merely to put them on hold, a 
much easier task politically. m 








SINGAPORE 2 


PAP s winning margins reduced in many seats 





oss of a few seats and a dip in its 
percentage vote were glancing 
blows to the People’s Action Party 
(PAP) in the 31 August polls, but a closer 
examination of the results indicates there 
may be other implications for Singapore's 
ruling party. 

An increase in the number of spoilt 
votes, a more entrenched opposition and 
the defeat of some fairly high-profile PAP 
candidates were also setbacks. The appar- 
ent reduction in its appeal to the nation’s 
lower-income groups and the refusal of at 
least part of the electorate to heed a warn- 
ing about communal politics from Prime 
Minister Goh Chok Tong added to the dis- 
appointment. 

The Singapore Democratic Party's (SDP) 
Chiam See Tong became more established 
as an opposition figure not only by win- 





The scoreboard 





ning his third election in a row but by in- 
creasing his support to 69.6% from 63.1% 
in the 1988 elections. His support was also 
an indication of the increasing role that 
personalities played in this election. 

Of the 40 seats being contested, 20 were 
single wards and the rest were part of the 
Group Representation Constituencies 
(GRCs). Under Singapore law, each party 
contesting a GRC has to stand a team of four 
candidates including at least one from a 
minority ethnic group. The opposition, 
which has particular trouble finding suit- 
able minority candidates to stand, con- 
tested only five of the 15 GRCs and lost in 
all of them. However, in the 20 single 
wards fought, the PAP lost four and had its 
margin of victory reduced in nine com- 
pared with 1988. 

The PAP also suffered some significant 
individual losses, including that of a junior 
cabinet minister, Seet Ai Mee. Seet, the 
minister of state for community develop- 
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Diminishing re 





ment, lost to the spp’s Ling How Doong, à 
lawyer, by 654 votes in Bukit Gombak. She. 
thus achieved the dubious distinction of 
being the first PAP cabinet minister to have. 
lost in an election since 1965. v 

Another significant PAP loser was Ng. 
Pock Too who was defeated by the SDP's. 
Cheo Chai Chen, a businessman, in Nee ` 
Soon Central, again by a narrow margin. 

Ng was political secretary to then prime... 
minister Lee Kuan Yew until last year and -> 
is now group chief executive of 
Sembawang Holdings, one of Singapore's 
largest listed companies. Ng has tasted 
defeat before, c been beaten in the 
1984 elections by J. B. leyaretnam of the 
Workers' Party. 

The defeat of a minister and a senior 
bureaucrat may also have implications for 
the PAP, which in the past has appeared to 
Offer a safe political passage for 
Singapore's technocrats. Not all 
the young and ambitious may 
now think of the PAP as a one 
way ticket up or the opposition 
as a one way ticket down. 

Some analysts have said the 
61% of votes won by the PAP 
this time is not directly compa- 
rable with the 63.2% it gained 
in 1988 and that conclusions 
about a fall in its support 
should therefore not be drawn. 
They note that, unlike in the 
1988 elections, in the latest polls 
a protest vote could be regis- 
tered in the safe knowledge 
that the PAP was going to form the govern- 
ment anyway. 

But a comparison of votes cast in those 
constituencies which were contested in - 
both this election and the last one may not - 
support this theory. If the votes for the PAP 
in the 20 single seats and the five GR 
contested in both elections are added. up, 
its support was 61.5% in 1988 and 60% in - 
the latest election. 5 

The swing against the PAP was more 
pronounced in some of the seats that it 
won than in some of those it lost. In Ulu 
Pandan and Nee Soon South, the PAP was 
victorious but still lost 12.7% and 12.1% of 
the votes compared with the 1988 outcome. 
Both these constituencies had strong op- 
position candidates with Ashleigh Seow, 
the son of former attorney general Francis 
Seow, running in Ulu Pandan. | 

One result that appears to have par- ` 
ticularly worried Goh was that the PAP 
only narrowly won the Eunos GRC con- — 
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stituency against a strong team from the 
Workers' Party. The PAP team, headed by 
Tay Eng Soon, received just 52.4% of the 
vote even though Goh personally cam- 
paigned in the constituency and Goh and 
other PAP figures charged one of the 
Workers’ Party team, Jufrie Mahmood, 
with inciting communal passions, a serious 
accusation in multi-racial Singapore. 

In his post election press conference 
Goh singled out Eunos for comment and 
described the results as being “incompre- 
hensible.” Goh said that “many voters in 
Eunos have not understood the gravity and 
the dangers of communal politics. I am 
deeply concerned about the future shift of 
politics in a multi-racial Singapore," About 
a quarter of the voters in Eunos are Malays 

who in Singapore are disproportionately 
represented among lower-income groups. 
eus In general the PAP seems to have done 
_. worse in the constituencies with relatively 
higher proportions of lower-income voters. 
Chiam told the REVIEW that contrary to the 
predictions of some outside observers it is 
not just the affluent and cosmopolitan who 
seem to be supporting the opposition. 

Income-level comparisons for constitu- 
encies are difficult to obtain but observers 
point out that some of the wards where 
the opposition won, such as Nee Soon and 
Bukit Gombak, have a large number of 
resettled farmers following the govern- 
ment's moves to phase out farming. The 
|»... results cannot be taken as an indication of 

lower income groups turning against the 
(PAP but they suggest that the core of its 
support is increasingly middle class. 
«c. Another peculiarity of Singapore is the 
«e phenomenon of large numbers of “spoilt 
votes.” They amounted to 2.7% of the total 
cast this year and more than the 2.296 in 
.... 1988, a high percentage in a nation with a 
(5 9056 literacy level. 
<o Voting is compulsory and some 
_ Singaporeans in those constituencies that 
have weak opposition candidates choose 
to spoil their votes rather than give them 
to the PAP or the opposition. If the votes 
“polled by the PAP are calculated as a per- 
centage of all votes cast, including spoilt 
otes, then its support was only 59.3%. 
The spp was.the most successful of the 
position parties in this election. It ob- 
ned 48.696 of the votes in the nine con- 
tituencies it contested, higher than the 
39.5% its 18 candidates obtained in the last 
elections. The Workers’ Party received 
41.1% of the votes in the constituencies it 
contested after fielding 13 candidates com- 
pared with 38.5% by 32 candidates in the 
1988 elections. 
^ The Workers’ Party’s sole success was 
the election of businessman Low Thia 
Khiang in Hougang. J. B. Jeyaretnam, the 
party's secretary-general, was barred from 
contesting the election following his con- 
‘viction in a controversial court case. 
m N. Balakrishnan 
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RELATIONS 


British Prime Ministers visit turns sour 


à ot accordin (o plan 


——————————————————————————————'  '—À——— Rt 


ritish Prime Minister John Major' S 

visit to Peking, which China had 

hoped would herald its return to 
respectability in Western eyes after the 
Tiananmen massacre, turned into an un- 
easy affair for all parties. Meanwhile, a si- 
multaneous visit by US congressmen fur- 
ther underlined the fragility of relations 
between the West and China. 

Major's visit was the price Britain had 
to pay for resumption of Chinese coopera- 
tion on Hongkong issues, but its planning 
pre-dated events in the Soviet Union. 

Fresh from a visit to Moscow to bring 
greetings to the West's new heros, Mikhail 
Gorbachov and Boris Yeltsin, and under 
pressure at home not to be seen to be too 
accommodating to the 
old-line Marxists in 
Peking, Major turned 
up the human rights 
rhetoric, almost as 
much to the discomfort 
of his own officials as 
to the Chinese. 

More disturbing for 
the Chinese could be 
the message of the ws 
party of US legislators E 
who arrived to spell — /4€ p 
out conditions for re- {p= ; 

oy í ; " 
newal of China's Most iC (op) oy , 
Favoured Nation (MFN) 
trading status. With the 
anti-communist cli- 
mate in the wake of the Soviet events, said 
Congresswoman Nancy Pelosi, enough 
congressional votes might be mustered to 
override a presidential veto on MFN. 

Rhetorical clashes notwithstanding, 
Major and Chinese Premier Li Peng man- 
aged to dispatch the Hongkong issues that 
were the official reason for the visit. In 
addition to signing the Memorandum of 
Understanding on the new airport, the two 
prime ministers claimed in their joint 
communique to have made substantial 
progress on three knotty peripheral issues 
about the future of the territory: 

An independently appointed Court of 
Final Appeal, based on British law, will 
have the last say on Hongkong legal cases; 
the territory will negotiate its own invest- 
ment promotion and protection agree- 
ments with major trading partners and a 
very early agreement is in the works about 
British military lands in Hongkong. 

China tried to make the most of the oc- 
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casion, giving prominent media play to 
Major's ceremonial meetings with Li, 
President Yang Shangkun and communist 
party chief Jiang Zemin. But by giving face 
to Peking, Major placed his own reputation 
at risk back home — with national polls 
due by next year. 

With the airport at stake, and given 
China's virtually limitless potential to ob- 
struct the lame-duck Hongkong adminis- 
tration, Major might not have framed his 
message in such blunt terms. But fortified 
by his late-August meeting with US Presi- 
dent George Bush and his Moscow visit, 
he reminded Li of the global trend to open 
and accountable government. 

More specifically, he stressed such 
Western concerns as human rights, nuclear 
non-proliferation and curbs on arms sales. 





HONGKONG RECONSTRUCTS 


China's accession to the Nuclear Non-Pro- 
liferation Treaty could come by year-end, 
Major reported. He had come with a long 
Amnesty International list, as well as the 
names of several jailed 1989 activists. 

Li responded with a reminder of how 
the West humiliated and brutalised China 
for nearly a hundred years of imperialism. 
He reiterated Peking's position that human 
rights mean different things to different 
countries, and are strictly internal affairs of 
sovereign states. 

The US lawmakers spoke less sale 
than Major and carried a bigger stick: 
US$15 billion worth of Chinese trade sur- 
plus in the US which would: evanesce if 
MEN status were : denied. TI ey] 


“Recently appels d. Public 7 
Minister: abet ie ived t 













¿resident R. Premadasa is a rather 
‘chastened man now, having over- 
come an unsuspected challenge to 
him. The usually sedate politics of Sri 
ika witnessed some fast-moving and 
ining developments during 28 August 
-3 September: defectors from the ruling 
United National Party (UNP) joined hands 
the opposition to impeach the presi- 
dent; the president prorogued parliament; 
four UNP ministers resigned; the president 
goaded most of the UNP defectors to back- 
track. 

The parliamentary coup was led by two 
UNP dissidents: Education Minister Lalith 
Athulathmudali and ex-minister Gamini 
Dissanayake. The duo secretly mobilised a 
majority of MPs — party defectors and op- 
position MPs — to sign a motion of im- 
peachment and presented it on 28 August 
to the Parliamentary Speaker Haniffa 
Mohamed. The speaker, a UNP stalwart 
who has fallen out with the president, used 
his discretionary powers and entertained 
the motion before informing the president, 
who must have been shocked at the un- 
precedented development. 

The shock was all the greater because 
under the Sri Lankan Constitution the 
president is head of state as well as head of 
government. The parliament merely has 
legislative functions and can only impeach 












iot the presidents men 


a president successfully if 
it musters a two-thirds 
majority. Under the pro- 
portional representation 
system of elections, it is 
extremely difficult for any 
party to obtain that 
strength in parliament. The 
UNP and its ally, the 
Ceylon Workers Congress, 
currently hold 125 seats in 
a house of 225, with 13 
seats vacant. 

If the speaker had not 
sided with the dissidents, 
the president could have 
dissolved parliament and 
called fresh elections to the legislature. In 
the event, on 30 August Premadasa chose 
to prorogue the opening of the next parlia- 
mentary session to 24 September. His aides 
got to work on identifying the UNP dissi- 
dents, many of whom were persuaded to 
withdraw their signatures from the resolu- 
tion, which remained unpublished in the 
parliamentary agenda. Some of the ex-de- 
fectors claimed they had been misled or 
misrepresented, while others said their sig- 
natures may have been forged. Four minis- 
ters, including Athulathmudali, resigned. 
The government parliamentary group met 
on 2 September when the 116 MPs present 
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peachment, | 
reverses his de 
president could dissolve 
parliament. : 
ie If the speaker décides 
to take up the resolution at 
the next session, only. ac- 
two-thirds majority can. 
refer the issue to the Supreme Court for 
inquiry and report. If the Supreme Court __ 
finds the resolution justified, parliament 
must again endorse it with a two-thirds |. 
majority before the president is removed. 
It is unlikely that the dissidents could — _ 
muster such an overwhelming majority. |^ . 
Their strategy must be to persuade the — 
speaker to keep the resolution pending to. . 
prevent the dissolution of parliament and — 
garner a simple majority to keep defeating ^— 
the government and embarrassing the | 
president on other issues — a highly im- = 
probable scenario according to most anas = 





lysts. 





INDONESIA 


dr hospitable behaviour 


nesian province of East Timor by a Por- 
tuguese journalist has embarrassed the 
Indonesian authorities and may compli- 
cate plans for a Portuguese parliamen- 
tary delegation's visit to the province, 
... diplomatic sources say. 
- A Mario Robalo, a correspondent for 
Expresso, was in East Timor, the former 


A three-week trip to the troubled Indo- 


| Portuguese territory annexed by Indo- 





nesia in 1976, on 30 July-19 August at 
the invitation of Indonesia's Department 
of Information though diplomats believe 
the initial idea for the visit came from 
the Foreign Ministry. 
|. Foreign Minister Ali Alatas, hoping 
.to remove East Timor from the UN's 
agenda, has lobbied within the Indone- 
- sian Government for a more open dia- 
logue with Portugal over East Timor. He 
has supported negotiations with Portu- 
guese. MPs over a future visit to East 


Timor, despite misgivings from the 
armed forces and East Timor's Governor 
Mario Carrascalao. 

In the last week of August, the two 
countries agreed that an advance team 
from Portugal would visit East Timor 
before mid-October, with a full parlia- 
mentary visit to follow. Alatas said UN 
officials would accompany the delega- 
tion. 

But Robalo's reports are likely to 
strengthen the hand of Indonesian offi- 
cials who distrust Portuguese motives 
over East Timor. In a report in Expresso, 
Robalo described his trip as "three weeks 
of constant persecution and threats." 

In a news conference shortly after his 
return to Lisbon, Robalo said it was dif- 
ficult to imagine the "scale of repression" 
in East Timor and cited reports of sol- 
diers publicly raping Timorese women. 
However, he said he had not been an 
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eyewitness to any atrocities. The Indone- 
sian military denies human-rights viola- 
tions are occurring. |^ 
Robalo said he broke free of hisIndo- |: 
nesian escorts and visited Xanana | 
Gusmao, leader of the small Fretelin q 
guerilla group fighting for Timorese im | 
dependence. Robalo's rendezvous with | 
Xanana must have embarrassed Indone= 
sian military forces, diplomats say, given 
that Xanana has eluded capture for many 
years, On Robalo’s return to Dili, Timo 
capital, he was detained and questioned 
by the army before being sent to Jakarta 
“Obviously, the invitation did not in- 
clude visits with guerilla leaders," said . 
one Foreign Ministry official. Robalo's - 
behaviour, this official said, was “an af- = 
front to Indonesian hospitality." B 
Western diplomats say Alatas' strat- 
egy of opening up East Timor to Portu- 
guese inspection is a risky one at best, — 
given continued opposition to integra- 
tion by some Timorese. Some Indonesian 
officials fear a Portuguese visit may harm 
Indonesia's international image if it is _ 
used as an occasion to demonstrate for. 
independence. m Adam Schwarz. 
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BRIEFING 


Pyongyang backtracks 
at talks with Japan 


> The fourth round of normalisation 
talks between Japan and North Korea 
ended in Peking on 2 September with 
little or no apparent progress after 
Pyongyang went back on an earlier 
promise to investigate the case of Li Un 
Hye, a Japanese woman allegedly 
kidnapped in Japan and taken to North 
Korea. The North Koreans also repeated 
demands for compensation as a 
belligerent in World War II and for losses 
attributed to Japan over the 45 years since 
the war. Japan had refused to consider 
either claim in earlier rounds of talks, but 
reports said that it has now offered to 
discuss claims for economic damage 
incurred while Korea was a Japanese 
colony, a period which encompasses the 
World War II period. Pyongyang may 
have decided to stall in response to recent 
events in the Soviet Union, observers 
here said. 


US church leader backs 
Hanoi over trade ban 


»> Boston's Roman Catholic Cardinal 
Bernard Law, the highest ranking 
American Catholic leader to travel to 
Vietnam since the communists defeated 
the US-backed Saigon regime 16 years 
ago, visited Hanoi and Ho Chi Minh City 
on 28 August-3 September. The cardinal, 
a personal friend of US President George 
Bush, met Vietnamese Catholic leaders 
said Sunday mass in Hanoi's biggest 
cathedral. Law said he would recommend 
that Washington lift its trade embargo on 
Vietnam when it comes up for renewal in 
mid-September. 


Malaysia plans airstrip 

on disputed atoll 

> Malaysia plans to build an airstrip on 
Terumbu Layang Layang, a 6.2-ha atoll in 
the Spratly islands, which are also claimed 
by Vietnam, China, Taiwan, Brunei and 
the Philippines. The runway will cater to 
light aircraft in efforts to improve security 
and promote tourism there and on two 
neighbouring atolls. 


Tokyo power broker 
backs Kaifu in polls 


> Shin Kanemaru, a former deputy 
prime minister and leader of the 
dominant Takeshita faction in the ruling 
Liberal Democratic Party (LDP), indicated 
that he will support Prime Minister 
Toshiki Kaifu in the October party election 
for the party presidency — and through it 
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the premiership. Kanemaru urged young 
party members in Shizuoka to take public 
opinion into account in selecting the 
party's new leader. Leaders of other major 
LDP factions — Miyazawa, Watanabe, and 
Mitsuzuka — have criticised Kaifu's 
response to the Soviet coup and expressed 
strong reservations about his serving 
another term as prime minister. 


Minister promises Seoul 
defence debate 

> South Korean Defence Minister Lee 
Jong Ku, stung by increasing calls from 
the business community and the media 
for reduced military spending, has vowed 
to publicise as many details as possible on 
the defence budget. Speaking at a 30 
August news conference, he rejected 
arguments that the end of Cold War has 
reduced North Korea's capability to 
launch another surprise attack, saying its 
aggressive intentions could not be 
discounted at least until 1995, when Seoul 
could match the North's capability. 
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Gorbachov renews aid 
call to South Korea 


p Soviet President Mikhail Gorbachov, 
responding to a message from President 
Roh Tae Woo welcoming his 
reinstatement following the abortive 19 
August coup in Moscow, has renewed his 
call for "practical support" to cope with 
the deepening economic crisis in the 
Soviet Union. The letter, carried by Soviet 
Ambassador to Seoul, Oleg Sokolov, on 
30 August, coincided with Seoul's 
decision to send a fact-finding mission to 
Moscow before resumption of economic 
and trade assistance. 
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Former Dhaka president 
linked to gold smuggling 
> Deposed 

Bangladeshi president PF 
H. M. Ershad has . 
been ordered to 
appear in court on 
10 September after 
being implicated in a 
gold-smuggling case. 
He is already | 
serving a seven-year Ershad. 

jail term for 

possession of illegal arms and also 
undergoing trial on charges of corruption 
and abuse of state power. The smuggling 
allegations are linked to a case involving 
two foreigners arrested while allegedly 
trying to bring in 40 kg of gold. The 
former chairman of the Civil Aviation 
Authority, Mainul Islam, who was also 
charged in connection with the case, has 
reportedly furnished evidence implicating 
Ershad. 





Thai army chief fuels 
speculation on premiership 

> Thai Army Commander Gen. Suchinda 
Kraprayoon has said that if he was 
asked to be the next prime minister he 
would base his decision on the 
circumstances at the time. It was the first 
time that Suchinda, who was speaking at 
a press dinner on 30 August, had not 
publicly denied any ambition to become 
prime minister. There has been a great 
deal of speculation in Bangkok that 
Suchinda, who is also deputy leader of 
the ruling military junta, may become 
prime minister after the next election, 
which is expected to be held in March 
1992. 


US scrutiny of 

Thai workers' rights 

»> The office of the US Trade 
Representative (USTR) agreed on 20 
August to review the condition of 
workers rights in Thailand and Sri Lanka. 
The decision was in response to petitions 
lodged by the American Federation of 
Labour-Congress of Industrial 
Organisations (AFL-CIO) which claimed 
that workers in those countries were 
denied internationally recognised labour 
rights. If the petitions are upheld by the 
USTR, Thailand and Sri Lanka may have 
their access restricted to the Generalised 
System of Preference, a US programme 
which lowers duties on manufactured 
imports from developing countries. 
Similar AFL-CIO petitions on Indonesia and 
Malaysia were rejected. 
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CAMBODIA 


Khmer Rouge gains most from peace plan 


What killing fields? 


By Rodney Tasker in Pattaya 


s the four rival Cambodian factions 
A moved further towards a compre- 

hensive political settlement after 12 
years of war and prepare for peaceful 
elections, much international attention fo- 
cused on the possible, if gradual, return to 
influence of the despised Khmer Rouge. 

There was good reason for such 
thoughts as the Khmer Rouge delegation 
at the 26-29 August meeting in the Thai 
resort of Pattaya emerged as the faction 
which could stand to benefit most under a 
UN-guided peace process, gaining conces- 
sions from the present government of Hun 
Sen and consolidating its right to contest 
UN supervised elections — once thought 
an impossibility. 

The Khmer Rouge was one of the four 
factions negotiating under the banner of 
Cambodia’s Supreme National Council 
(SNC) in Pattaya — the third such SNC 
meeting. The talks centred mainly on the 
extent to which the Vietnam-backed 
Phnom Penh regime of Prime Minister 
Hun Sen — who is also the leader of the 
SNC delegation — was prepared to back 
down on its earlier insistence that a draft 
settlement drawn up by the UN Security 
Council's permanent five members (P5) in 
November 1990 should be modified to en- 
sure that the Khmer Rouge was not fa- 
voured in a peace agreement. 

The Hun Sen delegation did indeed 
soften its earlier stance that there should be 
no demobilisation of troops, as called for 
under the P5 plan, and that there should 
be a reference to the Khmer Rouge's 
"genocide" while it was in power from 
1975-78 — a period in which more thàn 1 
million Cambodians died by execution, 
disease or hunger. Hun Sen agreed on a 
compromise formula under which 70% of 
each faction's troops would be demobi- 
lised, and the remaining 30% would be 
confined to cantonments under UN su- 
pervision, handing in their arms and am- 
munition to UN officials. The reference to 
genocide was watered down to a vague 
future need to prevent the recurrence of 
recent practices. 

The Khmer Rouge and the two other 
resistance factions, the Khmer People's 
National Liberation Front and a faction 
loyal to SNC chairman Prince Norodom 
Sihanouk, had previously agreed to accept 
the P5's draft entirely. That would have 
meant a total demobilisation of troops and 
no reference to the Khmer Rouge's geno- 
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cide, leading to the influx of a substantial 
corps of UN troops and officials under the 
banner of the United Nations Transitional 
Authority in Cambodia (UNTAC). 

A number of other Hun Sen-proposed 
amendments to the draft remain to be set- 
tled, and senior P5 officials who held talks 
with the SNC after their meeting in Pattaya 
are unsure how they will affect UNTAC's 
planned role to run key ministries in the 
country and tightly control the election. 

The P5 want UNTAC to take over the 
foreign, finance, interior, defence and in- 
formation ministries — another issue 
which worried Hun Sen, in his bid to en- 
sure his government remains largely intact 
up to the election. 

Another major dispute 
between Hun Sen and the 
resistance is over the elec- 
toral system. The P5 and 
the resistance want a sys- 
tem of proportional repre- 
sentation. 

This, the P5 believe, will 
be a quicker, more efficient 
and cheaper way of hold- 
ing an election. Hun Sen 
wants a constituency-bal- 
loting, first-past-the-post 
system because he thinks 
this will benefit his estab- 
lished party machine more 
than the resistance, which 
has yet to organise politi- 
cally throughout the coun- 


Either way, the Khmer 
Rouge apparently is resigned to the fact 
that it will not win the first election. "I do 
not think they really want to compete in 
the next election," one resistance source 
commented. But Khmer Rouge sources in- 
dicate that the faction, which undoubtedly 
enjoys a degree of support among Khmers 
despite its past atrocities, is biding its time 
with a view eventually to taking power 
again. The campaign could start when 
Khmer Rouge leaders are scheduled to re- 
turn to Phnom Penh when the SNC is es- 
tablished there in November — their first 
time there since they were ousted by the 
Vietnamese intervention in 1979, 

The Khmer Rouge will also retain a 
substantial amount of its military potential 
despite any demobilisation. Although it 
has only an estimated 35,000 troops, com- 
pared with Phnom Penh's more than 
100,000 regular forces and thousands more 
paramilitary troops, it has a wide guerilla 
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Hun Sen: compromise. 


network in the country which will be diffi- 
cult for UNTAC to pin down and control. 

This was one reason why the P5, par- 
ticularly the US and Britain, expressed 
some concern about the 70% demobilisa- 
tion agreement and will ask for full details 
of each faction's forces. A senior P5 official 
says they want to see an eventual total dis- 
mantling of all forces before the election, 
including Hun Sen's paramilitary troops, 
even if the remaining 30% are allowed to 
join a national army after the election. The 
five foresee a multitude of problems in en- 
forcing a partial demobilisation and con- 
trolling the police, but demonstrated at the 
Pattaya meeting that they were not keen to 
be seen as imposing their will on the Cam- 
bodians and standing in their way now 
that real progress is being made towards a 
comprehensive settlement. 

If all goes according to plan the UN will 
have to commit a large number of person- 
nel to Cambodia to keep the peace, super- 
vise the country's administration and or- 
ganise the election. US Assistant Secretary 
of State Richard Solomon, who attended 
, the meeting, estimates the 
* whole effort could cost 

several billion dollars. That 
is why the P5 will wait for 
the SNC to agree on a full 
settlement before agreeing 
to its request to dispatch a 
UN team to "observe and 
reinforce" a ceasefire and 
the cut-off of foreign arms 
supplies agreed at the 
SNC's first Pattaya meeting 
in June. 

Why were Hun Sen 
and, to a lesser degree, the 
Khmer Rouge prepared to 
compromise at Pattaya? A 
major factor, according to 
Cambodian and diplo- 
matic observers, was un- 
doubtedly the recent 

moves by China — the Khmer Rouge's 
main supporter — and Vietnam towards 
normalising relations. For instance, it was 
probably no coincidence that Hun Sen sof- 
tened his earlier stand that there should be 
a maximum 40% troop demobilisation fol- 
lowing a private meeting in Pattaya be- 
tween Chinese Deputy Foreign Minister 
Xu Dunxin and his Vietnamese counter- 
part Nguyen Dy Nien. 

The China-Vietnam factor undoubtedly 
helped fuel Sihanouk's optimistic mood 
even before the meeting started. 

The irrepressible prince regaled the 
large assembled press corps at regular in- 
tervals during the meeting with his famil- 
iar wit and emotion as he acted as SNC 
spokesman. "The war is over," he pro- 
claimed — perhaps prematurely, as Khmer 
Rouge leader Khieu Samphan ominously 
insisted that "the war still goes on" until 
the arrival of UN observers. * 
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HONGKONG 


Low morale and bill of rights affects police 


Strike force 


By Stacy Mosher in Hongkong 

ongkong's new Bill of Rights may 
H prove to be a double-edged sword 
for the territory's police force. On 
the one hand it is creating stumbling blocks 
in law enforcement, but on the other it may 
provide new leverage for police officers in 
a long-standing deadlock with the govern- 
ment over pay and working conditions. 

The Bill of Rights has become an issue 
at a time when police morale is at an all 
time low, reflecting a dramatic rise in vio- 
lent crime, failure in localisation, and an 
alarming shortage of front-line personnel. 
Exacerbating the problems are the political 
complexities of Hongkong's future. Many 
local and expatriate officers have already 
decided to resign or retire before the terri- 
tory reverts to Chinese sovereignty in 1997. 

Police officers have become increasingly 
concerned over human-rights challenges to 
crime-fighting procedures such as random 
identity checks and anti-loitering measures. 
In August a judge called for the repeal of 
sections of the Drugs Ordinance which 
violate the principle of presumption of in- 
nocence in regard to possession and traf- 
ficking of dangerous drugs. 

At the same time, the police staff asso- 
ciations have become aware that the Bill of 
Rights may resto re their right to form 
unions and take industrial action. Under 
current law, any police officer joining a 
trade union faces immediate dismissal 
from the force, and strikes are also forbid- 
den. Four staff associations represent the 
majority of police officers in discussions 
with the upper management and govern- 
ment, but they admit their clout is severely 

One staff association leader says that 
since the draft Bill of Rights was released 
last year, the associations have been con- 
sidering a legal challenge to the ban on 
industrial action. The Bill, passed earlier 
this year, provides that restrictions can be 
placed on the right to freedom of associa- 
tion of members of the armed forces and 
the police. But a human-rights expert, 
Hongkong University law lecturer Nihal 
Jayawickrama, says that restrictions, such 
as requirements for advanced notice of 
strikes, or a ban in time of emergency, 
cannot be equated to the present blanket 
prohibition. 

The police staff associations have not 
yet raised the matter with government, 
preferring to exhaust other, more face- 
saving measures first. But the associations 
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Police may challenge union ban. 


are feeling less and less able to contain 
frustration among police officers in the face 
of government inaction. Last year the as- 
sociations withdrew from the main con- 
sultative body, the Police Force Council, in 
protest over the lack of progress in ad- 
dressing their concerns. The council has 
continued to meet without them. 

A major concern of police officers is se- 
curity of their pensions. Along with the rest 
of the civil service, police officers had been 
calling for advanced lump-sum payment 
of pensions before 1997. But the decision to 
build the territory's multi-billion-dollar 
new airport has effectively eliminated the 
advanced pension plan. Public servants 
have little confidence that the government 
of the future Hongkong special adminis- 
trative region will live up to the obligations 
of the colonial regime. 

These problems have come on top of 
the usual complaints of inadequate pay 
and benefits and oppressive working con- 
ditions, which are blamed for current dif- 
ficulties in recruiting and retaining police 
officers. 

Police officers say most new recruits are 
regarding the police force as only a short- 
term job. Such people plan to leave after 
two or three years with valuable training 
and experience that will aid them in ap- 
plications for emigration, and in moving to 
jobs in the private sector. While improved 
pay and conditions would not entirely re- 
move the reasons for young people spurn- 
ing the force, officers admit, it would help. 

Rapid turnover is affecting already lim- 
ited advancement prospects in the force. 
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“How can police officers be promoted if 
there’s no one in the lower ranks to replace 
them?” asks one local officer. Police officers 
reject out of hand recent suggestions by 
Legislative Councillors that police be re- 
cruited from Malaysia and Singapore, or 
from among the ranks of Nepalese Gurkha 
soldiers. 

These frustrations have become explo- 
sive under the leadership of Police Com- 
missioner Li Kwan-ha. Li, who became the 
first local police commissioner in 1989, has 
had to cope with tightening budget re- 
strictions and an increasingly unsettled 
social environment. But critics say he has 
made matters worse by failing to commu- 
nicate with the rank and file and by a lack 
of effort in presenting police officers’ con- 
cerns to the government. 

Li reaches the normal retirement age of 
55 next July, and rumours have been rife 
that he is keen to resign and take up em- 
ployment in Canada under his close friend, 
property tycoon Li Ka-shing. Speculation 
about his future has been fuelled by per- 
sistent reports that Deputy Commissioner 
John Sheppard has had his contract re- 
newed for an additional year from January 
1992. Sheppard will reach the extended 
retirement age of 57 next January. While a 
police spokesman denied the contract re- 
newal, police officers have heard from 
Sheppard himself that he will be staying 
on. 
Sheppard’s colonial African back- 
ground has made him a controversial fig- 
ure with both local and expatriate officers, 
who worry that extension of his contract 
may mean he will be taking over from Li 
as the next commissioner. More generally, 
criticism is mounting over the failure of 
efforts to localise the police force. Under 
the terms of the Sino-British Joint Declara- 
tion, the position of commissioner is sup- 
posed to be held by a local Chinese by 
1997. But Sheppard’s extension would 
block the advancement of the current main 
contender, Eddie Hui, now serving one 
rank lower as senior assistant commis- 
sioner. 

Expatriate officers still make up more 
than 30% of the force’s total strength, and 
in the upper ranks barely one quarter of 
the officers are local Chinese. While recog- 
nising that merit and the professional as- 
pirations of expatriate officers cannot be 
neglected, some local officers claim that a 
quota system is being imposed on the 
number of local promotions. 

Police officers point to three possible 
scenarios if current discontent is not re- 
solved: mass resignations, industrial action, 
or corruption. One expatriate officer admits 
that a malaise is already being felt in the 
force. He warns that as police officers 
struggle to cope with increasing social un- 
rest and violent crime, they will pass over 
cases of petty theft and other more minor 
crimes. = 
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AFGHANISTAN 


Reason together 


By Salamat Ali in Islamabad 


Although the recent upheavals in the 
Soviet Union have put the Afghan crisis 
on the back burner, Pakistan and lran 
have goaded the majority of the Afghan 
guerilla groups to seek negotiations with 
Moscow on a peaceful solution of the 
conflict. At the 28-29 August conference 
in Teheran, Iran, Pakistan and their Af- 
ghan mujahideen allies also formed à 
joint delegation to seek clarifications on 
the UN proposal for an Afghan solution 
from UN Secretary-General Javier Perez 
de Cueller when he visits Teheran this 
month. 

According to mujahideen sources, 
Sighbatullah Mojadedi, president of the 
Afghan interim government in exile, has 
been invited by Boris Yeltsin, the presi- 
dent of the Russian republic, to visit 
Moscow. Pakistan and Iran have en- 
couraged Mojadedi to lead a delegation 
to Moscow as early as possible, for 
Yeltsin is seen as an opponent of contin- 
ued Soviet arms and logistical aid to the 
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Kabul regime of President Najibullah. 

The Teheran conference was pre- 
ceded by another important one in 
Islamabad — attended by Saudi intelli- 
gence chief Turki al-Faisal, top leaders of 
Pakistan's Inter-Services Intelligence and 
representatives of the CIA. The intelli- 
gence chiefs probably hammered out a 
joint position for the Teheran conference. 
Later, it was officially stated in Islama- 
bad that the Saudis had fully supported 
Pakistan's efforts for an Afghan settle- 
ment. 

According to observers in Islamabad, 
the Saudi intelligence chief's hurried visit 
arose out of Riyadh's growing concern 
over the possibility of a settlement in 
which rival Iran might emerge as the 
major benefactor of the Afghans. For 
more than a decade, the Saudis have 
bank-rolled the mujahideen. The Saudis 
want to be part of the proposed interna- 
tional conference on Afghanistan which 
will have to include the UN, US, Soviet 
Union, Pakistan and Iran — along with 
the Afghan parties. 








Some top politicians in Pakistan ar- 
gue that apart from the lack of unity 
amongst the mujahideen, the Saudi fear 
of Iran upstaging them has been the 
major cause of lack of progress on the 
Afghan issue. Pakistan which desires to 
preserve close ties both with Teheran 
and Riyadh, avoids taking any position 
likely to annoy either of them — result- 
ing in lack of progress in past negotia- 
tions. 

But now pressure on all Afghans is 
mounting to end the prolonged civil war. 
In addition to coping with sporadic 
guerilla attacks, the country faces a cold 
and possibly hungry winter. Kabul's 
Prime Minister Fazle Haq Khaliqyar has 
urged Moscow to speed up supplies 
from Tashkent so that a 200,000-tonne 
stockpile of foodgrains could be built up 
for the coming winter. Najibullah has 
appealed to Yelstin not to block Soviet 
aid in arms, fuel and food, the absence of 
which could spark a coup against him. 

Despite promises by Pakistan and 
Iran that they would not support any 
solution unacceptable to the majority of 
the mujahideen, the guerillas know the 
West would cut off aid if negotiations 
made no headway. They are also aware 
of growing international support for 
talks that include the Kabul regime. & 
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President Yang plans for post-Deng era 


Waiting at the top 


By Tai Ming Cheung in Peking 


ang Shangkun, Chinese president 
Y and military strongman, is waiting 

patiently in the wings to become the 
country's next paramount leader. The no- 
nonsense revolutionary veteran has built 
up a formidable power base as de facto 
head of the People's Liberation Army 
(PLA), backed up with close personal ties to 
other senior leaders and deep roots within 
the Communist Party bureaucracy. 

And though, at 84 years old, his days in 
power are limited, his good health and 
vigour stand him in excellent stead to 
outlast other increasingly infirm octoge- 
narian leaders. 

But while many analysts agree Yang is 
now second only to Deng Xiaoping in the 
political pecking order, his succession 
prospects could be consider- 
ably dented in the coming 
months as moves are under 
way to retire him from official 
positions of power. 

Analysts say that in the 
past few months Deng has 
told Yang to abstain from at- 
tending meetings of the Polit- 
buro Standing Committee, 
ostensibly the country's most 
influential political institution. 
Although Yang is only an or- 
dinary politburo member, his 
seniority has allowed him to 
regularly sit in on sessions of 
the committee, = 

Two other key elders, 
chairman of the National 
People’s Congress Wan Li 
and Vice-President and arch-conservative 
Wang Zhen, have also been told by Deng 
to refrain from attending, the analysts said. 
The committee has six official members, 
who are all third generation leaders in their 
50s and 60s including Premier Li Peng and 
party general secretary Jiang Zemin. 

Yang's exclusion from the Politburo 
Standing Committee sessions is seen as 
part of a larger campaign by Deng to ease 
him out of the policymaking process and 
into permanent retirement. When Deng 
agreed to promote Yang from general sec- 
retary to first vice-chairman of the power- 
ful Central Military Commission (CMC) in 
late 1989, the move was believed to be 
conditional on Yang stepping down from 
the position within two years. 

It is widely expected that Yang will re- 
linquish his CMC post at next year’s key 
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I4th party congress, as well as his state 
presidency and politburo seat. Yang has 
reportedly told foreign visitors in recent 
months he is thinking of retiring soon be- 
cause of his advanced age. 

If Yang does retire from these positions, 
analysts are divided as to the extent it 
would affect his influence. As power in 
Chinese politics resides more with top 
leaders than formal institutions, many 
analysts say Yang will still wield substan- 


tial power from the sidelines, especially if 


other elderly leaders, and Deng in par- 
ticular, become less politically active with 
age. 

But some observers point out that 
Yang's retirement could seriously weaken 
his political authority, in particular because 
he will no longer be involved, symbolically 
at least, in the detailed management of 
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Yang is under pressure to quit top posts. 


military affairs. Yang's credentials as the 
country's military strongman are largely 
based on a 10-year tenure in the CMC, first 
as general secretary from 1981 to 1989, and 
then as first vice-chairman. 

One of the most important implica- 
tions of Yang's removal from office would 
be the negative impact on his efforts to 
promote supporters to top positions with- 
in the PLA high command. Yang's cur- 
rent efforts are concentrated on building 
up the position of his younger hardline 
step-brother Gen. Yang Baibing, who is 
now CMC general secretary (REVIEW, 8 
Aug.). 

Analysts say there is now an intense 
jockeying for power within the military 
leadership as the elder Yang tries to shore 
up Yang Baibing's position by, among 
other moves, securing him a politburo seat. 
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This faces considerable opposition from 
other retired and serving military and ci- 
vilian leaders who see Yang's efforts as 
dynastic empire-building. 

Rivals to Yang Baibing include party 
general secretary and CMC chairman Jiang, 
who is beginning to exercise his authority 
within the military high command. The 
next few months are expected to be crucial 
in determining whether Yang Baibing will 
succeed in continuing his rapid promotion 
to the top of the military hierarchy and is 
able to expand his power-base into the ci- 
vilian arena. 

But while Yang has had an important 
hand in deciding senior military appoint- 
ments for the past decade, most of the top 
commanders owe their promotions as 
much to qualifications and experience as 
to any personal allegiance to him. 

Yang has strong ties within the Com- 
munist Party bureaucracy. Between 1949 
and 1966, he served as director of the par- 
ty's Central Committee General Office, 
which meant he was responsible for the 
security of top leaders and for monitoring 
their activities. When Yang was purged 
during the Cultural Revolution, one of the 
main charges against him was that he 
bugged Mao Zedong's living 
quarters. Diplomats believe 
that Yang was in charge of an 
extensive domestic intelli- 
gence network to which he 
most likely still has continu- 
ing access. 

Diplomats point out that, 
in any succession struggle 
following the death of Deng, 
Yang's close control of the 
PLA — which since June 1989 
also includes operational 
command of the para-military 
People's Armed Police (PAP) 
— could put him in à very 
strong position to launch a 
palace coup. 

Some diplomats say there 
are also reports that a number 
of the additional PLA and PAP units that 
have been moved to Peking following the 
June 1989 upheavals report directly to 
Yang, enlarging the presidential guard 
force by around 50,000 troops. 

Yang's efforts at enlarging his power 
base have reportedly sparked tensions 
with Deng, which may help to explain the 
senior patriarch's efforts to push Yang into 
retirement. Deng was reportedly angry 
about pictures of Yang appearing at the 
centre of gatherings of the top leadership 
which were published in the People's Daily, 
Liberation Army Daily and other leading 
newspapers soon after the June 1989 
crackdown and during the Asian Games 
last autumn. Deng's nominated successor, 
Jiang, stood to Yang's side in the photo- 
graphs. Newspaper pictures are an impor- 
tant indirect means to show the lineup of 
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others who live and work in urban enter- 
tainment districts — as well as among fac- 
tory workers and long-distance drivers. 

Methamphetamine use within the mili- 
tary is also on the rise. On a visit to Taipei's 
only public drug treatment centre, five of 
the 10 patients that day were servicemen. 
While the Defence Ministry is reticent 
about the issue, a spokesman said drug use 
within the military simply reflected a 
larger social problem. Nevertheless, the 
armed forces have introduced mandatory 
urine tests for all new recruits. 

Health officials are most concerned 
about a new, younger group of users: Tai- 
wan's normally quiescent student popula- 
tion. Some school students have chosen a 
dangerous new diversion — a four-hour 
euphoric "high" that relieves the tedium of 
the daily study grind and the pressure of 
Taiwan's highly competitive examinations, 
but at the risk of inducing heart problems 
and even chemically induced psychosis. 

When methamphetamine became a 
controlled substance last October, the 
Ministry of Education estimated the user 
population to be 3,850 students. In a six- 
month anti-drug campaign, which in- 
cluded urine testing, of 5% of students in 
selected schools across the island, the 
ministry claims to have reduced the 
number of student users to 154 by the end 
of June. 

Health experts say, however, that this 
assessment of the problem is wide of the 
mark. Dr Tsai Wei-jen of the National 
Poison Centre says that in recent months 
he has encountered one third the number 
of cases cited by the ministry during visits 
to schools in northern Taiwan alone. He 
added that casual users, unlike addicts 
who come to the attention of the legal au- 


leader Jovito Salonga and four others — 
Wigberto Tanada, Rene Saguisag, Juan 
Ponce Enrile and Joseph Estrada — are 
considered hardline opponents of a new 
treaty, though Saguisag acknowledges he 
is now agonising over his decision. The 
remaining 18 senators have given off so 
many different signals it is impossible to 
tell how they will vote. 

Salonga, Nacionalista Party Vice- 
President Enrile and independent Estrada 
all have presidential ambitions in 1992. 
Given the widespread public support for 
the treaty, mostly on economic grounds, 
a “no” vote could be damaging for any 
candidate, particularly in central Luzon 
where the Mt Pinatubo eruption caused 
massive unemployment, heightened by 
loss of revenue from the abandoned Clark 
airbase, and left a legacy of destruction 
that could last for years. 

Enrile's position arises from his con- 
sistent opposition to Aquino on practi- 
cally every issue that has come along. 
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thorities or seek medical attention, are 
harder to detect statistically. ^For every re- 
formed user, there are several of his friends 
still using the drug," Tsai says. 

Treatment centres in Taipei, Hualien 
and Kaohsiung also report that the increase 
in methamphetamine abuse cases outpaced 
all other drugs in the past year. 
Methamphetamine and morphine com- 
monly trade places for contributing to the 
greatest number of patients at treatment 
centres. 

The average age of a methamphetamine 
user is 20, with reports of children as 
young as 12 and 13 having tried the drug. 
Of the total of 3,712 cases reported by the 
Department of Health for the first six 
months of this year, one third were be- 
tween 12-17. By comparison, the average 
morphine user is 35 years old. 

The youthfulness of methamphetamine 
users has earned the drug the street name 


The two ruling Lakas ng Demokra- 
tikong Pilipino hopefuls, House of Rep- 
resentatives speaker Ramon Mitra and 
former defence secretary Fidel Ramos, are 
both strong backers of a lease extension. 
So is Vice-President and Nacionalista 
Party leader Salvador Laurel and busi- 
nessman Eduardo "Danding" Cojuangco, 
the third contender for the Nacionalista 
presidential nomination. 

Drilon claims some anti-bases senators 
have told him they will keep an open 
mind "if certain events happen." In her 
recent interview with the REVIEW, Aquino 
had a similar observation. "I have talked 
to some of the senators and they were 
telling me that when they voted 'no' [dur- 
ing previous straw polls], they did so 
with reservations," she said. "In other 
words, if some matters could be ad- 
dressed they would probably change their 
positions." 

At this late stage, it is difficult to see 
what they may be. Indeed, privately, the 
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Anti-amphetamine poster — designed by school children — in a pedestrian underpass. 


an kungtzu. The first character is an abbre- 
viation of the Chinese word for ampheta- 
mine, while kungtzu is a classical literary 
term meaning "young man," usually the 
son of a wealthy gentleman or important 
figure. 

The users may be young, but they are 
not necessarily wealthy. One of the reasons 
for the rise in popularity of the drug is the 
low price. A 2-gm container of the drug 
wholesales for NT$400 (US$16) and retails 
at NT$1,000-1,500 on the streets. According 
to a member of the police force's investi- 
gative division, increased seizures have 
driven up the price since last year. 

Fifteen years ago, the most commonly 
abused substances in Taiwan were sol- 
vents, such as glue, thinner and gasoline. 
Use of narcotics such as pentazocine, and 
opiates such as morphine and heroin, 
peaked 10 years ago. A variety of sedatives 
and hypnotics — sleeping pills and bar- 


president's own aides say they are disap- 
pointed the final version of the treaty and 
a side letter detailing the compensation 
and other forms of assistance do not 
contain anything new which senators 
might be able to use as a pretext for 
changing their minds. 

The Senate foreign relations commit- 
tee, headed by Ramos' sister, Senator 
Leticia Shahani, was holding four days of 
unprecedented televised hearings on the 
treaty to give anti- and pro-bases advo- 
cates a last chance to sway the upper 
chamber's opinion and would then de- 
cide whether to send a recommendation 
to the senate floor. 

[t is still unclear when that will hap- 
pen, but whatever the final outcome, one 
thing is certain: given their penchant for 
posturing, the 23 senators will extract 
every last bit of drama out of an issue 
that, to the bemusement of independent 
observers, has become almost a national 
obsession. " 
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bine EM ics a popularity in 


the past few years. 


The effect of methamphetamine | is simi- 


lar to amphetamines, only more potent. 

 Amphetamines, or "speed," were widely 

.used in the US in the 1970s. However, 

while amphetamines are taken orally, 

methamphetamine i is heated over an open 

flame and the vapours inhaled through the 

mouth or nose with a tube. 

.. Many government officials link the use 

of. methamphetamine to the country’s 

. economic boom as it allows a person to 

. work longer hours and earn more money. 

. Deputy Director of the Bureau of Pharma- 

 ceutical Affairs Chang Hong Jen sees the 

. problem as a symptom of progress, a kind 

_ of spiritual pollution that accompanies the 
rise of any modern industrial power. 

The government's solution to the drug 
problem is a traditional one: moral educa- 
tion. The Education Department will soon 
announce a five-year campaign which will 





‘tell studenis à to en al RS including 
alcohol and betel nut — a mild stimulant 


whose cultivation has become a multi-bil- 
lion dollar business in Taiwan. "We don't 
call the police," says Chen Yao Ching, head 
of the Education Ministry's Department of 
Military Training. “The teacher must say, 
"You can’t, you can't, you can't." 

The Health Department agrees that 
harsh penalties may not be the answer. 
They have suggested a three-month grace 
period for those caught using the drug in 
order to give addicts. a chance to kick the 
habit instead of going to prison, though 
this proposal remains bogged down in 
parliament. The department is also work- 
ing on new drug legislation, including the 
formation of a coordinating agency and 
more comprehensive drug-control laws. 

Taiwan's drug laws are already quite 
strict, and manufacturers of methamphe- 
tamine can receive a prison term of up to 
10 years while those caught using the drug 





MALAYSIA 


Sabah party tempers state priorities with caution 


» Handle with care 


È By Suhaini Aznam i in Kuala Lumpur 


[M abah state's s ruling Parti Bersatu 
s S Sabah (PBS) continues to tread warily 
. through the minefield of state-federal 
. . relations, reflecting the precariousness of 
-> its position since it pulled out of the Na- 
^." tional Front on the eve of last October's 
general elections. 

>.. Thus, while the party reaffirmed its 
== policy to work closely with the National 
5 Front federal government at a recent party 
. assembly, it reiterated its commitment to 

-stand up for state interests, the reason for 
its defection to the opposition in the first 
lace. 
o- “We will try to avoid frictions but 
where it concerns Sabah's rights and in- 
:terests we will maintain our stand,” said 
Chief Minister Joseph Pairin Kitingan on 
.25 August. Acknowledging the dominance 
f the United Malays National Organisa- 
ion (Umno) in national politics, Kitingan 
;noted that “all other parties must come to 
erms with Umno and relate to it pru- 
“dently.” 
» Many of the issues raised at the assem- 
-bly were evergreens. Kitingan called for the 
bsorption of illegal immigrants by other 
-states in Malaysia. He saw no reason why 
-Sabah had to bear the brunt of the problem. 
"Our hospitals, clinics and schools have 
come under tremendous presssure," noted 
Kitingan. 

Filipino and Indonesian illegal immi- 
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grants registered with a 
special task force monitor- 
ing the problem number 
several thousand. Sabah 
officially took in 103,000 
foreign workers to work in 
its plantations in 1989, a 
25% rise over the previous 
year. This compares with 
only 32,000 registered for- 
eign workers in peninsular 
Malavsia. 

Reflecting Kitingan's 
own concerns, several del- 
egates spoke on the Inter- 
nal Security Act (ISA), 
which allows for detention 
without trial on a number 
of security grounds. The 
subject is topical in Sabah because seven 
Sabahans, including Kitingan's brother, 
Jeffrey Kitingan, the executive director of 
the powerful Sabah Foundation, have been 
detained for two years for alleged involve- 
ment in a secessionist plot. 

“The ISA is too dangerous a weapon to 
be in the hands of any person or author- 
ity," said Kitingan, calling for its abolition 
because it had "obviously been abused." 
Many Sabahans remain sceptical that such 

a secessionist plot existed at all and have 
he demanded that the federal govern- 
ment provide proof. To test — and possi- 
bly disprove — the secessionist charge, the 
MP for Tuaran, Monggoh Orow, suggested 
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Kitingan: abolish ISA. 


for up to ER years. Law 
enforcement, however, has lagged behind. 
Police say they began cracking down on 
drugs earlier this year in a campaign aimed 
at producers and users of a variety of 
drugs. However, they have not targeted 
the source of methamphetamine — the 
importers of the raw material, ephedrine, 
and illegal manufacturing centres. 
Further, police efforts have been focus- 
ed on narcotics such as heroin and mor- 
phine, reflecting an increase in drug-re- 
lated violent crime and pressure from the 
US after a record heroin seizure in Califor- 
nia that was transhipped through Taiwan. 
Educational campaigns and more strin- 
gent law enforcement are not enough, Tsai 
says. Without better information on who is 
using the drug and why, such a campaign 
cannot be effectively directed at a specific 
group. Meanwhile, methamphetamine, 
which police consider a “soft drug," teach- 
es hard lessons to youthful abusers. a 


that a referendum be held to determine 
whether the people of Sabah really wanted. 
to pull out of Malaysia. 

But while many Sabahans agree with 
Kitingan's condemnation of the Isa, there 
was no backing for Monggoh's proposal. 
And Prime Minister Datuk Seri Mahathir 
Mohamad himself warned a few days later 
that "a referendum does 
not arise because the law 
does not allow any state to 
secede from the federa- 
tion.” Meanwhile, Sabah 
Umno official Jabar Khan 
Napi has lodged a police 
report against Monggoh 
under the Sedition Act. 

Kitingan also used the 
Occasion of the assembly 
for the party's first public 
soul-searching since quit- 
w ting the National Front 

|. and urged the party not to 
Be look around for scapegoats 
for what some thought to 
-have been a hasty and ill- 
advised political move. 
“The painful decision 
was made after careful consideration . 
lof] our position in the National Front and 
the treatment the PBS government had re- 
ceived at the hands of the National Front 
federal government in the five years or so- 
PBS was a member," he said. 

Many Sabah businessmen, especially 
the pra gmatic Chinese, fear a confrontation 
with the federal government will be bad 
for business, while some PBS politicians are 
worried by the expansion of Umno into 
Sabah and the recent entry into the Na- 
tional Front of two small Sabah-based 
parties — the Chinese-based Liberal 
Democratic. Party and the Kadazan-based 
Angkatan Keadilan Rakyat. a 
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top leaders in China. ^ 


and Deng is unclear, but the two have 
. maintained a close friendship dating back 
` to the 1930s when both served as political 
© commissars with Chinese communist 
. forces. This relationship was further ce- 
 mented when Yang worked as Deng's 
. deputy in the Central Committee Secre- 
—tariat in the late 1950s. ae 
. Both men were purged during the 
.. Cultural Revolution, with Yang reportedly 
. jailed for 12 years. Following the fall of the 
“Gang of Four and Deng’s accession as 
: paramount leader in 1978, he moved 
. quickly to rehabilitate Yang, first appoint- 
ing him as vice provincial governor in 
_... Guangdong and in 1981 moving him to the 
|... CMC general secretaryship as his trusted 
| ^^ assistant. 

Yang's CMC record has been as an ef- 
fective and loyal implementer of Deng’s 
policies, which have focused on turning 

the PLA into a modern and professional 
- - fighting force. His military reputation has 
. -< been, therefore, as a pragmatist, not overtly 
- concerned with ideological issues. In eco- 
«^. nomic affairs, a field in which he appar- 
..... ently has only passing interest, Yang is also 
seen as a reform-minded moderate who 
. : closely backed Deng on his economic re- 
|. form policies throughout the 1980s. 
vs However, as Yang's role in master- 
minding the June 1989 crackdown shows, 
| he is a tough law and order advocate who 
-~ appears to have few qualms in using force 
, to deal with disturbances that might 
____ threaten political or social stability. Indeed, 
.. the Peking crackdown was a major 
political boost for Yang. One of its by- 
22.7. products was to end the political career of 
|. Deng's heir, party chief Zhao Ziyang, 
. .. putting Yang in a commanding position to 
~ «take over from Deng should his mentor 
-pass away. 
; Any attempt by moderates, therefore, 
, ; to try to reverse the verdict on the 1989 
| --events is certain to meet with stiff resist- 
|, ance from Yang. Analysts say Yang per- 
_.. sonally supervised the military operations 
. on the night of 3 June, when army units 
blasted their way to Tiananmen Square. 
. Perhaps one of the most important ad- 
vantages in Yang's quest for political pre- 
eminence in the post-Deng era is his health. 
Yang is a relatively robust and energetic 
84, in sharp contrast to other octogenarian 
leaders who are in failing health and 
hardly able to walk without the aid of as- 
Sistants. 
. As an indication of his present fitness, 
Yang went on two overseas presidential 
visits in recent months: a 10-day trip to 
Indonesia and Thailand in June and a four 
day visit to Mongolia in mid-August. 
Visitors who have met with Yang have 
found him alert, with a commanding grasp 
of most aspects of state and party 
policies. u 


























. How serious this rift is between Yang 
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geoning consumerism, Taiwan has 
entered the era of modern drug 
abuse. The problem has received some at- 
tention from law enforcement officials and 
the media, but so far efforts to stop the 
spread of drug abuse have been ineffec- 
tive. 

The most popular drug, especially 
among teenagers, is methamphetamine — 
commonly called "ice" because of its white 
crystalline composition. As with other so- 
cial trends, the use of amphetamines in 
Taiwan may be a spin-off from their popu- 
larity in Japan, where stimulants are also 
the drug of choice. 

Until two years ago, the bulk of 
methamphetamine manufactured in Tai- 
wan — derived from ephedrine smuggled 
in from China — was shipped to Japan. 
From 1986 to 1990, almost 80% of all 
methamphetamine seized in Japan origi- 
nated in Taiwan, according to a Japan 
Government report. 

However, in the late 1980s, Japan began 
to crack down on domestic production of 
methamphetamine and on illicit imports 
from Taiwan and South Korea. At the 
height of the crackdown in 1987, Japanese 
police seized 707.5 kg of the drug. As a 
result, over the next two years supplies of 
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the drug piled up in Taiwan and sellers 
began to look for other markets and new 


methods of smuggling the drug into Japan. 





These included concealment in commercíal 
cargo or aboard ships, rather than relying 
on individuals to carry it on their person 
or in their luggage. Last year, the largest 
seizure of methamphetamine (61 kg) in 
Japan was found inside a box of frozen 
tuna from Taiwan. 

The Philippines also emerged as a new 
market for Taiwanese ice. During the first 
week of July, Kaohsiung police say they 
broke a ring that smuggled methamphe- 
tamine to the Philippines in exchange for 
marijuana and guns. 

But the boom in methamphetamine 
sales has been at home. Police arrested 
3,747 people for methamphetamine use or 
possession in 1990 and seized 1,101 kg of 
the drug. During the first six months of 
this year, police arrested 7,208 people and 
seized 174 kg of the drug. The reduced 
figure for seizures reflects the fact that po- 
lice have shifted their attention to users 
rather than manufacturers of the drug. 
Narcotics experts say the problem is much 
larger than the government realises, and 
health officials expect methamphetamine 
use to become even more widespread. 

Drug use is said to be common among 
the so-called "black elements" of Taiwan- 
ese society — prostitutes, gamblers and 


Basis for a fight 


By John McBeth in Manila 

Formally initialled at last, the new 10- 
year US-Philippines military bases treaty 
now faces its ultimate hurdle — the 23- 
member Philippine Senate. Although US 
officials have been more upbeat recently 
about the chances of ratification, Execu- 
tive Secretary Franklin Drilon and other 
Philippine officials are still calling it an 
uphill struggle. And probably for good 
reason. 

Judging from public statements so far, 
the treaty does not appear to have any 
chance of getting the two-thirds majority, 
or 16 votes, needed for it to pass. But 
with President Corazon Aquino apply- 





ing steady pressure and public opinion . 
overwhelmingly in favour of retaining 
the US naval base at Subic Bay, anything 
can still happen in the lead up to the 16 
September deadline. 

If the agreement is rejected, the 
Americans will most likely be given a 
year to withdraw. But even then, there 
are many Filipinos who point to the fact 
that a new Philippine Senate will be 
elected next May — in good time to re- 
consider the issue. This, however, would. 
hardly conform with either the letter or 
the spirit of the 1987 constitution and it is 
doubtful the US, in all conscience, would 
be willing to agree. | 

Senate President and Liberal Party 
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Coercing the SLORC 


ver since the Burmese military 
junta, the State Law and Order 
Restoration Council (SLORC), 
crushed the democracy movement 
in Burma, the deteriorating human-rights 
situation in that country has been receiv- 
ing a lot of attention at Asean forums and 
from governments and human-rights 
agencies in North America and Europe. 

The Burmese human-rights issue is no 
longer an abstract problem or an academic 
debate on the relative virtues of Western 
and Eastern values or north and south 
doctrines. The debate must take its rightful 
place in the foreign-policy domain of all 
countries that deal with Rangoon. The 
SLORC has understandably responded an- 
grily to reaction in the West over human- 
rights violations. But the nature of the re- 
sponse merely underlines the extent to 
which the junta is vulnerable to pressure 
from abroad. It is a sign of weakness, not 
strength. 

The Burma Socialist Programme Party, 
in its dying stages, gave birth to the SLORC, 
which has since been hampered by its in- 
herent defects, one of these being the threat 
of internal disunity in a country long 
plagued by secessionist movements and 
where political dissent is kept down only 
by force of arms. One way in which the 
junta has tried to maintain internal unity 
has been the creation of “foreign threats” 
— such as that reflected by the huge sign- 
board with the slogan “Down with impe- 
rialism” that was posted next to the US 
Embassy in Rangoon. 

Such tactics underline the crisis the 
military rulers are facing from within. Also 
they suggest that a consistent and co- 
ordinated international undertaking by 
other countries whose goodwill is neces- 
sary for Burma’s well-being could help 
build up pressure to the point where the 
SLORC will be forced to mend its ways. 

One thing for which the SLORC rightly 
deserves the condemnation of the world is 
the ruthless way in which it relocated 
thousands of urban residents and broke up 
neighbourhoods for supporting pro-de- 
mocracy dissidents. The relocation of these 
people to shanty towns, especially outside 
Rangoon, has robbed them of their liveli- 
hood and is the cause of widespread fam- 
ine. Many Burmese are facing starvation 
— not because of natural or economic dis- 
asters but political persecution. 

The problem of starvation is therefore 
one of the most pressing human-rights is- 
sues in Burma though this is not to say 
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By Zaw Oo 


that abuses such as torture have less of a 
claim to attention. 

What the Burmese people need now is a 
very basic human right — the right to life 
and personal security as a basic requisite 
for daily survival. Unfortunately, for many 
countries in the West and in Southeast 
Asia, the problems caused by the SLORC are 
still largely peripheral to their concerns or 
dismissed as an internal issue because it 
upsets profitable business relations. 

Yet, continuing human-rights violations 
only help entrench a dictatorial regime. 
There is a clear correlation between human 
rights and the nature of the regime in 
power. Burma is not about to evolve into a 
democratic, prosperous and peaceful na- 
tion under the SLORC be- 
cause that regime seeks 
only to salvage what it 
can of a totalitarian sys- 
tem — for example, by 
refusing to recognise the 
will of the people in the 
1990 general elections — 
while it dabbles in cos- 
metic economic changes. 

Providing the SLORC 
with incentives, such as 
stepped-up trade, in the 
hope that this will en- 
courage good behaviour, 
only enhances the junta's 
capacity for more hu- 
man-rights violations. 

In Asia, countries like 
Thailand, South Korea 
and Singapore have pro- 
vided diplomatic support 
for the SLORC. Singapore 
companies operate in 
Burma and there is a 
brisk two-way trade; 
South Koreans are in- 
volved in joint ventures; Hongkong money 
has been invested in hotel projects; and 
Thai companies are heavily involved in 
timber extraction. Thailand has in fact 
warmed considerably towards Rangoon in 
the past two years and even repatriated 
dissident Burmese students. 

The crucial question here is how long 
foreign governments can tolerate dealing 
with an illegitimate regime. What would 
be the long-term benefits of dissociating 
from Rangoon's oppressive regime? How 
long can Burma's close neighbours buttress 
the SLORC? Outside Burma, the effects of 
the sLORC-inspired repression is very evi- 
dent in the flow of refugees into Thailand 
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diplomacy will 
not change 


current trends 
in Burma 


and, more recently, Bangladesh. 

The place of the human-rights issue in 
the foreign policies of Burma's immediate 
neighbours and especially Asean must be 
thoroughly considered. Quiet diplomacy or 
any other form of persuasion will not 
change current political trends in Burma. 


EE 


The SLORC is immune to diplomatic nice- | 
ties, partly because most of its leaders, in- | 


cluding its chairman, Gen. Saw Maung, 
have little formal education. 

Thus far, the junta has benefited from a 
traditional reluctance on the part of many 
countries in being seen to be meddling in 
the internal affairs of a neighbour. In other 
cases, a trade-over-politics approach has 
emboldened the SLORC in its repression. 

This obscures the fact 
that the SLORC needs the 


tries more than they need 
the SLORC. This depend- 
ence should be exploited 
to force the junta to 
change its ways. Unfor- 
tunately, on most occa- 
sions, Asian govern- 
ments have overesti- 
mated or made the 
wrong assumptions 
about the SLORC. 

Furthermore, there is 
a lack of a comprehen- 
sive plan to keep up the 
pressure on the SLORC 
and force it to agree to 
reforms. The only way 
the international com- 
munity can get the SLORC 
to behave is to reduce the 
resources the junta has at 
its disposal to do harm. 
Nothing short of sanc- 
tions could bring about 
the desired result. 

Sanctions must be considered not 
merely to coerce the SLORC but also to pro- 
vide moral support for opposition groups 
within the country. To this end, a wide 
range of economic levers should be ap- 
plied. International institutions should be 
asked to stop aid to Burma. All bilateral 
aid should be suspended. Only when the 
junta is convinced that it is the biggest ob- 


stacle to Burmese progress will it rethink | 
its policies. " 


Zaw Oo leads the external affairs bureau of the 
Alliance for Democratic Solidarity based in 
Bangkok. 
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Army successes fail to shake Tamil Tigers’ hold on north 


Mauled, but unbeaten 


By Hamish McDonald in Colombo, Jaffna 
and Madras 


Despite heavy casualties at the 
hands of the Sri Lankan army 
in the recent battle for El- 
ephant Pass and the Indian 
crackdown on their Tamil 
Nadu support base after the 
murder of former Indian 
prime minister Rajiv Gandhi, the separatist 
Tamil Tigers appear to be in a position to 
hold out indefinitely in their stronghold in 
Sri Lanka’s northern Jaffna peninsula. 

The Liberation Tigers of Tamil Eelam 
(LTTE) drew a lot of blood when the army 
was obliged to send an 8,000-strong am- 
phibious force to rescue the besieged 800- 
man garrison at Elephant Pass, a causeway 
on the highway to Jaffna. By their own 
count the army lost 178 men. Many Co- 
lombo analysts say the true figure would 
be double that. 

But LTTE spokesman Anton Bala- 
singham admits to setbacks in the Tigers’ 
attempt to seize Elephant Pass, and puts 
the movement's casualties at about 500 
killed and 1,000 wounded. Other observ- 
ers say the LTTE dead could number nearly 
1,000. The army’s northern region com- 
mander, Maj.-Gen. Denzil Kobbekaduwa, 
said LTTE radio traffic listed 955 names. 
Although each side presents a post facto 
strategy of drawing the other side into a 
killing zone, a guerilla movement with 
perhaps 8,000 fighters cannot afford con- 
ventional battles. 

The costly success has provided a 
much-needed boost to the army’s standing 
in Colombo. After its brutal clampdown 
on the extremist Sinhalese leftist move- 
ment, the Janatha Vimukti Peramuna (JVP), 
in 1989-90, the military’s reputation had 
suffered in the inconclusive fight that re- 
sumed with the LTTE in June last year. 

Many senior army officers are now ea- 
ger to keep up the pressure on Jaffna, 
bringing into action new equipment that 
has started arriving from China in recent 
weeks. This includes a dozen 130 mm artil- 
lery pieces, six jet fighter-bombers, 43 ar- 
moured vehicles, and three Shanghai-class 
patrol boats. The new weapons will tip the 
balance between the two forces. Brig. 
Asoka Jayawardhana, commander of the 
Vavuniya base, admits that superior train- 
ing, tactics and mobility give the LTTE the 
edge in the field. 
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Youthful Tiger: Elephant Pass setback. 


But the army’s growing strength seems 
to worry Colombo more than it does the 
LTTE. Since the war with the Tamils broke 
out in 1983 the army has tripled in size to 
77,000 men. As well as making increasing 
demands on the budget, the military is 
starting to be seen as a political player for 
the first time since the country’s indepen- 
dence — something which causes deep 
unease in a country with no martial tradi- 
tion to speak of. “The government wants 
to give the military just enough to beat the 


Rough ride to 
Jaffna 


The car zigzags through the last army 
roadblocks on the western outskirts of 
Vavuniya, the northernmost town con- 
trolled by the government on the main 
road to Jaffna. For about a kilometre 
down the road, it is no-man’s land. As 
the car slows to skirt a large crater, the 
Tigers appear silently: four teenage boys 
in camouflage, rubber thongs on their 
feet, and toting assault rifles. One has a 
walkie-talkie radio in his pocket; bicycles 


are propped against a ruined house. 


The boys remain stern-faced and vigi- 
lant while checking identities. At a second 
roadblock further on, more teenagers 


guard a shed stacked with grain sacks. 
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Tigers, but no more," said one diplomat. 

The government is also enjoying greater 
independence in its relationship with In- 
dia. Gandhi's assassination, blamed widely 
on the LTTE, has removed the last elements 
of Indian Government tolerance of the Ti- 
gers. The Tigers retain a pool of support in 
the coastal settlements facing the Palk Strait 
where nearly every fisherman has relatives 
in Jaffna. 

But in Tamil Nadu as a whole the mood 
of state politics has swung from outright 
sympathy in the mid-1980s to fear and an- 
ger. The shift began when the Tigers took 
on the Indian peacekeeping force (IPKF) in 
1987, and became more marked when the 
LTTE gunned down Indian-backed rivals in 
Madras itself in June 1990. Chief Minister J. 
Jayalalitha is a Congress ally and won the 
May-June elections partly on pledges to 
root out the Tigers 

But the attitudes of Tamil Nadu and 
New Delhi could change quickly if the Sri 
Lankan army did start advancing into 
Jaffna. Given the sorry human-rights 
record of the ill-trained government troops, 
and the casualties they would take on the 
way in, massacres of civilians would be al- 
most inevitable. A large percentage of 
Jaffna's 1 million people would seek ref- 
uge in Tamil Nadu, where the present 
210,000 refugees are already putting pres- 


Beyond this frontline is a sparsely 
populated Tamil zone where life is slip- 
ping back to a pre-modern era. Power 
lines are down, the few trucks and mo- 
torcycles move at night when the Sri 
Lankan air force cannot strafe traffic. Oil 
lamps glow in the few hamlets, and fires 
burn outside isolated houses to keep wild 
animals away. At Madhu, the night hides 
a vast settlement of 27,000 Tamil refugees 
from the fighting. 

But at Poonaryn, the only road access 
to Jaffna since the closing of Elephant 
Pass, the rising moon reveals intense ac- 
tivity in the midnight hours. Dozens of 
trucks line up along the approaches to a 
causeway. Long lines of men in sarongs 
and tattered shirts hold up bicycles strung 
with sacks, boxes and even live goats. 
Across a 500-m stretch of the Jaffna La- 
goon, a battered steel ferry comes into 
sight, an outboard motor revving furi- 
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sure on resources and jobs. New Delhi 
would get appeals to intercede. 

As it is, the Sri Lankan Government of 
President R. Premadasa is taking advan- 
tage of India's failed peacekeeping role and 
subsequent retreat to flout the humiliating 
geo-political riders attached to the 1987 
Indo-Sri Lanka peace accord. Voice of 
America was given the go-ahead to build a 
broadcast relay station in Sri Lanka, and 
India's longstanding fears of an American 
"spy station" on its doorstep were ignored. 

Premadasa himself is preoccupied with 
sustaining the economic boom that started 
in the Sinhalese-dominated south last year 
— when GDP growth hit 6.5% — and 
spreading his poverty-alleviation pro- 
grammes to backward areas where the JVP 
exploited unemployment worries. This de- 
pends on continuing to attract tourists, in- 
vestment in the thriving stockmarket and 
IMF-World Bank restructuring credits. 

Colombo has already drawn enough 
international criticism over the estimated 
30,000 executions — including citizens who 
disappeared in the crackdown — by police 
and army death squads during the anti-jvP 
campaign. Amnesty International, a US 
Congressional sub-committee and relevant 
UN agencies are all making inquiries. But 
the government is stonewalling. 

Analysts see a dichotomy in Pre- 
madasa's response to the outside world. 
As one put it: "There is a struggle between 
those that think Sri Lanka should be a 
modern nation state integrated into the 
world economy, and those who have me- 
dieval views, who think the high point was 
the civilisation of the 12th century based 
on a uniform culture, language and reli- 
gion. Premadasa embodies this contradic- 
tion in his personality." 

Most concede that Premadasa is not 


On the onher side, the causeway is 
also busy with men transhipping supplies 
from trucks and bullock carts. At dawn, 
the ferry will be hidden away from possi- 
ble air attack. The town of Jaffna itself is 
dark and silent: the power station was 
wrecked by government forces soon after 
fighting recommenced in June 1990. 

In the morning, a seaplane circles the 
city on a spotter mission for the govern- 
ment, but people move around freely. Air 
force bombing ceased last August, when 
the 400-year-old Dutch fort on the water- 
front was abandoned by the army after a 

. costly two-month siege. Tiger guerillas, 

- some barely into their teens, now occupy 

. the fort. Around them is a wasteland: 

¿z streets of shattered buildings and a gutted 
: public library. 

. With only 20 to 40 trucks a day getting 

. through stringent army checks at 
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on anti-Tamil. But he cuts himself 
off from foreign contact, has not travelled 
outside Sri Lanka since becoming president 
and rarely meets foreign leaders or diplo- 
mats. Attempts at outside mediation have 
come from several sources including a 
Norwegian group, the Quaker church 
and the Commonwealth. None have been 
taken up. 

As for direct negotiations, both the 
government and the LTTE profess willing- 
ness to talk, but without much obvious 
conviction. The Tigers announced a unila- 
teral ceasefire at the New Year, but this 
lapsed after several days. After the LTTE 
broke a truce last year with the abduction 
and murder of hundreds of policemen from 
isolated stations, the army believes any 
truce proposal from the LTTE is merely a 
tactic to allow resupply. 

The government's conditions for talks 
are: agreement that the armed struggle be 
abandoned after a political solution; par- 
ticipation by other Tamil groups; and 
acknowledgement of the indivisibility of Sri 
Lanka. The LTTE wants unconditional 
talks and spokesman 
Balasingham said it 
was still willing to dis- 
cuss the setting-up of 
a Tamil state within 
a federal structure. 
The LTTE has invit- 
ed Colombo to send a 
lamil minister, 6. 
Thondaman, to Jaffna 
for talks. 

The government may 
do just that. Meanwhile, it 
has joined in setting up an 
all-party parliamentary 
committee to draw up 
peace proposals for the 


Vavuniya and Mannar, 
and 48 items totally em- 
bargoed — including fuel, 
electrical batteries and 
medical dressings — the 
prices of daily necessities are five times 
those in the south of Sri Lanka. Petrol 
costs US$30 a litre; only the Tigers, inter- 
national agencies and a few public trans- 
port operators run motor vehicles. Some 
Jaffna residents coax their motorcycles 
along on kerosene, having got them 
started with a few drops of petrol in the 
carburettors. 

“People have learned to live with a 
bare minimum,” said Fr Nathan, a Ro- 
man Catholic priest. “They are using up 
their savings, selling their jewellery, get- 
ting money from their relatives abroad.” 
The state-owned Bank of Ceylon branch 
in Jaffna operates without interference 
from the LTTE, but has to ration out cash 
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more nerve-wracking than leaving. After — 
the last Tiger checkpoint just north of - 
Vavuniya, the road crosses a rough tres- — 
tle-bridge and runs through open ground. — 
towards fortified army positions. Passen- ~ 
gers must walk ahead of the car. Young ~ 
Sri Lankan soldiers don helmets and run 
at a crouch to take up positions around — 
the vehicle while it is searched for bombs. |. 
The Tigers are just 500 m behind. To one 
side, a line of Tamils queue up with their — 
bicycles and empty containers, waiting to 
get into Vavuniya's markets. E 


north and east. But there is conside ‘abl 
scepticism whether the LTTE seeks to g 

anything other than tactical advantage 
the talks. The Tigers now have undispu 
power in the north. Most Sinhalese are re 
signed to Jaffna being a no-go area. -~ 

“Emotionally and psychologically there: 
are two nations,” said a Tamil in Colombo, 
"If the government continues to cut off 
support lines to the people in the north, 
people will get used to living without the: 
[Colombo] government." In Jaffna itself, 
the population is wearied by privations but 
still supports the Tigers. 

“There are many things with the Tigers 
with which you can disagree," said Fr 
Nathan, a Roman Catholic priest in Jaffna. 
"But they are the people who keep the Sri 
Lankan army from coming in here and 
committing atrocities. Only after the 
Sinhalese accept that we have a right to 
stay here as a nation, as a people, not just 
as individuals, could we accept a settle- . 
ment. But frankly I would be very sad if 
they [the LTTE] settled for anything less 
than Eelam [homeland]. After all this suf- 
fering, we would be back to square one." a 








which is topped up every two months by . 
a ship sent from Colombo. 


Returning to the government zone is 


= Hamish McDonald 
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Tigers thrive on recruits brutalised by atrocities 


Cyanide edge 


The Liberation Tigers of Tamil 
Eelam (LTTE) is anxious for a 
political solution if only the 
Colombo government would 
talk, according to Tiger 
spokesman Anton Balasing- 
ham. Not so, says a diplomat 
in Colombo, who calls the LTTE a Fran- 
kenstein that has no interest in giving up 
the gun or sharing power with anyone else. 

By all accounts, the LTTE is one of the 
world's most effective guerilla forces — as 
demonstrated by the heavy casualties it 
inflicted on the 60,000-strong Indian 
peacekeeping force in 1987-90, its almost 
certain role in the assassination of India's 
Congress party leader Rajiv Gandhi and 
Sri Lankan defence minister Ranjan 
Wijeratne, and its protracted clash 
with an 8,000-strong Sri Lankan 
force in July-August. 

Yet, at the heart of this well-or- 
ganised and well-funded movement 
is an extremely primitive — and to 
students of extremist movements, 
familiar — psychology: the surging 
energy of youth channelled into a 
cult of suicide. 

Orchestrating this cult is an un- 
impressive, inarticulate individual 
with a genius for improvised battle 
tactics, whose secretiveness has 
served to enhance a carefully fos- 
tered mystique. The king of the kids 
in the LTTE is V. Prabhakaran, who 
admitted in one of his rare inter- 
views that the cyanide pill carried 
by LTTE fighters and cadres is the 
movement's talisman. 

Prabhakaran told the Madras-based 
newspaper The Hindu in 1986: "Carrying 
cyanide on one's person is a symbolic ex- 
pression of our commitment, our determi- 
nation, our courage. This gives our fighters 
an extra measure of belief in the cause, a 
special edge." 

To some Tamils familiar with the work- 
ings of the LTTE, the recruits — mostly co- 
opted in their sub-teen years — are already 
socially dead. Young recruits are carefully 
nurtured by LTTE cadres. "They are put 
through tests," said a Tamil political acti- 
vist in Colombo. "The most important test 
is detachment from the family. They no 
longer belong to their family; the move- 
ment becomes the family. 

"The organisation demands total loy- 
alty, total commitment. If they are so or- 
dered, they will have to kill their own 
parents. They are to put no value on their 





own lives." 

Once inducted, the first lesson a recruit 
learns is total obedience. A source in Ma- 
dras said that in the mid-1980s death was 
invariably the LTTE penalty for any ques- 
tioning of superiors. "They had what was 
called the ‘green boat.’ The offender was 
taken to a beach, executed, and the body 
dumped out at sea with the stomach cut 
open so it would not float." 

For many Tamil children, the response 
to the LTTE has been conditioned by long 
years of war marked by atrocities on both 
sides. "When the children arrive here, we 
find they have been brutalised," said S. C. 
Chandrahasan, a Tamil lawyer who works 
with Jaffna refugees in Madras. "They are 
beyond parental control, insensitive to 


death and violence. They know nothing 
about the country, but they're experts in 
every kind of firearm." 

Chandrahasan said that the refugee in- 
flux to India last year included scores of 
youths who had fought with the Tigers in 
Sri Lanka. “Their pattern of behaviour was 
different from that of the average person. 
They have been built up by militant groups 
which adopted Marxist doctrines in order 
to justify one-party rule. They are not 
willing to see the other person's viewpoint. 
Even [listening to] the views of another 
person was objectionable. We tried to break 
this down by getting them into sports, 
where they could learn to win and lose. 
But there was a hard core we could not 
reach. They did not open to us." 

Diplomats in Colombo said that as well 
as carrying out cold-blooded killings 
among non-Tamil groups, the LTTE has also 
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deliberately exposed the Tamil population 
to retaliation by Sri Lankan forces. A mas- 
sacre at eastern Kokkaddicholai village on 
13 June is cited as a case in point. The Ti- 
gers planted a mine in the village to kill an 
army officer. "They could have got him on 
the road well away from the village," said 
a diplomat. "But they wanted a reaction, 
and [even had the press statements] 
ready." In retaliation, the army went on a 
rampage, killing 52 Tamil villagers. 

Yet, even Tamils who criticise 
Prabhakaran and the LTTE as fascist con- 
cede that it carefully tends its relations with 
civilians. “Their support is not principally 
based on fear," said a Tamil lawyer in Co- 
lombo. "They ensure that institutions con- 
tinue to function: schools, food distribution 
and welfare. They are sensitive to the need 
to maintain a measure of popular support." 

"Also, [Colombo] has virtually driven 
the Tamil population to the LTTE by its 
brutal repression, particularly the bombing 
of civilian areas. People saw that even at 
the height of the [Sinhalese extremist 
Janatha Vimukthi Peramuna] uprising 
there was no bombing in the south. No- 





Adolescent deaths; bombed Jaffna house: socially dead recruits. 


thing transformed Tamil opinion as much 
as that. Then there was the economic 
blockade for 14 months. There is no power, 
hardly any fuel. Nor is there any alterna- 
tive democratic leadership to turn to. Most 
of the professional and educated classes 
who might have resisted the LTTE have 
moved out." 

Tamil observers note that the Tigers' 
rise has parallelled the decline of tradi- 
tional patterns of authority — including the 
increasing rejection by women of their tra- 
ditionally subservient role in Jaffna society 
and a fall in religious observance among 
the Hindu population. 

Prabhakaran's emergence reflects these 
social changes. Although the son of a gov- 
ernment official, he belongs to a lowly fish- 
erman's caste. Most of the inner circle of 
LTTE leaders are of this caste — and also 
from Prabhakaran's village, Valvettiturai. 
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à peaks little. Englis : 

; avelled except to India, rarely makes 
public appearances, and is believed to be 
noid about rival Tamil groups gaining 
ess to the population. ` M 

. The political wing of the LTTE, ‘the Peo- 
| Front of Liberation Tigers, is a feeble 
ndage of the fighting force. Its leaders, 
tably Balasingham and Yogaratnam 
gi, are widely seen as having little in- 
: ence. Ideologically, the LTTE still sub- 
scribes to somewhat dated concepts of po- 
litical liberation, and London-educated 
Balasingham remains apparently infatu- 
ated with now-discredited Third World 
movements. "They have not absorbed the 
transformations in the rest of the world, 
said a Colombo Tamil. "They are not con- 
cerned how they relate to international 
opinion." Yet this has not hampered the 
LTTE, 

The alienation of even educated Tamils 
from Colombo has ensured a good degree 
of support among Jaffna Tamils outside Sri 
Lanka. As well as the 210,000 in Tamil 
Nadu, perhaps another 200,000 are scat- 
tered around the world. This diaspora is 
regularly tapped for funds. In some cases, 
threats are made against relatives still in 
Jaffna. “The LTTE has more branches out- 
side Sri Lanka than Colombo has embas- 
sies," said one source. iii Hamish McDonald 








Loose ends throw doubt on Gandhi murder the 


Stranger than fi ic 4s: 





If the plot that killed former 
Indian prime minister Rajiv 
Gandhi unfolded like the 
pages of a crime novel, that 
may not be surprising: key el- 
ements of that operation, no- 


The Negotiator, copies of which have sold 
out in Madras. 

The assassins approached their quarry 
with all the deliberation of the genre. Ar- 
riving in Tamil Nadu by boat from Jaffna 
on 30 April, the group met landlord and 
smuggling boss Shanmugan who guided 
them to a series of safehouses run by 
sympathisers of the Liberation Tigers of 
Tamil Eelam (LTTE). On 8 May they carried 
out a dry run at an election campaign 
meeting addressed by former prime min- 
ister V. P. Singh. 

On the evening of 21 May, having in- 


tably the use of explosives and 
electric triggering devices sewn into the 
assassin's belt, appear to have been in- 
spired by the Frederick Forsythe thriller - 


gratiated themselves "un local € 1g 








assassin, d by to ) take. picture z 
Gandhi walked from his cat, de hy : 


The site is left nguda à afer G 
body is taken away. Only when foren: i 
scientist P. Chandrasekharan strikes out on - 
his own are vital clues assembled. The 
sassin's face is found intact, along wit 
fragments of the belt, wires and traces of - 
explosive. The Hindu newspaper finds the. 
photographer's camera intact and. runs. 
blurred pictures of the assassin and the 
group leader, who was posing as a re- ăć 
porter. Senior police official D. R 
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arthikeyan is detached from New Delhi 
to lead a special Central Bureau of Inves- 
tigation task force, and the case soon be- 
gins to make significant headway. 
Working from the forensic and photo- 
graphic evidence, Karthikeyan’s team 
quickly rolls up the LTTE support network 
aided the assassins. Reports say they 
so knew from radio intercepts that the 
'oup leader, a 30-year-old one-eyed man 
dled Sivarasan, and a back-up woman 
ssassin were still in the country after fail- 
g to rendezvous with a getaway boat 
m Jaffna. Finally, on 20 August, 
Sivarasan and the woman are cornered by 
police in neighbouring Karnataka state. 
_» They and five others take cyanide i in LTTE 
|... fashion. Sivarasan shoots himself in the 
|." head as well. 
5 What is missing so far is the positive 
«link to the ultimate instigator, and a 
_ clear motive. The involvement of ethnic 
_. Tamils, the location and the suicide ele- 
... ment all point to the LTTE. "How is 
= anyone else going to find a Sri Lankan 


| | INDIA 


Out of Africa 


What a Western narcotics agent de- 
scribed as a "one country crime wave" is 
heading east from the Indian Subconti- 
nent and is already hitting several 
Southeast Asian countries. The culprits 
— Nigerian drug smugglers — are easy 
enough to spot, but that is only the start 
of the trouble. 

From the Indian experience, the ar- 
rest of Nigerians involves unpleasant 
|. police tasks, sometimes violent physical 
| resistance, jail riots, and endless argu- 
| ments. In addition, regional agencies can 
| expect criticism from the US Drug En- 

-forcement Administration (DEA) that 
vey are not doing enough, and protests 
^ by Lagos of discrimination against Ni- 
. gerians. 

^ Jt is hard to think why Indians should 
“have anything against Nigerians. Au- 
‘thorities here clearly wish they had never 
come up against the drug smuggling 
problem. But India is not alone in facing 
the Nigerian crime wave. Interpol has 
|. already had two conferences devoted to 

. Nigerians, and is about to have a third in 
Lyons, France, in late September. 

The problem, as some law officers see 
it, is that Nigeria's boom-and-bust oil 
economy has left many Nigerians with 
Mercedes-Benz lifestyles but empty 
pockets. Good English-speakers and fa- 
miliar with travel, many have been 































diplomat, | 


The plot looks neat — almost too neat. 


Why would the LTTE take the risk of hiring 
a photographer if it proposed to hide its 
hand? Why did Sivarasan and his group 
not get back to Jaffna in the four or five 
days before the pictures were published? 
Why were so many LTTE sympathisers in- 
volved in such a sensitive operation? 
How did they get through security? Was it 
only police carelessness that allowed Shan- 
mugan to escape from custody, to be found 
dead later — an apparent suicide. 
Conspiracy theorists have had a field 
day, working back from the question "who 
benefited?" The most obvious beneficiary 
oes beyond most imaginations: results 
from the first day of voting on 20 May in- 
dicate Congress would have lost seats but 
for the sympathy factor. The Sri Lankan 
leadership hated Gandhi's assertion of an 
Indian Raj and has been helped by the 
backlash against the Tigers. But Colombo 
has virtually no ability to operate covertly 


tempted by the easy money to be made 
in activities like heroin-smuggling and 
credit-card fraud. 

Much of the world's heroin comes 
from Afghanistan, Pakistan, and the 
Golden Triangle in Burma, Laos and 
Thailand. Nigerians began to show up in 
the region's drug arrests in the late 1980s, 
principally in India which has a sizeable 
inflow of African students and small 
traders. The DEA rates Bombay as the 
world's third or fourth-biggest heroin 
transhipment port. 

Dalbir Singh, deputy director-general 
of India's Narcotics Control Bureau, said 
the Nigerian offenders were often stu- 
dents with ia lavish lifestyle they could 
not support from legitimate sources and 
a reckless attitude to smuggling. They 
acted as couriers for Muslim gangs who 
channelled heorin smuggled across the 
land border from Pakistan. From India 
they took the drugs by circuitous routes 
to Amsterdam and other European dis- 
tribution centres. 

Singh said Nigerian couriers often 
had several passports giving different 
aliases and in many cases used forged 
visas. One recent arrestee produced three 
Nigerian passports with consecutive se- 
rial numbers which had different names 
and ages, but the same photograph. 
These had been obtained by direct pay- 
ment to passport officials in Lagos. 

Nigerians have used several different 
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| the 1 LTTE denies any in- 
volvement and. professes not to know the 
(d assassins. Spokesman Anton 
Balasingham suggested a host of Indian 
groups or aggrieved Sri Lankan individu- 
als could have done the job. He said the 
Tigers had twice sent emissaries to talk 
with Gandhi in New Delhi in March, and 
had found him cordial. 

Many other sources, including rival 
Tamils and foreign diplomats, believe oth- 
erwise. They said the LTTE could have 
feared Gandhi's return to power would 
lead to renewed Indian meddling in Sri 
Lankan affairs. 

Tiger leader V. Prabhakaran is also said 
to have held a deep personal grudge 
against Gandhi for having been put under 
arrest while visiting New Delhi, and over 
the deaths of close colleagues during fight- 
ing with the Indian peacekeeping force. 
This school of thought assigns a degree 
of "irrationality" to Prabhakaran. 
8i Hamish McDonald 








methods of concealing heroin, in every- 
thing from motor-vehicle parts to instant 
noodle packets. But the commonest 
method of smuggling is carrying heroin- 
packed condoms in their bodies. This 
makes detection difficult and unpleasant 
for Indian officials, particularly since In- 
dian agencies are not equipped with X- 
ray or urine analysis machines. Also, the 
Indians have found Nigerians more 
prone to violent resistance and argu- 
ments than most smugglers. 

"We have instructed our men not to 
get into discussions," Singh said. "A Ni- 
gerian will pull every argument to con- 
vince you there has been some mistake. 
Even if heroin is found in his own 
stomach, he'll argue someone must have 
planted it on him." 

Out of 224 foreigners arrested in 1990 
in India for drug offences, 104 were Ni- 
gerians. Add the number arrested for 
passport and visa offences, and India has 
about 900 Nigerians in its jails. The drug 
arrests for 1991 show that Indian agen- 
cies may be having some impact: out of 
69 drug arrests of foreigners in January- 
June, only 20 were Nigerians. Singh said 
this is because the Nigerians were mov- 
ing on to other Asian cities, principally 
Bangkok and Dhaka but also Kuala 
Lumpur and Singapore. 

Thailand allows foreigners to take in 
as much foreign currency as they like so 
long as they declare it. There is no check 


. when they leave on how it has been 


spent. Sources said Nigerian visitors had 


recently been declaring a total of US$43 
million a month, with one visitor alone 
declaring US$21 million over a six- 
month: i dh a 
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Swissair Customer Portrait 87: Franco Maltagliati, manager, Milan, photographed by Ignazio Parravicini. 
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ith the onset of faster eco- 
nomic growth and the arrival 
of foreign investors, Indone- 
| sia is gradually emerging 
1 from a post-feudal into a pre-capitalist pe- 
riod. The strains are showing. 

; Last December, Jakartans were tickled 
^| bya half-page colour advertisement which 
appeared in the Jakarta Post, announcing, as 
required by law, the corporate results of a 
firm called Gadjah Tunggal, which means 
"Single Elephant." The statistics, presented 
in detailed tables giving current assets, li- 
abilities, sales, profits, etc., were quite im- 
pressive except that the statement failed to 
reveal what activity the company was en- 
gaged in. The ivory trade perhaps? In fact, 
there was one clue: the ad agency, Megaar- 
tha Image, which proudly admitted re- 
sponsibility for the puzzle, slipped the 
words "tyre sales" in small print into one 
of the charts. But what really amused the 
Jakartans was a promotional poem which 
graced the ad: 


It began from a single traditional touch 
. With a wholly bunch of simplified 
|| remedy 

Wade acrossed the four swindled dec- 
ades 

Now ... We explore further through- 
out the universe, 

We are neither mighty nor powerful, 
We are only a picture of a real creation 
to the whole nation. 

Here's wishing the company many 
| | more swindled decades, if that's what it 
| Lwants. 


| Indonesia has great hopes that its youthful 
commodities exchange will one day be- 
.come a major force in world trading, even 
setting international prices. Over a story 
reporting such hopes, The Hongkong Stand- 
ard set the headline: 
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which, TEE would not be a to- 
tally new commodity on world markets. 

- The exploitation of infants does not end 
there. Bill Thompson in Taiwan spotted a 
list of Trade Opportunities in The China 
| News, one of which was offered by the 
i Radaill Corp. of feste 
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I hadn't realised Indonesians went in 
for children riding. Parenthetically, The 
China News seems to have a thing about 
creation. When former heavyweight cham- 
pion Larry Holmes was pushing for estab- 
lishment of a boxing commission to clean 
up the sport, the newspaper ran the story 
with the puzzling headline: 


Larry Holmes Plans _ 
To Work For Creation 
Even the Sarinah department store in 


Jakarta is into creation, to judge by this sign 
which Gottfried Roelcke photographed: 


CN AMUSEMENT 





But back to business. Len Steffen re- 
cently received a sales pitch by an Indone- 
sian foreign currency trader which read: 


Dear Sirs, 


We are the foreign currency traders we 
would like to corporate inform of foreign 
currency exchange as: 


1. BN (Bank Note) 

2. TC (Travellers Ceque) 
3. Bank Draft 

4. Etc. 


We receive and sell out with avery 
competitive price. We buy with a higher 
price and sell with a lower price. You 
will be more profitable with us than other 
foreign currency traders in Jakarta. If you 
are interested to corporate with us please 
contact us by letter/fax . .. When you 
decide the transaction is done savely and 
of course depenable. We guarantee you 
the satisfaction. 


Thanks regards, 


PT Indoensia Central Valutamas. 


I am not sure that | would wish to "cor- 
porate" with a firm, however savely and 
depenable their transactions, if their policy 
is to buy with a higher price and sell with 
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Traveller s Tales 


a lower one. _ | m 
Carmen Pattikawa of Jakarta, was tick- 
led by this letterhead: 


Sumber Maju OPTICAL. 
THE HOUSE OF FASHION OPTIC COLLECTION. 
FRAME CLASSIC & DESIGN FRAME EXCLUSIVE 

WE ARE SPECIALIST WOMAN FRAME 


it is all a little ad hoc, when it comes to 
business. When the Asian and the Pacific 
Law Association (APLA) agreed to stand- 
ardise arbitration in the region, the Jakarta 
Post reported (in an article spotted by War- 
ren Cooke) that the APLA had agreed "to 
standardise arbitrary system" in ending 
trade disputes, delegates to a meeting 
agreeing that "the arbitrary system is ap- 
propriate" for the region, so recommend- 
ing "a standardisation of the arbitrary" 
which seems a contradiction in terms, 
however appropriate it might be for the 
region. 


Cloves have always been a controversial 
commodity in Indonesia, where more than 
80,000 tonnes of the spice is consumed 
every year, mostly in the pungent kretek 
cigarettes. Last January, a controversial 
move gave a private consortium, BPPC, a 
monopoly control over the domestic clove 
market, which would enable the firm to 
charge cigarette makers double the price 
paid to the farmers, and pocket the differ- 
ence. 

The World Bank later issued a report 
severely criticising the monopoly, though 
not mentioning that BPPC is headed by 
Hutomo Mandala Putra, otherwise known 
as Tommy, otherwise known as President 
Suharto's youngest son. As the World Bank 
report was prepared in collaboration with 
Indonesian Finance Ministry officials, it 
was a safe assumption that some of the 
ministry's most senior officials were un- 
happy with the monopoly, created just as 
they were in the process of engineering the 
country's economic deregulation. 

The World Bank's finding were re- 
ported by Reuter and published by a 
newspaper in neighbouring Sabah in an 
item spotted by Mark Seltzer, under a very 
Freudian headline: 





A ROOM AT THE TOP 


At The Excelsior Hong Kong, we realise that all work and no play makes 
for a very dull trip. Which is why a room on our Executive Floors 
could just be one of your better business decisions. 


IS PART BUSINESS, 


For starters, there's an exclusive registration desk to whisk you through the formalities of arrival. 
Here our Guest Relations Officers can organise ticket confirmations, a game of tennis in our undercover, 
air conditioned courts or a table at the lively Dickens Bar, or elegant Talk of the Town. 


PART PLEASURE 


In the private Resident's Lounge, you can enjoy complimentary breakfasts, 
afternoon tea and twilight cocktails while gazing over Hong Kong's spectacular harbour 
far below. Truly a room with a view for only a few. 


AND VERY EXCELSIOR. 


Once in your Executive Room, you'll find a casual air of elegance and efficiency. 
Need a personal computer or a confidential document typed? Easily arranged. Each is an integral part 
of The Excelsior. And each is what sets us apart from the rest. 





THE EXCELSIOR 





HONG KONG 


The Excelsior: Causeway Bay, Hong Kong. Tel: 894 8888, Tix: 74550, Fax: 895 6459 
Mandarin Oriental: Bangkok + Hong Kong + Jakarta + Macau * Manila + San Francisco * oy ngo 
Reservations: Hong Kong 881 1288, Singapore 339 0033, Malaysia 800 1020 (toll free), Indonesia 00 800 65 6520 (toll free), 
Thailand 001 800 65 6524 (toll free), your travel agent, "The/eading Hotels of thé*Workd or Utell International 
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Exile is the only escape from the censors 








By Bertil Lintner in Bangkok 


It used to be that Burmese cartoon- 
ists hardly even dared draw living 
people. Prior to the 1988 pro-de- 
mocracy uprising, they confined 
themselves to Disneyesque animal 
fables or historic romances in 
which the characters just happened 
to resemble contemporary military 
and political grandees. 

But three years ago there was a creative 
renaissance in Burma. A bumper crop of 
hard-hitting political cartoonists emerged 
as though from nowhere and came to ex- 
emplify the spirit of that all-too-brief 
"Rangoon Spring." Their efforts got most 
of these artists banned in the crackdown 
that followed. Some were jailed, and a 
lucky few made it into exile, where they 
continue to wield their pens against the 
Burmese junta. 

Meanwhile, back in Rangoon, the state- 
run daily that is now the sole legal news- 
paper publishes more cartoons than ever 
— crudely drawn affairs featuring vitriolic, 
personal attacks on government critics. Yet 
even in these witless propaganda cartoons, 
back-handed swipes at the regime some- 
times get past the censors. 

Such oblique satire is by no 
means endemic to the Burmese 
tradition of cartooning. Only since 
1962, when the military seized 
power, has learning to live with 
the censors been a necessary trait 
of survival, especially for cartoon- 
ists. It had not always been so: 
there was a time when Burma's 
cartoonists had been some of the 
most skilled and outspoken in 
Asia. 

The legendary Shwe Ta Lay, for 
instance, introduced political car- 
toons to Burma in the 1920s when 
the first voices were raised for in- 
dependence from British colonial 
rule. This tradition was pursued 
more vigorously in the 1930s by Ba 
Gyan, whose cartoons comple- 
mented nationalist speeches and 
appeals by the students in Ran- 
goon and other pro-independence 
forces at that time. 

When independence finally 
came in 1948, most Burmese 
newspapers employed profes- 
sional cartoonists who often saw 
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their role as the public's watchdog, armed 
with pen and wit, to ward against corrup- 
tion and abuse of power. But after 1962, 
most Burmese cartoonists — along with the 
rest of Burma's artists — had to heel to 
state control. The watchdogs became doc- 
ile. 

The lid stayed on until 1988, The virtual 
silence of 26 years suddenly erupted in 
hard-hitting, aggressive attacks on a lead- 
ership that everyone seemed to despise. 
Similarities with the pro-independence 
movement of the 1930s were striking. 

At the height of the pro-democracy up- 
rising three years ago, Rangoon alone had 
almost 40 independent newspapers and 
magazines, full of political 
commentaries and biting sat- 
ire. The Artists and Cartoon- 
ists Union of Burma, one of 
many independent and infor- 
mal trade unions that sprung 
up at that time, published its 
own journal, Ahyoung Thit 
(New Colour), which carried 
cartoons ridiculing the ruling 


Ko Ko Maung and 
one of his covers of 
Dawn. 
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CARTOONISTS 


Avoiding the draft 


elite. 

All that came to an abrupt halt when 
the military stepped in to shore up a re- 
gime overwhelmed by popular protests. 

Artists were forced to conform to the 
new order — or to become silent. 

A few were arrested, among them 
Maung Thawka, a leading figure in the 
Writers’ Association who was also a part- 
time cartoonist. He was sentenced to life 
imprisonment and died in June of this year 
after almost two years of maltreatment in 
Rangoon's notorious Insein Jail. 

A fortunate few, however, have man- 
aged to get out of Burma and continue 
their anti-government activities abroad. 
One of the best-known 
of these is the veteran 
Ko Ko Maung, 45. An- 
other is a 38-year-old 
cartoonist who prefers 
to call himself “Mr 
Burma” since his fam- 
ily is still inside the 
country and the au- 
thorities there so far 
have been unable to es- 
tablish his identity. 

While in Burma, Ko 
Ko Maung used to 
draw historical comics 
based on tales of the 
Burmese kings. The 
purpose was mainly 
educational and it 
seemed innocent 
enough. In 1980, he was 
banned for two years 
for drawing a series 
about the last days of 
the Konbaung dynasty, 
which ruled Burma until the Brit- 
ish conquest of the old royal capi- 
tal of Mandalay in 1885. 

"My drawings depicted cor- 
ruption, nepotism and intrigues at 
the court of Mandalay at that 
time,” Ko Ko Maung says with a 
smile. “But somehow the authori- 
ties managed to discover parallels 
with the present situation in 
Burma.” 

From his small room in a de- 
crepit guest house in Bangkok, Ko 
Ko Maung makes a living by 
drawing commercial cartoons for 
various Thai publications. But in 
the wake of the 1988 movement, 
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Salvos from Bangkok: Mr Burma above and right. 


his work became increasingly politicised. 
Now, he delivers covers free of charge for 
Dawn, a fortnightly newsletter published 
by Burmese students who fled to the Thai 
border areas after the September 1988 
takeover. 

His inspiration comes, he says, from the 
realism and sense of detail of Herge and 
other French comic-strip artists, as found 
in Asterix. In 1990, Ko Ko Maung won a 
human rights award from a US 
Mennonites organisation for his wild sat- 
ires and serious drawings. Some critics 
have argued that his drawings are too 
blunt and confrontational. In this, though, 
he simply reflects the anger that he and 
many other Burmese intellectuals felt after 
the bloody events of 1988. 

Mr Burma belongs to a slightly younger 
generation of cartoonists who grew up 
during the rule of general Ne Win and his 
Burma Socialist Programme Party. "I used 
to contribute regularly to 15 different 
magazines in Burma before I left for Thai- 
land last year,” he relates. 

“Fm used to the discreet, 
indirect form of criticism that 
characterised those years.” So 
his cartoons — though hardly 
less critical of the ruling elite 
than Ko Ko Maung’s — are 
somewhat softer, with more 
emphasis on the funnier side 
of developments in Burma. 
His first drawing in exile came 
out in.the Bangkok Post on 30 
May 1990, three days after the 
1990 landslide election victory 
of the opposition National 
League for Democracy (NLD). 

The four-frame strip 
showed a hip-shooting soldier 
boasting “I saved Burma!" — 
while everyone else ducks for 

. cover. Then the soldier, grin- 

- ning diabolically, produces a 

© ballot-box. But, in the final 

frame, he is drowned in NLD 

ballots, while a chorus of 

| voices comes back at him: 
. "We save Burma!" 
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The initial euphoria 
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however, soon turned to 
dismay as it became clear 
that the ruling military 
had no intention of hand- 
ing over the government 
to the winners. As a re- 
sult, Burma's dissident 
cartoonists became mili- 
tant once again. 

At the same time, the 
official Working People's 
Daily the only newspaper 
now legally permitted in- 
side Burma, stepped up 
its campaign against gov- 
ernment critics — and 
dragooned cartoonists into the effort. One 
choice target has been the British Broad- 
casting Corp., because of its popular Bur- 
mese-language service. 

The announcers are usually depicted as 
nasty colonials, wearing pith-helmets and 
occasionally even farting out news to the 
Burmese public. Other cartoon attacks have 
been aimed at discrediting the NLD's char- 
ismatic general secretary, Aung San Suu 
Kyi. Even her children, who are of mixed 
blood since her husband is British, have 
come in for their share of ridicule. 

No self-respecting Burmese cartoonist 
would contribute voluntarily to the Work- 
ing People's Daily's crude propaganda 
campaigns, both Ko Ko Maung and Mr 
Burma assert. The poor technical quality of 
the cartoons in the state-run newspaper 
lends credence to the idea that they are not 
done by professionals. 

But there are also signs that, even in the 
official media, the indirect criticism of the 
pre-1988 days has seeped back once again. 
On 5 October last year, readers of the 
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Working People’s Daily were surprised to see 
a cartoon was republished from the day. 
before i in order “to correct an inadvertent. 
error,” as an accompanying note in the 
newspaper explained. M 

The cartoon showed a ring of screair 
ing usan critics ipio a steadfast sol 














same cartoon, but the soldier had been la- 
belled: “Defecto Government." i 
Only a few thousand subscribers got to 
laugh at that "mistake" before it was dis- 
covered by the authorities — who prompt- | 
ly withdrew the issue from circulation. 
Such pin-pricks aside, however, the op 5 
sition inside Burma has been effectively 
muffled today, and with them the coun- 
try's sharp-witted cartoonists. 
But another four-frame Mr. 
Burma cartoon sums up the | 
way most Burmese, at least 
those in exile, see their pros- ^. 
pects. After the head-on: 
clashes of 1988, the military 
repression of 1989 and the 
thwarted landslide of 1990, 
the frame for 1991 shows a. 
globe, representing the 
world's democratic commu- 
nity, joining hands with th 
Burmese to trap the rulin 
junta. 2 
The cartoon has become 8o 
popular among exiles that- 
is printed on cards in Japar 
and sold to raise funds. Th 
image may seem overly opti 
mistic but, as another Bur 
mese cartoonist says: "It's our 
duty to make people laugh, t 
give them a ray of hope when. 
the reality seems glum and. 
depressing." 
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Air hostess Llamduan. She also helped Thai win the 1990 'Executive Travel' Magazine Award for most efficient cabin staff. 
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Marginal woman, marginal tale 


The Girl From The Coast 
by Pramoedya Ananta Toer. 
Translated by Harry Aveling. 
Select Books, Singapore. 
S$27.90 (LIS$16.25). 


Luckily, Pramoedya 
Ananta Toer has written 
other and better novels than 
this one. For the curious and — 
the devoted, though, The m 3 
Girl From The Coast has its Tgi l 
merits, like the lesser can- ii me HE 
vases of a talented painter. CORE: 
It was first published in 
Pramoedya’s fellow-travel- 
ling heyday, the Sukarno 
years of romantic revolutionaries. Here is 
Pramoedya the revolutionary writer in ac- 
tion: didactic, almost crude, yet hinting at 
his later flair for mixing art and politics 
that is the hallmark of Indonesia's best- 
known writer. 

It is the tale of a lovely but lowly girl, 
the daughter of hardscrabble fisher-folk, 
who is snatched up by a local nobleman, 
or Bendoro, to be his concubine. She is, of 
course, never given a name, for she repre- 
sents the oppressed masses in this parable 
set in the time of the Dutch. She "trembles 
at first, terrified by the town so far from 
the sea, by the Bendoro's mansion with its 
tall, white pillars and by the Bendoro who 
comes to her at night." 

Slowly, enlightenment dawns, for this 
is a novel with a purpose. "After two years 
in that mansion,” the girl says at last, “I 
know that people like myself only have 
poverty, fear and degradation. City people 
make sure of that . . . That isn't right. It is 
dishonest. But look at me. I am a human 
being." 

This discovery, however, does not set 
the girl free. For as her wise servant tells 
her: “The kings, the lords and the regents 
have sold this sacred land to the Dutch. 
The fight against the kings, the lords and 
the regents has only just begun. It will take 
more than one generation . . . But we 
must start now." 

In the end, the girl makes her start: she 
names the enemy. After she bears a child, 
a daughter, the Bendoro casts her out of 
the mansion but he keeps the child. "My 
child. She'll live in a mansion. She'll give 
orders. No! Not my child! I hate nobles. 
Their brick-walled mansions are hell. Hell." 
The girl, anguished and much wiser, has 
survived. 

Given all this, it is not surprising that 
The Girl From The Coast first appeared as a 
weekly serial between 1962 and 1965 in a 
popular pro-communist Jakarta literary 
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journal. Pramoedya was its 
editor and, back then, a true 
believer in writing as a 
means of emancipation. 
Those revolutionary dreams 
ended with the 1965 failed 
coup. 

The book captures 
Pramoedya's perennial 
theme of the birth of the In- 
donesian personality, but it 
pales beside his other work, 
especially his quartet of his- 
torical novels written on 
Buru during his 10 years 
detention there. For in those 
novels there are memorable 
characters with names who do not simply 
conform to some cultural commissar's for- 
mula for uplifting literature. 


m Margaret Scott 





Sink or soar 


Industrial Dislocation: The Case of Global 
Shipbuilding by Daniel Todd. Routledge, 
London. £45 (LIS$75). 

Flying off Course: The Economics of 
International Airlines, second edition 

by Rigas Doganis. Harper Collins Academic, 
London. £13. 95 ( US$23 90). 


It is tempting to view these books, both 
written by academics, as archetypes of the 
industry each describes. Shipbuilding, like 
shipping in general, has developed largely 
unregulated and hence somewhat confus- 
ingly, with arcane terminology and prac- 
tices acting as barriers to understanding by 
outsiders. Conversely, civil aviation has 
historically been tightly controlled until re- 
cent years, with categories 
of operations still relatively 
easily applied and analysed. 

Such a view, however, is 
somewhat unfair to Daniel 
Todd, though it has to be 
said that his leaden style of 
writing — though not quite 
“econospeak” — encum- 
bers the reader with much 
unnecessary ballast. The 
overtly exciting contents 
page raises hopes that are 
only fulfilled if the reader 
makes the most arduous 
mental exertion, and the in- 
troductory blurb contains, 
among other linguistic 
oddities, the tautology 
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“outlook for the future.” 

Also, it is hardly cheering when, having 
slogged through what seem to be intelli- 
gent if convoluted observations on the 
history of shipbuilding, one finds that the 
summaries of the discussions at the end of 
each chapter are written in a style as im- 
penetrable as all that came before. 

Both industries are subject to boom- 
and-bust cycles and are regarded variously 
as dinosaurs or engines of economic 
growth, depending upon perspective. 
Hence both can consume or generate large 
amounts of cash, political effort, and cor- 
porate as well as personal emotions. And 
thus they are both worthy of cogent 
analysis. 

Todd, a professor of geography at the 
University of Manitoba, presents a con- 
ventional view of industrial life-cycles at 
different stages in their development: 
Western shipbuilding is approaching se- 
nescence, while East Asian yards are puls- 
ing with adolescent energy. 

The Japanese shipbuilding industry ex- 
hibits both stages, Todd argues, having 
blazed the trail for South Korea in par- 
ticular, while in more recent years it has 
faced tougher competition for market share 
from Korea and other East Asian entrants. 

Todd looks at efforts by shipyards in 
Europe, the US, the Subcontinent and East 
Asia to break out of the conventional 
business cycle through diversification and 
military contracts, and concludes that both 
options contain their own unavoidable 
traps. Diversification renders a yard liable 
to closure to realise the value of its land 
when hard times hit the demand for ships, 
while military business can be fickle in the 
extreme, putting yards at the mercy of 
politico-military whims. 

However, when a yard enjoys the pro- 
tection conferred by a conglomerate, as is 
often the case in Asia, the result has been 
enormous strength through the synergy 
that associated companies in shipping, 
banking and trading can generate. 

Except for predicting that Asia is likely 
to do better than Europe or the US, Todd's 





Korean shipyard, Japanese style. 
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AIRBUS INDUSTRIE ACHIEVED THIS 20 YEARS AGO. 


in 1970 Airbus Industrie was formed by a 
partnership of European aerospace companies, the first 
cooperation of its kind. 

Now, after only 20 years, Airbus Industrie has 
become the 2nd most successful civil aircraft 
manufacturer in the world, with some 33,000 people 


working on the Airbus programme at the partner 
companies, 
This is a perfect example of what true European 
cooperation can achieve even before 1992 has started. 
That's why, in civil aviation, we're Number 2 
and leading. 
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navigation of the future is foggy. He says 
that Japan must look to technology to im- 
prove production processes as a means of 
beating competition from neighbouring 
yards. Well, perhaps. But despite its de- 
fects, Todd’s work is worth reading as a 
comprehensive history of a troubled in- 
dustry. 

Rigas Doganis’ treatment of the airline 
industry, while only a second edition (the 
first was published in 1985), contains 
enough new material to constitute a sepa- 
rate book on the subject. Much of this 
chronicles how Asian airlines have entered 
a dizzying upward spiral while the for- 
tunes of their older, generally larger coun- 
terparts in Europe and the US have been 
declining rapidly. 

Doganis is a professor at Britain’s Col- 
lege of Aeronautics, and has been a con- 
sultant to various airlines and govern- 
ments. His book is well-organised, clearly 
written and easily read even by those with 
only a passing interest in civil aviation. Its 
various sections deal with virtually every 
economic aspect of running an airline, 
treating them in a common-sense manner 
without resorting to industry jargon. 

Doganis argues that airlines must learn 
to conserve resources. While controlling 
supply, they have virtually no control over 
demand, meaning that almost invariably 
large numbers of new aircraft ordered in 
good times arrive during bad times. With 
liberalisation, the business environment 
becomes less stable, and matching supply 
with demand becomes even more difficult. 

His explanation of yield-management 
— matching supplies of seats at various 
prices with people willing to pay those 
prices — is the clearest this reviewer has 
seen. His prescription that airlines must 
find ways to cut costs via automation in 
sales and other areas, as well as raise load 
factors, is conventional wisdom, but it is 
difficult to arrive at any other conclusion. 

= Michael Westlake 





Women of class 


Marriage and Inequality in Chinese Society 
edited by Rubie S. Watson and Patricia 
Buckley Ebrey. University of California 
Press, Berkeley. LI5$43. 95. 


The marriage of anthropology and 
sinology has proved a happy and fruitful 
union in recent years. Chinese historical 
sources abound with detail on kinship and 
the family, and are wonderfully fertile 
ground for testing anthropological theories. 
Once an alliance across academic disci- 
plines has been forged, it can generate the 
kind of stimulating and innovative work 
of which this collection of essays is an ex- 
cellent example. 
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Separate, but equal? 





The inequality referred to in the title is 
not just that between the sexes that is in- 
herent in traditional Chinese marriage 
practices. The authors examine many kinds 
of inequality: inequality between social 
groups, for example, and how marriages 
can perpetuate or modify this inequality 
— some elites marry only their own kind, 
and some use marriage to link up with 
other groups and thus transfer wealth and 
power across a wider social spectrum. 

There is the inequality between women, 
the status differences between wives and 
concubines or between empresses and 
other members of an imperial harem. And 
there are other, less obvious forms of in- 
equality. One of the essays on the early 
history of the People's Republic, for exam- 
ple, looks at the question of inequality be- 
tween rural communities and how this af- 
fected marriage. Although collectivisation 
ironed out the differences in wealth among 
households in the same community, differ- 
ences in the income of villages, communes 
or entire regions became more marked. 
Curbs on migration left marriage as one of 
the few ways for an individual to move 
into a richer community, and since resi- 
dence is traditionally with the husband's 
family, a good address could be a potential 
groom’s best asset. 

The book covers a vast historical span. 
The first chapter looks at marriage among 
the ruling elite of the Spring and Autumn 
period (770-453 BC) while the final chap- 
ters deal with changes in the marriage and 
inheritance laws in the 1980s. Inevitably, 
the further back in time, the more the re- 
search is restricted to marriage among the 
upper classes, in particular the imperial 
clan. The rules and rituals of such mar- 
riages were, after all, what the scribes re- 
corded for posterity. 

Jennifer Holmgren shows just how 
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much can be gleaned from 
this kind of record in her es- 
say on imperial marriage 
from the Han to the Ming. 
Her findings have much to 
say about the changing na- 
ture of political power in 
imperial China, the way rul- 
ing houses retained or lost 
that power, and the question 
of the differences between 
Han and non-Han regimes. 

Most of the authors enter 
the continuing anthropo- 
logical debate on what a 
dowry is: a kind of pre- 
mortem inheritance? Or a 
way of disinheriting daugh- 
ters? Pivotal to this debate is 
the degree of control that a 
woman retains over her 
dowry once she moves into 
her husband's household. In 
her concluding essay, Rubie 
Watson argues that from 
Ming times on, Chinese women lost that 
vital control and effectively became trus- 
tees of the dowry on behalf of their chil- 
dren. If a woman was divorced or remar- 
ried as a widow, she lost both her dowry 
and her children. 

To the Cantonese village women that 
Watson interviewed in the New Territories 
in Hongkong, however, a dowry, albeit 
small, served a crucial symbolic function. 
It distinguished wives from concubines or 
prostitutes that were effectively bought 
and sold. A fine line often divides mar- 
riage from purchase (hence the old femi- 
nist slogan that marriage is prostitution), 
and societies often need to invent rituals to 
disguise the similarities. Many of the es- 
says examine these rituals, looking at the 
way that women enter households and 
how this determines their status, be they 
princesses joining a royal harem or maid- 
servants sold into bondage. 

In her essay on prostitution in Shanghai 
in the early 20th century, Gail Hershatter 
shows that there was a complex hierarchy 
even among "bought" women. A vast dis- 
parity existed between the high-class sing- 
song girls of the storytelling houses and 
the women who serviced client after client 
in the squalor of the "salt-pork" shops or 
"nail sheds." 

The essays here originated as papers 
presented at a conference on marriage and 
equality in China held in the US in 1988. 
Rather than take the easy way out and 
publish the papers as they were presented 
at the conference, the editors admirably 
encouraged the writers to comment on 
each other's offerings in their own chap- 
ters. This cross-fertilisation gives the book 
a commendable continuity and cohesion, 
as well as a sense of collaboration that one 
expects from meetings of academic minds. 
m Theresa Munford 
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€ 786 pages 
© Completely updated 
. * Lists foreign companies, 

joint ventures, government 
and business contacts 

€ Bilingual listings in English 
and Chinese 

€ Categorized by major 
industry groups 


© Indexed for easy use 


Doing business successfully in China means getting 
down to basics. 

China is growing and changing so quickly that its 
telecommunications system has a tough time keeping 
up. And that can leave you with an even tougher time 
trying to keep on top of changes in government and 
business communication contacts. 

That's why the publishers of the Far Eastern Eco- 
nomic Review, Asia's most respected news magazine, 
publishes China's two most reliable communications 


has moved... 





CHINA 
TELEX & FAX 
DIRECTORY 
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€ 313 pages 
€ The only telex and fax 
directory available for China . 
€ Alphabetical listings of. 
companies and organisations 
€ Geographical listings of 
companies 


€ Cross reference by telex. 
number 


® Alphabetical listings of telex 
answerbacks 
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directories. The China Phone Book & Business 
Directory and the China Telex & Fax Directory are 


the most comprehensive, up-to-date listings of addresses, v 


phone, telex and fax numbers available anywhere. 


They, more than any other source, will help you to. (S 


keep your China business moving rather than wonder- __ 
ing where your partners have moved. Also, they will _ 
help you to locate associates for your new business. ue 1 

Order today and begin profiting from these valuable 
marketing tools immediately. 


ORDER TODAY, GET BOTH BOOKS & SAVE 1070. 
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PROJECTS 


Taipeis huge subway network makes slow progress 


Not-so-rapid transit 





By Michael Westlake in Taipei 


ureaucratic delays, shortages of 

materials and squabbles about ar- 

eas of responsibility are expected 

to force Taiwan's central govern- 
ment to take over all future planning and 
design for Taipei's mass rapid-transit sys- 
tem (MRTS), currently under construction. 
At an estimated cost of US$16 billion, the 
project is as large as Hongkong's contro- 
versial port and airport development 
scheme. 

The MRTS' first phase, comprising four 
underground train lines and one elevated 
line, is the responsibility of the Department 
of Rapid Transit Systems (Dorts), which 
was set up in 1986 as a department of the 
Taipei Municipal Government. But some 
parts of the scheme are up to 18 months 
behind schedule and legislators last year 
began calling for the Ministry of Commu- 
nications, a central-government body, to 
take the system out of the hands of the city 
administrators. 

They look like getting their way. Dorts 
deputy director-general Paul Lai told the 
REVIEW that his department will be moved 
to the Ministry of Communications, prob- 
ably next year at the latest. This, he said, 
would stop arguments about priorities. 

But problems are unlikely to end with a 
shift in responsibility for the project. Tai- 
wan — not just Taipei — has had little 
experience until now in executing schemes 
of this size. And the difficulties of manag- 
ing large construction programmes may 
intensify as Taiwan embarks on its plan to 
spend US$300 billion on infrastructure in 
1991-96. 

According to foreign and local observ- 
ers, the problems encountered with the 
rapid-transit system have involved both 
the form and the substance of the project. 
But despite these obstacles, nobody is con- 
templating major cut-backs in the scheme. 
There is general agreement that the Taipei 
MRTS is essential if the city is to prevent its 
heavily congested roads from jamming up 
completely some time in the future. 

As might be expected with such a big 
project, the MRTS has had a chequered his- 
tory. As far back as 1972, the city govern- 
ment considered shifting some urban train 
services to underground lines, but opted to 
build a series of elevated expressways in- 
stead. Growing traffic congestion, how- 
ever, prompted the Ministry of Commu- 
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Station under construction: slow and costly. 


nications to make a formal recommen- 
dation in 1977 to build an MRTS, but in the 
end decided to improve existing surface 
train services, while seeking international 
advice about a possible rapid-transit sys- 
tem. 

For several years, various consultants' 
reports were shuffled between the city and 
central governments. And by 1985, the 
central and city governments had pro- 
duced two separate plans for an MRTS, 
which then had to be integrated. 

A team of British consultants hired in 
1981 was superseded four years later by a 
grouping of three US companies, which 
gained approval for an interim network 


A question 
of cost 


The difficulties encountered in building 





Taipei's mass-transit network do not in- 
spire confidence in the bureaucrats' abil- 
ity to manage the other 778 projects pro- 
posed in Taiwan's six-year plan. These 
include a high-speed rail link between 
Taipei and Kaohsiung in the south of 
Taiwan, seven highways, and mass- 
transit schemes in four other cities. The 
US$14 billion high-speed rail link is the 
only project which approaches the MRTS 
in cost 


The deputy director-general of the 
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composed of two of the ministry's pro- 
posed "heavy rail" lines and the city gov- 
ernment's "light rail" elevated-train line. 

Construction of the elevated line be- 
tween Mucha in the southeastern suburbs 
and the domestic airport at Sungshan fi- 
nally began in 1987, while work on the 
heavy-rail lines started the following year. 
Taipei's growing traffic problems were 
underscoring the urgency of the situation: 
the number of vehicles using the city's 
streets had almost quadrupled to 935,000 
between 1974 and 1988. 

With the formal establishment of Dorts 
in February 1987, yet another set of con- 
sultants was chosen to oversee the project 
— again a US trio, comprising Parsons 
Brinkerhoff International, Kaiser Engineers 
International and Bechtel International. 
Design of the system was expanded, and 
the approved system now comprises five 
lines totalling 88 km. A series of extensions 
and additions totalling about 50 km is still 
under discussion. 

Lai said more than 80 contracts — about 
40% of the total — have been awarded so 
far, involving companies from the US, Eu- 
rope, Japan, South Korea, Singapore and 
Hongkong. But a series of rebidding exer- 
cises has taken place within the process of 
awarding contracts. Foreign observers 
claim that this is because local officials do 
not fully understand what is involved in 
such a large project. 

Criticisms have come thick and fast. 


Department of Rapid-Transit Systems, 
Paul Lai, said that the MRTS' capital cost is 


to be met entirely by the different tiers of 





government. The central ment is 
providing 50%, with two thirds of the rest 
coming from Taipei’s municipal adminis- 
tration and the remainder from the Tai- 
wan Provincial Government. 


The scale of the six-year-plan's costs 
has led to arguments about how to fi- 


—- 


nance such a massive undertaking with- - 
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Conicon dye not been — on 
time because of bureaucratic pro- 
cesses involving the city government 
and Official auditors. There is said to 
à shortage of labour and of con- 
struction materials: structural steel 
has had to be imported. Some for- 
eigners say there are too many dif- 
ferent suppliers of equipment, mak- 
ing it difficult to use the pieces to- 
gether. 

At the outset, some of the delays 
were caused when the authorities 
attempted to buy the land where the 
railway lines were to be built. Inge- 
nuity was put to work. Those who 
resisted selling their land — due to 
the familiar syndrome of “not in my 
backyard" — appear to have backed 
down. Officials came up with the 
idea of joint development, under 
which landowners could retain the 
title to the land required for the MRTS 
and could share in development 
profits, instead of having their land 
subjected to compulsory purchase. 

But the early delays led to the re- 
routing of parts of the network, and 





i However the delays mean th ere | 

is almost no likelihood that builders 
will be able to catch up with their - 
ns schedule. One pni to do E 


Taipel’s mass rapid transit 













ue Lines already 


-- Proposed. 
extension.. 
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Mucha line, a 24- 
signed and being bui 
France. The viaduct structu 
railway is already a pron mi 
ture in eastern Taipei. ooo 
Matra's medium-capacity t train 
(MCT) is a development of system 
already installed in France. Auto- 
matic, driverless trains on rubber = . 
wheels will carry as many as 10,000. 
people an hour using four-cartrains |. 


















there have been complaints that payments 
for the necessary engineering changes have 
been slow. One foreigner said that, fol- 
lowing a series of such bureaucratic delays, 
Dorts threatened to withhold any further 
payments unless work progressed faster. 
The obvious counter-threat — of stopping 
work until payments were received — did 
not need to be uttered, he said, because the 
situation was resolved by negotiation. 

Lai said that the delays in the plan were 
no different from those encountered else- 
where, and that there had been some prob- 
lems in finding adequately qualified con- 
tractors. He admitted that they were still 
learning how to draw up contracts of an 
acceptable international standard. He 
added that some rebidding had been ne- 


cessitated at one stage by the deliberate 
exclusion of contractors' claims clauses by 
auditors. 

Claims clauses are designed to protect 
contractors against delays or extra expense 
caused by incorrect advice from the client. 
Such advice could lead to, say, a tunnel 
uncovering utility lines at a place that was 
supposed to be free of such obstructions, 
leading to extra work to move the lines or 
to redesign the tunnel. 

Lai said the clauses were excluded in a 
misguided attempt to limit the city gov- 
ernment's exposure to potential claims. 
Foreigners said the move had led to some 
contractors walking away from the negoti- 
ating table. Eventually the clauses were 
reinstated. 


(rising to 30,000 an hour in six cars a few: 


years later). 


The MCT was meant to start operating T 


at the end of this year, but land-acquisition 
problems led to delays in awarding ten- 
ders and construction difficulties have set 
it back further. Local officials, who have 
been trying to hurry things along, now 
hope it will open in late 1992. 

The next leg of the project is to be the 
Tamshui heavy-rail line from north of the 
city to Taipei's redeveloped main railway 
station, which will incorporate a large 
shopping and commercial complex. This is 
now expected to open for business in late 
1994, a delay of about 18 months, and will 
join up with the Hsintien line, which ex- 
tends the Tamshui line through to the — 
south of the city. This is expected to open - 
in mid-1995, D 


out overburdening Taiwan's economy. 
The misgivings have spread to bureau- 
«rats involved with the MRTS, leading to 
misguided attempts to save money on 
contracts. This, in turn, has led to a feeling 

among some officials that inclusion of the 
MRIS in the giant plan was a psychologi- 


cal error. 


There have been wide differences of 
opinion about how much of a burden the 
six-year plan is likely to be. Minister of 
Finance Wang Chien-shien expressed 
concern that costs might follow the pat- 
tern set by the government's earlier 
grouping of 10 major construction 
projects, for which outlays overran esti- 


mates by 40%, 


. But Shirley Kuo, chairman of the 
government's economic think-tank, the 
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The third line will run from Nankang ` 
to the city centre and is set to open in late 
1995. This will join up with the line from 
the city to Panchiao, which is due to open 
in mid-1998. The next step is a branch line 
from the Hsintien line to Chungho, to open 
in late 1999. The fifth and last part of the 
system approved so far is a maintenance . 
line between the Hsintien and Panchiao | 
lines in the city centre. All told, the 54-km 
heavy-rail network is intended to carry up — 
to 50,000 passengers an hour each way in | 
six-car trains, using a total of 56 stations... 

So much for the rail network, but will it 
relieve pressure on Taipei's roads? With | 
Taipei's 2.7 million population expected - 
almost to double by 2001, the answer is - 
probably no. But everybody seems to feel. 


Council for Economic Planning and De- 
velopment, and herself a former finance 
minister, was more optimistic. She said 
only 43.9% of the US$300 billion total 
would have to be found in addition to 
funds already budgeted. Offsetting this 
against previous budget surpluses would 
cut the shortfall to about US$40.5 billion, 
requiring bond issues of US$6 billion a 
year to complete the funding. 

Kuo's agency is standing firm on the 
US$300 billion price-tag in the face of ar- 
guments that it could rise by as much as 
6095 because of interest payments on 
bonds, as well as cost overruns. Some 
officials are reported to be seeking to 
stretch out the plan for up to 12 years 
rather than six to spread the financial 


load. m Michael Westlake that the rapid-transit system is essential to — 
prevent road congestion from becoming . 
even worse. " 
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ORE Quang says the turbines will be in opera- 
tion in 1994. 


‘Southern Vietnam struggles with power shortage: 


| rope] in the dark 


he lights are back on in Ho Chi 
Minh City after rain again filled the 
reservoir that supplies the Soviet- 
built Tri An hydroelectric station northeast 
of the city. Before the monsoon rains re- 
sumed in fuly, large parts of Vietnam's 
economic capital each week suffered up to 
four days of power brown-outs, threaten- 
ing the output of local industry and 
alarming newly arrived foreign investors. 
One Vietnamese economist said indus- 
_ trial output in the city had fallen 30% be- 
|... tween April and June as a result of electric- 
ity shortages. But a local banker put the 
figure at 1076, arguing that many factories 
_» had reduced their production due to the 
< country's economic recession and compe- 
tition from imports. 
= Many officials and businessmen in Ho 
- Chi Minh City blame the brown-outs on 
what they say are the poor design and lo- 
cation of the 400-MW Tri An dam, com- 
pleted in 1989 with about US$100 million 
-in soft loans from the Soviet Union. Ac- 
|. -cording to these critics, Soviet and Viet- 
|. namese engineers failed during their fea- 
. sibility studies to realise that the water 
_ levels of the Dong Nai river during the dry 
| season would be too low to power the 
-. plant's four generators. 
These charges are rejected by Power 
_ Company No. 2, which is responsible for 
s the production and distribution of elec- 
-tricity in the country’s 15 southern prov- 
inces and Ho Chi Minh City. Trinh Phi 
Anh, deputy director in charge of technol- 
ogy at Tri An, insists he and his colleagues 
were aware of the problem, but proceeded 
with construction because of chronic elec- 
tricity shortages. The hydroelectric station 
increased capacity for the south by 40%. 
"Tri An helped us overcome a difficult 
period," says Ngo Duc Quang, Power 
ompany No. 2's assistant director for ex- 
ernal economic relations. ^Because of the 
rgency of the situation, we had to build 
Ti An on the river's last cascade. As a re- 
ult, its efficiency could not be maximised." 
` Officials argue that the main reason for 
he south's power shortage is sharply ris- 
ng demand. Since the communists de- 
feated the US-backed southern government 
in 1975, consumption has soared, for sev- 
eral reasons: industrial enterprises were 
Opened to make up for the abrupt loss of 
US-financed commodity imports; a pro- 
gramme was implemented for the rapid 
electrification of the countryside (though 
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rarely for household use); and, latterly, the 
free-market reforms of 1986 have expanded 
the industrial base. 

To try to keep pace with projected de- 
mand, Power Company No. 2 has signed à 
contract with a French firm to buy two new 
gas turbine boilers to drive two 100-MW 
steam generators at the Thu Duc thermal 
plant, which serves Ho Chi Minh City. 
Output at the plant has been falling be- 
cause of the difficulty in obtaining spare 





parts asa result of: het s trade embargo. 





The utility has also agreed with the 
Ukrainian republic that it will buy US$40 
million worth of equipment for the con- 
struction of a 150-MW power station on 
the Song Be river, 180 km northwest of Ho 
Chi Minh City. Construction is scheduled 
to begin in November. 

To reduce power losses — which aver- 
aged around 3096 in 1975 — the utility 
company has begun modernising the 
south's antiquated distribution grid. It has 
installed high-voltage lines to reduce wast- 
age from overheating and has begun in- 
stalling more meters to limit theft. Quang 
says these measures have reduced losses 
to 20% of output. 

Do Van Canh, a senior programme of- 
ficer for Power Company No. 2, says there 
are plans to link the south's distribution 
grid with that of the north, which enjoys a 
power surplus from the Soviet-built Hoa 
Binh dam, west of Hanoi. But Canh adds 
that the company lacks the funds to install 
the high-voltage trench line needed to di- 
vert the electricity to the south. 

Power Company No. 2's shortage of in- 
vestment capital is partly due to the uneco- 
nomic rate it is compelled to charge for 
electricity, which until a year ago was sub- 
sidised by the government. Consumers pay 
only Dong 230 (about 2.4 US cents) per 
kWh, against production costs of about 
Dong 500, Quang says. n 








AVIATION 


Canada breaks agreement with Singapore 


Freedom to withdraw 


By Michael Westlake i in Hongkong 


n a move which has outraged Singa- 

pore Airlines (SIA), the Canadian Gov- 

ernment has given a year's notice of 
termination of its air-services agreement 
(ASA) with Singapore only two months af- 
ter SIA opened a route to Toronto. 

The Canadian move is intended to pro- 
tect the trans-Atlantic traffic of financially 
strapped national carrier Air Canada, 
which in January stopped its four flights a 
week between Toronto and Singapore af- 
ter six years of operating via London and 
Bombay. 

A statement from Canadian officials 
said: "The current situation is detrimental 
to Canadian carriers." The year following 
notice of termination, made on 16 August, 
"will give an opportunity for the renego- 
tiation of a more equitable agreement." The 
first talks on a new deal are due on 10 Sep- 
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tember. 

Such a tactic is well known as a means 
of forcing bilateral renegotiations when 
airlines from the treaty partners receive 
unequal treatment in the agreement. Such 
inequalities can arise over time as views 
change about the importance of access to 
various routes and are part of the nature of 
the "horse-trading" which characterises 
ASA talks. 

But it is virtually unheard of for a gov- 
ernment to renege on an agreement which, 
as in this case, offers both sides equal op- 
portunities and which is unrestricted in 
terms of pick-up rights at specifically 
named intermediate stops. 

The situation is complicated by Canada 
having two airlines, both of which are un- 
derstood to be seeking partnerships with 
US carriers because of their own poor 
business, particularly during and since the 
Gulf War. Flights between Canada and 
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g Never Have There 
So Many Reasons To Choose A Citation. 


The sensible Citation business jets. 
From Cessna. 

When it comes to choosing a business jet, 
companies worldwide have made Cessna 
Citations the overwhelming choice. 

Nearly 1,800 Citations have been delivered, 
making them the best-selling business jets of all 
time. Last year alone, more than one out of 
every two light and medium business jets 
delivered was a Citation — representing an 
amazing 60% of the world market. 

The reasons are simple: 

Citations cost less to own and operate than 

_ any other aircraft in their respective categories. 
"They offer outstanding performance. Excep- 
tional passenger comfort. An unparalleled 

_ safety record. Backed by the largest dedicated 

- support organization in the business jet industry. 

. And now there are even more reasons to 

-choose a Citation. Because now there are six 
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It is the most extensive line of business jets in 
the world. Offering enough choices to meet 
every imaginable corporate mission. 
CitationJet. The first new-generation business 
jet to use a highly efficient laminar-flow wing 
and advanced turbofan engines. 


Citation II. The best-selling business jet of all 
time, guaranteed to cost less to operate than the 
leading turboprop, or any other business jet. 


Citation V. A truly spectacular combination 
of speed, overall operating performance and 
passenger comfort. Spacious, versatile, reliable, 
and economical, it is perhaps the best value 
ever offered in a business jet. 

Citation VI. Priced substantially lower than all 
other midsize business jets, with stand-up com- 
fort and performance characteristic of midsized 
Citations. And Citation III, Cessna's original 
midsize, continues to offer the most advanced 
technology available. 


Citation VIL. Takes the midsize jettoanew. 
level — with outstanding high-altitude andhot- ———— 
day performance, coupled with the highest 

level of passenger comfort and elegance. 

Citation X ("Ten"). At speeds up to Mach .9 

(594 mph), it is the fastest business jet in the 

world. Yet unlike other high-speed aircraft, 

the X also delivers extraordinary range and 

fuel efficiency. 

For information on specific Citation models, — 
write to Gordon C. Vieth; Cessna Aircraft Co; =o 
PO. Box 7706; Wichita, KS 67277 USA, n 
Tel: 316-941-6056. Fax: 316-941-6640, — 

Telex: 6875048. : 


The Sensible 
Citations e» 











Singapore were started by Air Canada 
from Toronto via London and Bombay in 
1985, based on an ASA signed in 1984. 

- . SIA gave a year's notice of scrapping the 

. ASA in 1986 because of restrictions which 

prevented it from starting its own services. 

- The 1984 ASA had specified intermediate 

. points for which siA had hoped to obtain 

_ traffic rights, but in the event it was unable 

to negotiate them with the third countries 

involved. 

. The ASA was renegotiated in 1987, and 
SIA began a twice-weekly trans-Pacific 
service to Vancouver via Seoul in 1988. 
Freedom to take traffic to or from mid- 
points — so-called fifth-freedom traffic — 
was included in the 1984 agreement, be- 
cause it was recognised that the end-to-end 

_ >. traffic would not make Singapore-Canada 
-routes financially viable. 

. But the 1984 limit for this traffic of 60% 
of the total was dropped in the 1987 

| agreement, allowing for more fifth-free- 
dom passengers in the light of Air Cana- 
da's experience. Air Canada's Toronto- 
Singapore service was underpinned by 

|. revenue from the London-Singapore and 

_.. Bombay-Singapore sectors, as well as by 

-= the Toronto-London sector. 

x By mid-1991, SIA had the necessary 
.. permits and resources, and opened its own 

.. route three times a week between Singa- 

: pore and Toronto, via Vienna and Am- 

sterdam — competing directly with Air 
Canada on the Vienna-Toronto portion. 

e But by this time, Air Canada had 
moved onto the defensive, stopping its 

|. own flights to Singapore and trying to 

| ward off SIA's intrusion into the Europe- 

Canada market — something they had 
=o known was coming since 1987. 

Ironically, the very fact that SIA entered 
> the trans-Atlantic market to Canada at all 
«was the result of Canadian protectionism: 

. under the 1987 ASA, it is SLA’s only permit- 
ted means of access to Toronto. 

^. In the run-up to the present situation, 

_. Air Canada wanted to prevent sia from 

- "carrying Europe-Canada traffic for two 

= years. SIA responded that a Singapore-To- 

. onto service was not viable "at least ini- 

tially” without such traffic, as Air Canada's 

own experience had shown. 

.. SIA did offer a number of compromises, 

.among which were joint services with Air 

“Canada to serve Toronto and Vancouver 

from Singapore. It also offered to withdraw 

-from the Vienna-Toronto sector by April 

next year, but to keep Amsterdam — not 

served by Air Canada anyway — on the 

‘route. The offers were rejected. 

... Whether or not SIA was wise to start its 

'oronto service in the light of potential ASA 

“problems is a moot point. But some ana- 

 lysts are wondering why Air Canada's re- 

cent withdrawal from the route, of its own 
free will, should preclude others from en- 
< tering the field, particularly when their 

-. Tight to do so is enshrined ina treaty. m 
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Hongkong's economic managers are hiding behind an orthodoxy that there is 
nothing that can be done about the territory's persistent double-digit inflation. 
Anyway, they say, it is nothing much to worry about. This diagnosis is not only 
alarmingly complacent, but it is also based on an unfow Qe 





nded assumption. 


The premise is that since the Hongkong currency is pegged to the US dollar, . 
interest rates between the two economies must eventually converge, as must the 
price of tradable goods and services. Hongkong’s inflation, according to the ortho- 
doxy, will prove to be the temporary result of one part of the economy (in this case, ^ 
southern China) chalking up unusual productivity gains. The blithe syllogism is 
that inflationary pressures will ease when the economy has adjusted to the new 
conditions. 

In reality, Hongkong has the old-fashioned type of inflation caused by mon- 
etary excess, rather than that caused by structural changes in the economy. The 
first clue is that the price of every kind of Hongkong asset, from residential hous- 
ing to taxi licences, has shot up far faster than the cost of consumer goods. The 
second clue is that manufacturing earnings rose at about 18% during the year to 
May, while increases in the service industry were nearer 8%. The reverse would be 
true if the “structural inflation” theory held good. 

Hongkong’s manufacturers, who compete in the world market, should be un- 
» der the greatest pressure to keep 
a Oe tS wages down. As there is no evidence 
z aa oo that high wages are being paid for 
out of productivity gains, all the 
signs suggest that the manufacturing 
sector is subsidising its Hongkong 
labour force. |... | 

This subsidy could be paid for 
out of the money coming from 
China-based production. Equally, it 
could come out of the fruits of asset 
inflation, which is likely to benefit | 
manufacturers more than the service 
industries. Put simply, the 25-year- 
old textile firm is more likely to own 
its premises than the merchant bank 
which arrived in the territory five 
years ago. In this case, asset inflation 
is supporting wage inflation, rather than the other way round. 

The roots of asset inflation lie in the influx of Hongkong dollars into the bank- 
ing system from overseas, with a balance currently above HK$60 billion. At present, 
lending to the property sector accounts for a record 37% of banks’ loan books. The 
problem is that since the Hongkong dollar loan-to-deposit ratio stands at 130%, 
nearly a third of these mortgages are effectively financed through the interbank 
market. | 

This not only fuels asset inflation but also introduces an element of uncontrolla- 
ble fragility. Were the banks unable to fund themselves so liberally through the 
interbank market, the loan-to-deposit ratio would fall to around 100%. Property 
lending would then rise to some 47% of the total portfolio. And, of course, under 
these circumstances no new property loans would be made. The result would be a 
spiral of collapsing property prices. 

Since inflation is the result of the banking system being awash with Hongkong 
dollars, the answer lies in systematically draining them off. The government could 
do so by starting to issue in stages a large amount of Hongkong dollar bonds, and 
then investing the proceeds in US Treasuries, outside the territory's banking system. 

It is not a particularly fair solution, but it would probably work, and would 
have the side effect of building the government's assets. As it is, the present passi- 
vity of the authorities resembles not so much "positive non-intervention" as blind 
neglect. duri a Michael Taylor 
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SOURCE KNITWEAR FROM 
CHINA'S LARGEST 
SUPPLIER 





BUSINESS SCOPE: 

* ALL KINDS OF KNITWEARS MADE 
OF WOOL, COTTON, RAMIE, 
SYNTHETIC & BLENDED FIBRES. 

* SOCKS, GLOVES, SCARFS, ETC. 

* WORSTED KNITTING YARN, 
HAND KNITTING YARN & 
VARIOUS KINDS OF XE al 
KNITTING FABRICS. TOS 


SHANGHAI KNITWEAR IMP. & EXP. CORP. 


^ Address: 1040 North Suzhou Road, Shanghai, China 
i Tel: 3251000 Fax: 3245618 Post Code. 200085 
Telex: 33319 KNITS CN Cable: “KNITWEAR” SHANGHAI 


T Shoe Department Shanghai Arts & Crafts Imp. & Exp. Corp 
RM a Soe ee hong Shan Dong Yi | Lu, Shanghai, China, 200002 
QUSS ELS — "Telephone: 321-2100 Fax: 021-329-1871 
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export earnings, Iran is trying to 
M 4 broaden its international trade by 
creating special investment zones in the 
Persian Gulf. Qeshm and Kish, two islands 
a few kilometres off Iran's southern coast, 
have been put at the forefront of an export 
strategy that aims to revitalise the country's 
= war-ravaged economy. 

.. Qeshm, which is about three times the 
size of Singapore and lies in the Straits of 
Hormuz, has been designated as an indus- 
trial zone, and is to be run by a largely 
autonomous local government. Foreign 
investors are promised unrestricted move- 
ment of capital and up to 9995 equity in 
local joint ventures. Japan's Kobe Steel, 
apparently attracted by Qeshm's cheap 
energy and the prospect of a large market 
on the mainland, recently signed an 
agreement to build a steel plant on the is- 
land. 

The much smaller Kish is being deve- 
loped as a free-trade transit point for ship- 
ments to Dubai and Bahrain, which re-ex- 

-port to Iran, among other things, consumer 

-products from East Asia. 

- Although the habitually cagey Iranian 
. . bureaucracy is not yet talking freely about 
- .— details of the zones, officials have disclosed 
«that they plan to spend US$15 billion over 
|. . an unspecified period to upgrade Qeshm's 

- infrastructure. Given Teheran’s meagre 
budgetary resources, this suggests both 
that the government has high hopes of its 
_ Strategy, and confidence that it will yield 
big returns. 

- Turkish firm Seza-Turkish Feeziakia has 
signed a contract with the Port & Shipping 
Organisation of Iran to build a major port 
on Qeshm, and the Iranian national oil 
company is constructing an oil jetty at an 
adjacent site. A German company, sup- 
ported by financing arrangements guaran- 
teed by the German Government, agreed 
in May to develop other infrastructural fa- 
cilities. 

. The Teheran-controlled Southern Iran 
Fishing Co., meanwhile, is seeking foreign 
collaboration in setting up a big seafood- 
.processing plant that would be supplied 
«by its fishing fleets. 

© Qeshm, with a reported population of 
52,000 in 1987, is 115 km long and up to 35 
km across. It lies close to the major Iranian 
oil port of Bandar Abbas. In addition to 
 Abbas' oil supplies, Qeshm itself sits on 
natural-gas fields estimated to hold 2.2 
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trillion m’. 

Kish, by contrast, was once chosen 
during the shah's regime as a future resort 
for rich Arabs denied their traditional 
playground in Beirut. The monarchist 
government had poured about US$55 mil- 
lion into the island when the Islamic revo- 
lution of 1979 brought its development to 
an abrupt halt. 

Already a transit point for Gulf trade, 
Kish will be freed from customs dues and 
all other taxes. Iranian officials, again re- 
luctant at this stage to discuss details, say 
Kish will eventually complement Qeshm, 
as well as challenge other regional trade 
zones such as the one at Jebel Ali in 
Dubai. 

Besides the direct benefits of trade and 
industrial investment, Teheran hopes the 
two islands will have a spillover effect, 
generating jobs and economic activity on 
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investment twins 





the mainland, as well as bringing in tech- 
nology and know-how. 

This would complement other goals of 
a five-year development plan launched last 


year. Under the plan, Teheran hopes to 
spend nearly US$28 billion on developing 
the country’s production capacity, includ- 
ing reviving projects stalled or damaged 
during the 1980-88 war with Iraq. 

The government hopes to draw a big 
share of this investment from the private 
sector, with a substantial amount coming 
from foreign investment. Two programmes 
have been set up, between them aiming to 
attract up to US$19 billion in hard currency 
and offering various arrangements by 
which investment returns will be under- 
written or guaranteed by the central 
bank. 

Teheran is seeking particularly to attract 
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investment from Europe and Asia, in part 





to compensate for its lack of economic rela- 
tions with the US. 

Links with Germany are expanding 
rapidly, with total bilateral trade reaching 
US$4.6 billion in 1990, according to Iranian 
officials. In May, Bonn raised the ceiling on 
its trade insurance scheme covering Ger- 
man-lran deals. Almost immediately, 
German firm Zoblin signed a contract 
worth Dm 500 million (US$287 million) to 
build 20,000 residential units. 

Kobe Steel's plans to build a steel com- 
plex on Qeshm, with annual capacity of 5 
million tonnes a year, is one of the biggest 
projects involving Asian firms. 

south Korean companies have under- 
taken to complete the war-damaged pet- 
rochemical complex at Bandar Khomeini 
that was started but later abandoned 
by Japan's Mitsui during the Iran-Iraq 
war. 

In addition, Iran is seeking to strengthen 
its oil trade with Asia by building a series 
of refineries in the region, according to 
sources in Teheran. One will be in 
Karachi, Pakistan, and another in Madras, 
India. 

According to the reports, Iran has also 
signed a contract with Indonesia and Ma- 
laysia to form a consortium to build a 
100,000-barrel-per-day refinery in Malay- 
sia. All three refineries would be supplied 
with Iranian crude. 

Under the five-year plan, Iran is also 
aiming to lift its non-oil exports substan- 
tially. Earnings on non-oil trade are put by 
Iranian sources at US$1.3 billion for the 
year to March, out of total exports esti- 
mated at more than US$18 billion. 

The development plan targets non-oil 
merchandise exports of US$17.5 billion 
over the five-year period, with an ad- 
ditional US$2.5 billion income from ser- 
vices. 

While these appear towering goals, a 
substantial increase is possible, given that 
Iranian industry has been dislocated by 
war for most of the past decade and is only 
now beginning to revitalise itself. 

According to central-bank governor 
Mohammad Hussein Adeli, the economy 
achieved a record 10.1% growth in the year 
to March. Increasing production is ex- 
pected to help reduce inflation, currently 
at around 24% and largely caused by war- 
induced shortages. 

The spurt in trade is nevertheless 
straining Iran's hard-currency resources. 
Teheran recently told its trading partners 
that all payments for Iranian purchases of 
more than US$10,000 will have to be de- 
ferred for 360 days. 

However, the top three partners — Ja- 
pan, Germany and Italy — as well as South 
Korea, do not seem to be complaining very 
loudly. Some observers suspect that they 
have quietly been granted exemption from 
the rule. 7 a 
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| he increased interest shown by Tai- 
wan banks in Hongkong is part of a 
strategy to turn Taipei into a finan- 
cial centre by helping its institutions de- 
velop international banking skills. The 
banks also hope that they can develop a 
niche for themselves, but their success or 
failure in. the colony is likely to be deter- 
mined by how big a role they play in di- 
recting the flow of cash from Taiwan 
through Hongkong to China and South- 
east Asia. 

. Investment outflows from Taiwan in 
the first seven months of this year rose 32% 
from a year earlier to US$11 billion, most 
of it flowing through Hongkong, according 
to Ernst & Young accountant Owen Chan. 
Similarly, Taiwan's exports to Hongkong 
in the period were roughly US$4.4 billion, 
up 46% from a year ago. Forty percent of 
these goods were shipped through the 
colony to China, while 35% were sent to 
Southeast Asia. 

The move into the colony has been 
spearheaded by Hua Nan Commercial 
Bank — one of Taiwan's Big Three state- 
owned banks along with Chang Hua 
Commercial Bank and First Commercial 
Bank — which opened a representative of- 
fice in August. Other banks are expected to 
follow soon. Among Taiwan's private 
banks, Overseas Chinese Commercial 
Banking Corp. and World Chinese Union 
Commercial Bank are angling for a pres- 
ence in the colony. 

Taiwan authorities decided last year 
that they wanted Taipei to be firmly on the 
world's financial map by the year 2000, but 
they know that before this can happen, the 
country's banks must obtain international 
experience. 

The Big Three banks have already set 
up operations in Europe and the US. 
Chang Hua and First Commercial have 
also opened their doors in Singapore. 

Hua Nan’s efforts to enter Singapore so 
far have run into the ground. The Mone- 
tary Authority of Singapore, the quasi-cen- 
tral bank, agreed to grant the bank a li- 
cence, but in return, it wanted a third 
branch licence in Taipei to be granted to a 
Singapore bank. The request for a branch 
was refused by Taiwan's Central Bank of 
China. 

. The banks’ entry into Hongkong was 
made possible after Peking signalled ear- 
lier this year that it would not attempt to 
block them, a representative at one of 
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Taiwan banks get the nod for Hongkong presence 


e on China 


Hongkong re-exports 


0 China from Taiwan 


Taipei's atas dipon missions in the 
colony says. The colonial government, not 
wanting to interfere in the Peking-Taipei 
rivalry, has historically been cool towards 
Taiwan banks. 

Bankers in Taiwan believe the many 
small companies from their country that 
carry out indirect business with enterprises 
in China represent a market just waiting to 
be serviced by them. The banks have been 
unable to develop ties with these compa- 
nies because the Central Bank of China 
does not allow any contact between Tai- 
wan’s financial institutions and mainland 
entities. 

According to a US banker, this China 
business has been largely forfeited to 12 of 
the 42 foreign banks in Taipei, principally 
Standard Chartered Bank and Hongkong 
& Shanghai Banking Corp. But Edward 
Chien, executive vice-president of Hua 
Nan, says this could change quickly. 

“In Taiwan, competition for letter of 
credit trade-finance terms is so keen it is 
known as 'hungry commissions. Smaller 
ITaiwan] firms expect this treatment in 
Hongkong, but they often don't get it,” 
says Chien. 

Hefty cash deposits or property and 
equipment collateral are often demanded 
for letters of credit by Hongkong banks, 
posing heavy financial burdens on small 
companies. Chien says Taiwan banks can 
capture this market because they do not 
demand onerous collateral terms. 

Another draw presented by Hongkong 
for Taiwan banks is the opportunity it of- 
fers them to enter the China market di- 
rectly should relations improve further be- 
tween Peking and Taipei. The banks could 
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even assume a diplomatic role 
colony in a bid to ease tensions bety 
the governments. As an official of. 
Three bank says: "Our stategy is to 

regional financial centre to familiarise o 

selves with the scale of operations req 

but it is also to accelerate relations betwe 
Taiwan and China." 

Some bankers in Hongkong believe 
Taiwan banks have been given a mandate 
by Taipei to pioneer relations with Peking 
through links with China-based banks and 
companies in the colony. They say Taipei 
will turn a blind eye to the banks' business 
dealings with enterprises from China to 
test the sincerity of Peking's offer to ex- 
pand cross-Taiwan Strait economic Tea 
tions. 

But the Big Three's dream of grabbing a 
big chunk of the lucrative Taiwan business 
in Hongkong must be balanced against the 
fact that the banks will not be fully fledged - 
operations in the colony until 1994 at the - 
earliest. In Hongkong, it takes at least three « — 
years for a representative office to-obtain 
full branch status. D 

Alternatively, a Taiwan bank or com- 0 
pany can buy a Hongkong bank or it can 
open a deposit-taking company, which 
would allow for limited trade finance and 
foreign-exchange dealing. v 

The Hualon textile group was an un- 
successful bidder for Bank of Credit and. 
Commerce International's subsidiary inthe — 
colony. Hualon's chances of taking over the 
bank were not improved by its failure. to 
secure a banking licence in Taiwan after 
the group's head, Oung Ta-ming, became 
embroiled in a stock-trading scandal in 
Taipei earlier this year. 

China Development Corp., an invest- 
ment arm of Taiwan's ruling Kuomintang, 
is also apparently still trying to acquire a 
shareholding in the colony's Wing On 
Bank. 

Taiwan authorities reportedly torpe- 
doed the investment plan in August be- 
cause of the company’s affiliation with the 
ruling political party, but analysts familiar - 
with the bid say it is still being lobbied in . 
Taipei. 

Most of the 15 banking licences handed 
out this year by Taipei went to the coun- 
try’s leading E which have- 
plenty of capital to finance overseas start- 
ups and acquisitions. A spokesman for- 
President Group's new bank, Ta Chung- 
Bank, declines to discuss whether the | 
group is likely to seek a banking presence. 
in Hongkong. But he says it is interested in | 
buying a Taiwan investment trust, which. 
could invest overseas and funnel foreign- 
funds into Taiwan. | 

Analysts say several Taiwan banks are . 
considering the same move, which in tarn- - 
dem with banking operations in Hongkong _ 
would put them in an enviable position to | 
compete for Taiwan's fat investment and: 
trade-finance business. " 
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FINANCE 31 


Japanese scandals lay bare the nexus between bureaucrats and brokers 






By A Anthony Rowley i in n Tokyo i 


Recent financial scandals in 
Japan have added a new di- 
mension to Japan Inc., and 
they could leave its financial 
structure badly under- 
mined. The scandals — banking fraud val- 
ued at US$5 billion and securities compen- 
sation deals adding up to US$1.3 billion — 
have exposed an unholy side to alliances 
between financial bureaucrats and finan- 
ciers, revealing them to be ties of self-inter- 
est that sometimes operate at the expense 
of the public interest. 
At the centre of the controversy is the 
S. Ministry of Finance (MOF), which appears 
-<o to have outrun its competence in certain 
areas. As a result, the manner in which the 
(C. €risis is resolved could pave the wav for 
wider administrative reforms in the finan- 
cial sector. 
3 Moreover, the transgressions that have 
= been made public represent only the tip of 
5. an iceberg. Unreported fraud could easily 
5 bring the sums involved to more than 
US$10 billion. If more fraud surfaces, an- 
¿v other fall in confidence in the financial 
system by investors could swamp an al- 
ready . halfsubmerged = Japanese 
scs stockmarket and bring the country's be- 
<>. leaguered banking system into further 
-~ disrepute. 
. Itis not surprising that Japan has be- 
come the world's leader in the size of its 
«s financial scandals. Part of what has hap- 
pened is linked to soaring stockmarket and 
_. land values that in the past few years have 
.. č caused asset values in Japan to rise far 
above those elsewhere. 

The over-rapid increase in stockmarket 
and land values, however, does not offer a 
complete explanation. The scandals are 
woven too deeply into the fabric of Japan- 
ese society to be dismissed as a legacy of 
financial excess. They demonstrate, in fact, 
how far business practices, governance and 
accountability are lagging in Japan. 

. The unfolding events have hardly bol- 
-stered Tokyo's claim to being a leading fi- 
_ nancial centre. Whether out of genuine 
. conviction or to divert attention from the 
scandals, Prime Minister Toshiki Kaifu has 
suggested that money politics lie at the 
- heart of the problem. He says political or 
- electoral liberalisation must precede ad- 
. ministrative reforms. 

.  Kaifu is politically wise to stress the 
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need for an example from the top. A wide- 
spread assumption persists that politicians 
were among those compensated by secu- 
rities houses for losses suffered in succes- 
sive stockmarket crashes since 1987. Also, 
Kaifu came to office on a clean-politics 
ticket while the Recruit share-bribery case 
that toppled his predecessor, Noburo 
Takeshita, was fresh in the public mind. 
When the lists of corporations com- 
pensated by 21 brokerages to the tune of 
Y178 billion (US$1.3 billion) were pub- 
lished, they contained no political names. 
Even so, the disclosure of how collusion 
between bureaucrats and financial institu- 


Heading south 
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tions can parallel ties between politicians 
and businessmen has focused attention on 
the need for reforms at the MOF. 

When the compensation arrangements 
at securities houses surfaced in June, the 
involvement of the MOF might have passed 
unnoticed. Daiwa Securities — one of Ja- 
pan's Big Four securities companies along 
with Nomura, Nikko and Yamaichi — had 
just accepted a rap on the knuckles for 
compensating clients in breach of the 
ministry's policy forbidding such practices. 

But when Nomura was pilloried for 
similar practices, the company's then 
president, Yoshihisa Tabuchi, decided that 
he would not step down without dragging 
the MOF into the controversy. Tabuchi 
charged that the ministry had been aware 
of the compensation payments and had 
tacitly agreed to them. 

Tabuchi's stand suggested he was 
piqued that the world's leading securities 
house could be humiliated by compensa- 
tion arrangements. This raises the question 
of why the ministry decided to punish 
Nomura, its long-time ally in controlling 
Japan's capital markets, along with other 
securities houses. 

Nomura had been involved in dubious 
deals with a former Japanese underworld 
leader, Susumu Ishii, who had secured a 
substantial holding in Tokyu Railway, a 
stock Nomura underwrote. But Japanese 


business ethics can be stretched to accom- 


modate this. 
Theories about why the securities-com- 
pensation scandals broke along with the. 


12 SEPTEMBER 1991. 








revelation of banking fraud are of 
byzantine complexity. They range from ac- 
cusations of political conspiracy against 
Finance Minister Ryutaro Hashimoto to a 
revolt by tax officials against profiteering 
by brokerages and banks. The most plau- 
sible explanation is that after the Tokyo 
stockmarket plunged in 1990, the MOF be- 
came alarmed at the size of obligations in- 
curred by brokerages and trust banks to 
compensate for the losses of favoured cli- 
ents, a situation it had failed to prevent. 

The Big Four and other brokerages have 
already paid out more than Y137 billion in 
compensation on the Y4-5 trillion of eigyo- 
tokkin funds (discretionary managed ve- 
hicles) they introduced to the bull market. 
But the six trust banks appear to have 
much bigger obligations. They have an es- 
timated Y30 trillion of funds under man- 
agement on which they are obligated to 
compensate clients for losses resulting 
from the 42% fall in the Tokyo stockmarket 
since its 1989 peak. 

By denouncing the practice of compen- 
sation, the MOF signalled that brokerages 
are no longer liable for these losses. Signifi- 
cantly, brokerages have compensated cli- 
ents for losses only up to March 1990, even 
though the second and more severe leg of 
the Tokyo bear market occurred after that. 
Without the MOF's intervention, the obli- 
gation of brokerages could have been 
greater. But trust banks may still have huge 
obligations to crystallise, even though the 
ministry says it is unaware of them. 

Brokerages and trust banks appear to 
have engaged in direct competition with 
city banks for the deposits of cash-rich 
companies by offering guaranteed returns 
through eigyo tokkin. The MOF says it is 
illegal for brokerages to guarantee returns 
on investment, but brokerages skirted the 
rule by paying compensation after the 
event, which is not illegal. 





The scandals have left Securities Bureau 
officials feeling highly vulnerable. They 
have tried to shelter behind the opaque 
system of administrative guidance that 
they rely on in regulating securities houses 
and banks, rather than statute law or ex- 
ecutive directives. 

The Mor has been silent on the ethics of 
compensation deals that favoured privi- 
leged corporate and financial clients at the 
expense of investors in general. The min- 
istry is clearly running scared about the 
possibility that it will have to institute re- 
forms that could erode its vast empire. In- 
stead, it has offered palliative measures 





; ranging from further administrative guid- 
; ance to new laws banning compensation 


and outlawing brokers' discretionary 
funds. 

An unexpectedly strong clamour has 
arisen from Japanese businessmen for an 
independent securities-regulatory body to 
be set up along the lines of the US Securi- 
ties and Exchange Commission. The MOF is 
opposed to such a move, arguing that a 
US-style watchdog agency would not be 
efficient in a Japanese context. It justifies 
this position by pointing out that Japan has 
only about 250 licensed securities dealers, 
compared with 12,000 in the US. 

The MOF also warns that since the secu- 
rities and banking sectors are closely re- 
lated, it would be inappropriate to move 
the regulation of the stockmarket to an- 
other entity while the ministry remained 
responsible for policing banks. But Haruo 
Shimada, an economics professor at To- 
kyo's Keio University, says these twin 
functions represent an inherent conflict of 
interest. 

One of a handful of ministries set up in 
the late 19th century, the MOF has been al- 
lowed to embrace almost every aspect of 
finance. Shimada complains that since the 
ministry drafts legislation on securities and 
banking, it is "legislator, executive and ju- 
diciary rolled into one." 

Further, the Bank of Japan has a claim 
for more involvement in the supervision of 
securities houses after the proposed cross- 
over in 1993 of securities and banking 
functions through specially constituted 
subsidiaries. If the central bank is to as- 
sume lender-of-last-resort obligations to- 
wards such hybrid operations, it will need 
to review their financial records regularly. 

The public image of the MOF was dealt 
a second blow by the disclosure of fraud 
on a huge scale involving Fuji Bank and 
Toyo Shinkin Bank. Officials at both banks 
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Penalty quandary 


A draft bill to revise Japan's Securities and Exchange Law did 
not appear as expected on 27 August. Instead, the Ministry of 
Finance (MOF) said it was still consulting with other govern- 
ment departments on possible changes. 

The delay appears to arise out of uncertainty about whether 
penalties should be levied on brokerage clients who are com- 
pensated for stockmarket losses as well as on the brokerages 
who make such payments. At present, retrospective compen- 
sation payments are not illegal, but the ministry has issued 
administrative guidance against them. 

Some members of the ruling Liberal Democratic Party have 
argued against making recipients of compensation liable to the 
force of the law. The opposition Democratic Socialist Party, 
however, is pressing the government to punish both parties. 

The MoF appears to be in a quandary and is seeking advice 


from other ministries. The Justice Ministry has advised against 
the original plan to impose penalties of up to three years in jail 
or a maximum fine of Y3 million (US$22,000) on both securities 
companies that pay compensation and on clients that receive 
it. 


The MOF is reportedly proposing in a draft bill to be sub- 
mitted to the current extraordinary session of the Diet that the 
penalties be set at up to one year in jail or a maximum fine of 
Yl million for securities companies that pay compensation. 
Recipients would be penalised half as severely. 

MOF officials were reported in the Japanese press as saying 
that the government will seek further amendments to the Se- 
curities and Exchange Law in the next regular session of the 
Diet beginning in December. These will seek to increase pen- 
alties on compensation offenders. 

The draft bill will define what constitutes compensation as 
well as prohibiting securities houses from promising or paying 
it. As the law stands now, brokerages are not 
promise compensation in advance, but no 
scribed if they do. 
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forged a instruments Sabine ues 


to borrow trillions of yen elsewhere. 
More damaging to the MOF than the fact 

. that such transgressions took place under 

-its nose — abuses replicated at Kyowa 

' Saitama Bank and Tokai Bank — was the 

. indirect involvement in the Fuji Bank affair 

: of the former secretary to Finance Minister 

- Hashimoto. Nobody, however, has sug- 

gested that any ministry official other than 
© Hashimoto's political appointee was aware 

- of the fraud. 

|. As a result, criticism of the ministry’s 

administrative guidance has centred on 

relations with the securities houses. For 
. example, Naoki Tanaka, a former chief 
5. economic forecaster at the independent 
~ Research Institute of National Economy, 
¿> says "economic regulations and adminis- 
' c. trative guidance should be abolished" in 
- . favour of statute law. 
i US Treasury officials agree. They say the 
>. securities-compensation arrangements re- 

veal.a disturbing lack of transparency and 

_ fairness. Through the US-Japan working 
group on financial markets, the US is likely 
to push for greater transparency in the 
regulation of Japan's financial system and 
|. dn the way institutions manage clients’ in- 

."vestment portfolios. 

—. Tanaka says there are “serious defects 
^; in the bureaucratic system, such as 
2 csectionalism in administration, excessive 
- regulation, administrative guidance and a 
> Jack of consideration for the rank and file.” 
|o Any new regulatory body in Japan must be 
"5 "independent of the MOF, he says, adding 
->` that such a view is gaining ground within 
the ruling Liberal Democratic Party. 
=. Keio University's Shimada believes that 
the MOF will do its utmost to resist funda- 
mental change and prevent market forces 
«from prevailing in the financial system. Its 
^. close relationships with banks and securi- 

. ties houses are not only cemented through 

< the MOF's power to grant favours to its 
charges, but also through the system of 
--amakudari, or descent from heaven. The 
ministry is way ahead of other government 
branches in the number of its officials at 
director level who are granted senior ap- 
pointments in the private sector after re- 
tirement. Such appointments have aver- 
aged more than 50 a year since 1985, twice 
the number for former officials of other 
individual ministries. 
. Once outside the MOF and ensconced in 
new jobs, these one-time ministry officials 
often maintain cosy dialogues with their 
former colleagues, effectively interlocking 
the management of financial institutions 
with government policy. 

Against this background, there is con- 
siderable cynicism about whether the 
power of the MOF is likely to be diluted. But 
Shimada suggests that if the ministry con- 
tinues to resist reforms, it will be doing so 
at a "tremendous cost" to the international 

reputation of Japan's financial system. 8 
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Japan's securities-compen- 
sation scandals have had a 
chastening effect on major 
domestic "brokerages. The 
tarnished image of the 
country’s s brokerages has not only robbed 
them of domestic and international busi- 
ness but has also given a stronger hand to 
foreign competitors in Tokyo. 

The anachronistic system of fixed com- 
missions appears to be under threat, while 
the scandals have shaken confidence in 
the stockmarket and eroded already-de- 
pressed turnover. A longer-term threat also 
looms. From 1993, Japanese banks will be 
allowed limited entry into securities un- 
derwriting, though not yet into broking 
business. 

So far, it has been disclosed that 21 Ja- 
panese brokers paid ¥173 billion (US$1.3 
billion) to several hundred favoured cli- 
ents. The Big Four — Nomura Securities, 
Daiwa Securities, Nikko Securities and 
Yamaichi Securities —- coughed up ¥128 
billion among them. For the four, which 
account for about 35% of all equity trans- 
actions on the Tokyo Stock Exchange (TSE), 
this amounted to 12% of their aggregate 
commissions from equity dealing in 1990. 
The compensation so far declared was for 
the three financial years to 1990 and prob- 
ably represents nearer to 9% of total com- 
missions for this period. 

As equity commissions average around 


Outside the 
loop 


By Jonathan Burton it in a New York | 
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.. were wary of Japan's club- 
- by business manner long 
before the current stock- 
. market scandals surfaced. 





But ; as long as the Tokyo Stock Exchange X | 


(TSE) enjoyed good times, they willingly 


Big Four's disgrace lets in foreign brokers 


Gateway for ga 
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40% of the total revenues of big broker- 
ages, the financial impact of compensation 
payments is unpleasant but not unbearable. 
Aggregate compensation paid out by the 
2] brokers is equal to 0.4% of Japanese 
brokerages' total assets. 

But while Japanese brokerages can live . 
with the financial impact of compensation 
arrangements — if not so easily with the. 
damage to their reputation — they cannot 
shrug off the threat of negotiated commis- 
sions in the future. Japan is virtually alone 
in leading financial centres in retaining a 
system of fixed commissions. 

The Ministry of Finance (MOF), which 
has been forced to accept a share of re- 
sponsibility for the compensation. contro- 
versy, is considering deregulating com-. 
mission rates, which ate onerous by inter- 
national standards. Ministry officials are 
studying a two-tier system in which 
transactions above ¥100. million — which 
account for 20% of stock trading — would: 
be liberalised and orders below that would 
be semi-liberalised. 

Japanese brokerages are aware that 
such reforms elsewhere have resulted ina 
rationalisation of the securities industry. 
This would not be an arbitrary punishment 
by the MOF. Fat commission incomes gen- 
erated by brokerages during the bull mar- 
ket on the TSE from 1985-89 have been 
cited as a factor behind the compensation 
arrangements. Brokers preferred to rebate 





that Japan’s brokerages routinely: com- 
pensated favoured clients for stock losses, 
but recent disclosures showed that the 
pay-backs were much larger — and po- 
tentially more damaging to Japan's fi- ; 
nancial markets — ~ than most | J ue layers | 
in Tokyo had believed. 






. US institutional investors poi 


played along either directly or through Wu ate T 


Japanese brokerages. Today, with much. 
of the TSE's zip gone and securities-com- 


pensation fraud capable of swelling out - their large 
of control, the frustration of US investors ese comp: 


is mounting. 


The US financial AEA was aware 
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commissions rather than lose 
customers. 

Japanese brokers would be 
dismayed at seeing commission 
Yates reduced when turnover 
levels on the TSE and average 
share prices have fallen sharply 
from bull-market levels. Since 
the compensation scandals sur- 
faced in June, TSE equity turn- 
over has been averaging 
around 300 million shares a 
day, compared with 1 billion at 
the height of the bull market 
two years ago. 

Nonetheless, according to 
Robert Zielinski at Jardine 
Fleming in Tokyo, the average 
share price on the Topix index 
is still 30% higher than it was at the onset 
of the bull market in 1985-86. 

Brokerages’ income is a function both 
of turnover and price, so the position is not 
as bad as it appears. But a cut in commis- 
sion rates would deal a further blow. 
Commission income is the “core business” 
of the Japanese houses, Simon Smithson of 
Kleinwort Benson points out. 

Big brokerages — especially Nomura, 
which holds cash balances of around ¥1.6 
trillion — can still rely on investment in- 
come to keep them profitable for a time. 
But most small securities houses are sus- 
taining losses, Zielinski says. They are es- 
pecially reliant on smaller investors who 
have largely deserted the TSE, both as di- 
rect shareholders and via mutual-fund 
redemptions, since the scandals hit the al- 
ready-depressed market. 

Things could get worse. The seven Ja- 
panese trust banks have around ¥30 trillion 
of tokkin funds still outstanding, accord- 
ing to Peter Tasker of Kleinwort Benson, or 


their US units did not compensate clients 
for losses. 
^ "We will hold their feet to the fire to 
make sure they follow through, so this 
. whole thing doesn't blow over and we're 
back to the old ballgame,” promises 
Virgil Coming, senior vice-president of 
- international investments for the College 
‘Retirement Equities Fund (CREF). | 
: The Big Four advise the New York- 
based CREF, a component of the largest 
pension fund in the US, on its US$1.6 
billion portfolio of Japanese equities. 
. Coming says the fund has no plans to 
drop the Japanese brokerages. 
~~. The California Public Employees Re- 
- tirement System (Calpers), however, ap- 
pears to want to make an example of 
Nomura. Calpers, the second-biggest US 
"pension fund, has ordered Nomura 
Capital Management to suspend indefi- 
o nitely all pone with its parent on behalf 
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Big Four brokerage commissions 





10 times the amount brokers have. Unlike 
brokerages, which were able to disguise 
compensation to clients via warrant or 
bond-market transactions, trust banks can 
only juggle assets between funds. They 
have loaded those tokkin scheduled to 
mature shortly with still-profitable assets 
so that they can meet their obligations to 
guarantee returns. 

The trouble will come if investors try to 
liquidate their tokkin holdings ahead of 
maturity and realise that the cupboard is 
almost bare, as long-term tokkin are 
stuffed with securities that have suffered 
most in the bear market. That, some ana- 
lysts say, could trigger a panic-sell off on 
the Tokyo market. 

Hiroshi Ura, an independent 
stockmarket analyst in Tokyo, believes 
there will be a rash of tokkin cancellations 
that will precipitate another plunge in the 
TSE, which he says is "still two-times 
overvalued by international standards." 
The coming "big panic" in Tokyo stocks 


of the fund's account. 

Calpers has US$480 million of its as- 
sets with Nomura Capital, which would 
routinely deliver business to its parent. 
The loss of trading income for Nomura 
could amount to US$50 million annually, 
predicts DeWitt Bowman, chief invest- - 


ment officer of Calpers. 


Nomura is clearly the Big Four mem- 
ber with the most to lose from the scan- 
dals. Nomura commanded US$2.4 billion 
of the US$3.5 billion in assets that US 
pension funds had invested in Japan as of 
31 December 1990, according to InterSec 
Research Corp., a pension fund-consult- 
ing company. Daiwa Securities had 
US$474 million of US pension assets un- 
der management, while Nikko Securities 
had US$400 million and Yamaichi Secu- 
rities US$230 million. 

Some US investment funds are con- 
sidering lawsuits against the Big Four and 
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could equal that in New York 
in 1929, he suggests. 

Tokyo pessimists also cite 
the fact that about ¥4 trillion of 
Japanese war ‘ant bonds are to 
mature in 19 92, ‘10 times the 
volume this year. ¢ ompaníies 
that issued 1 pecting in- 
vestors to cor 
warrants into shar 
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bie net sellers One pee bs n 
Japanese brokers, especially the big on 
is the considerable slimming of their sales 
forces caused by the scandals; university 
graduates are now looking elsewhere for 
careers. This will help reduce the brokers’ 
high fixed-cost structures. 

Meanwhile, the ill wind blowing along 
the streets of Kabutocho, Japan's 
stockmarket quarter, is doing some good 
for many of the 25 foreign brokerages in. 
Japan. As a group, foreign securities 
houses accounted for 8-9% of total TSE 
equity turnover in 1990. By June, the pro- 
portion had risen to 15.3%, and by July, it 
had climbed to 16.3%. On one day recently, 
Jardine Fleming accounted for 8% of total 
TSE equity turnover. 

According to Jardine Fleming, foreign 
brokerages in Tokyo used to account for 
around 5% of turnover — or 50 million 











their US operations, The cases would ^: 


probably involve charges of financial loss 


resulting from the illegal activities of the I! 


Japanese companies. 


James Bartholomew writes from London: 
Prudential, Britain’s 


British investment regulations require the - 
company to deal only with counter-par- 


ties with “high ethical standards.” 


But Whelpton points out that Pruden- 
tial had changed its working relationship. 
with Japanese securities houses long be- 
fore the recent scandals in Tokyo. He says. 
Japanese securities companies handle — 
only about 10% of Prudentials business = 
in Japan because the company prefers _ 
the analyses of British and US broker- 


ages. - = 


largest insurance 
company, is reviewing its relationship . - 
. with Nomura. Peter Whelpton, chief of 
the company's Asian investments, says 































hares a day — during the bull market. 


Now, even though daily TSE turnover. has 


allen to around 300 million shares, the for- 
ign brokerages aggregate share has risen 
o around 20%, or 60 million shares a day. 
Japanese institutional investors such as 
insurance companies and investment trusts 
s well as foreign fund managers have also 
^been doing more business on the TSE in 
. recent months. This is partly to do with the 
; compensation scandals but also to the fact 
-that Tokyo is no longer what brokers call a 
"tip-driven" market. In the past, to deal 


= with the Big Four was to be on the inside 


track about which stocks were being 
pushed in the market at any particular 
time. 


Now, with a prübaded b den must 


investors "need the crutch" of being able 
to justify their purchases by foreign bro- 
kers' research, as Zielinski puts it. Accord- 
ing to Kleinwort's Tasker, foreign investors 
have continued to be net buyers of Japan- 
ese stocks in the past nine months while 
many Japanese investors have been net 
sellers. Foreign institutions, too, appear to 
be happier dealing with non Japanese} bro- 
kers. 

The fact that Japanese brokers com- 
pensated many of their Japanese clients for 
stockmarket losses — effectively disadvan- 
taging foreign clients — is not something 
that has endeared them to foreign inves- 
tors. Kazuo Shiogai at Baring Securities in 
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. Japanese lenders ditched prudence for profit 





The huge sums involved in 
_ two recent Japanese banking 
frauds — US5$1.9 billion at 
Fuji Bank and US$2.5 billion 
Rue at a tiny shinkin bank, or 
|». credit union — probably represent little 





.. .more than a drop in an ocean of illicit Ja- 
^s panese credit creation. 


Yet they provide a domestic parallel to 


c the earlier scramble by Japanese banks for 
^... Overseas growth. As a result, they threaten 
. . .an internal contraction of lending similar 
to the one Japanese banks are suffering in 


: -international and interbank markets. 
The high degree of autonomy given to 


5c bank branch managers in Japan and 
| v their over-emphasis on quantitative 
||. expansion is a major factor behind 
the recent scandals. But so is the 


rather confused and often ina- 
-: dequate system of official bank su- 
; pervision. 

A distinguishing feature be- 
tween Japanese bank fraud and the 
US savings and loan crisis is that. 
bank officials do not appear to have 
been financially corrupted. This is 
scant consolation, though, to de- 
positors whose faith in the integrity 
of the banking system has received 


At Fuji Bank, a (now dismissed) 
section chief forged evidence of 
deposits by several clients, who then used 
the phantom collateral to borrow big sums 
from other credit institutions. For a few 


` tinction of being the biggest in Japanese 
. banking history. — — 
- Then came news that a branch manager 


- at the Osaka-based Toyo Shinkin Bank had 
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days, this fraud enjoyed the dubious dis- 


Indecent exposure 


forged deposit receipts amounting to ¥342 
billion, roughly the size of the institution's 
total deposit base. Even the Ministry of 
Finance (MOF) declared this an "astonish- 
ing" revelation. The size of loans to any 
one borrower is supposed to be limited to 
a maximum proportion of a bank's capital 
— 20% for all but long-term credit banks, 
where it is 30%. 

There was a common thread in these 
two incidents and in similarly fraudulent 
transactions uncovered at Kyowa Saitama 
and Tokai banks. The credit raised on the 
strength of the phoney collateral was used 
mainly for real-estate speculation. 





Fuji's fraudulent deposits used for real-estate loans. 


After the MOF and the Bank of Japan 
(BO) urged city banks to slow real-estate 
financing in 1990, when Japan's land and 
property prices were still booming, big 
banks retained their commitment to this 
surging asset through a number of devices. 
These city or regional banks encouraged 
smaller Japanese lenders — and even 


Tokyo predicts that n recent. Sadb “will | 
scare foreign investors away from Japan- 


ese brokers" unless they change their ways. 
Other foreign brokers suggest that the 
scandals may finally weaken if not break 
the traditionally strong business ties be- 
tween Japanese institutions and Japanese 
securities houses. 

These recent traumas will ensure that 
Japanese stockbrokers will not be allowed 
any reprieve from coming competition 
with banks. Legislation permitting banks 
and securities houses limited entry into 
each other's territory via specially consti- 
tuted subsidiaries is scheduled to be pre- 
sented at the end of this year. 

m Anthony Rowley 


some foreign ones — to extend credit to 
their customers, and effectively provided a 
guarantee against these loans turning sour. 

Some big property speculators were 
also up against their credit limits, it ap- 
pears, so that even second-line banks 
would not lend to them. This is where the 
forged deposits came in. If a borrower 
could persuade a reputable bank to pro- 
duce evidence of a (non-existent or at least 
inflated) deposit, he was free to borrow 
from other banks or non-banks. 

Discovery was inevitable once the 
property bubble burst, when loans became 
non-performing and when lenders tried to 
take over their collateral. Analysts specu- 
late that a great deal more such fraud will 
come to light as asset deflation continues 
its course. 

The question is, why did managers of 
reputable institutions put their jobs on the 
line for the sake of dubious deals? One 
reason is that branch managers at Japanese 
banks are given balance-sheet targets 
which they strive to meet at any 
cost. And they are given a lot of 
freedom by head office as to how 
they achieve them. 

Creating or inflating deposits 
boosted the liabilities side of the 
balance sheet and allowed assets to 
expand by a multiple. All would 
be well, provided the favoured 
customer recouped enough from 
an investment eventually to pro- 
duce a real deposit — and pre- 
sumably to pass some of the profit 
on to the bank. 

The big borrower at Toyo 
Shinkin was Nui Onoue, owner of 
one of Osaka's best-known night 
spots. which, according to sugges- 
tions in the Japanese press, had under- 
world figures among its clientele. One of. 
Japan's most colourful investors, Onoue 
borrowed sums worth more than 300 times 
the annual turnover of her businesses, and 
has since gone spectacularly bankrupt. 

At Fuji Bank, the borrowers included a 
tempura restaurant owner and a well- 
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athay Pacific Airways Limited 
1991 Interim Results — Highlights 


Consolidated results — unaudited: 


Six months ended 
30 June 


1990 


Turnover 


Operating profit 
Net finance charges 


Net operating profit 
Associated companies 


Profit before taxation 
Taxation 


Profit after taxation 
Minority interest 


Profit attributable to shareholders 
Dividend 


Retained profit 
Earnings per share 
Interim dividend per share 


12 months ended 
30/6/91 30/6/90 


Available tonne kilometres (millions) 5,525 5,033 


Exchange rate used: US$ 1: HK$7.76, representing market rate as at 30th June 1991. 


Prospects 
There are signs that the economy worldwide may be picking up, but at a very slow pace. For the first time 
this year the number of visitors arriving in Hong Kong increased marginally in May 1991, compared with 
the same month in 1990, with June again showing growth. It is expected that the Company's business 
will improve in the second half of the year and revenue will achieve a positive growth for the whole year. 
inflation is still a major concern and this, combined with the difficult first half, could mean that the full 
year's result may be lower than that for 1990. 
Cathay Pacific is extremely pleased that agreement has been reached on the construction of a new 
airport for Hong Kong to replace Kai Tak. We are confident that with the new facility and supporting 
$$ infrastructure Hong Kong will strengthen its position as Asia's leading air transportation hub with all the 
m benefits that has for the airline. 
Interim Dividend 
The interim dividend will be paid on 4th October 1991 to shareholders registered at the close of business on 27th 
September 1991; the share register will be closed from 24th September 1991 to 27th September 1991, both dates 
inclusive. 
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D A Gledhill 
Chairman 
Hong Kong, 28th August 1991 
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known actor. Both were ‘introduced to an 


obliging manager by the (now dismissed) 
private secretary of Finance Minister 
Ryutaro Hashimoto. 

Apart from turning the spotlight on the 
sleazier side of Japanese business life, and 
revealing activities of doubtful propriety at 
the MOF, these scandals raise questions 
about the standard of official supervision 
of banks and other credit institutions. 

The MOF in its defence points out that 
~ mo bank has been allowed to fail in Japan 
.. since 1942 whereas US credit institutions 









around 200 a year. Toho Sogo Bank was on 
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are currently disappearing at the rate of 


from Japan's Deposit Insurance Corp. were 
mobilised to finance a merger with another 
bank. This is the first time that the deposit- 


insurance fund, which is controlled jointly | 


by the MOF and the BOJ, has been employed 
since its inception 20 years ago. But it may 
not be the last. 

The BO} oversees only those banks 
which have accounts with it; the MOF is 
responsible for every bank it licenses. The 
Ministry of International Trade and In- 
dustry supervises non-bank lenders such 
as consumer-credit organisations, and pre- 
fectural authorities monitor the smallest 





Tokyo market practices require structural reform 





The Tokyu Corp. affair, 
which has come to light. in 
< parallel with the compensa- 
tion scandals on the Tokyo 
Stock Exchange (TSE), has re- 
focused attention on how prone the Japa- 
nese stockmarket is to manipulation. This 
raises structural as well as ethical issues. 
E Nomura Securities and Nikko Securities 
-= have denied that they manipulated the 
-price of railway operator Tokyu to record 
levels in 1989. Both companies helped 
former underworld boss Susumu Ishii to 
^4 amass a substantial stake in Tokyu. But 
« while denying illegal stock manipulation, 
^. Nomura's former chairman, Setsuya 
"Tabuchi, admitted before the Diet on 29 
August that his securities company had 
dealt excessively in the stock. 
. The artificial inflation of share prices is 
a way of life among Japanese brokerages. 
The Big Four, especially Nomura, target 
. certain stocks and promote them ruthlessly 
through armies of salesmen, benefiting in- 
. vestors who are are privy to the broker- 
ages’ recommendations. 
. $hare-price manipulation peaked dur- 
ing the TSE bull market that ran from 1985- 
89. Towards the end of the run, daily 
. turnover on the exchange averaged more 
-than 1 billion shares a day. Such high vol- 





ally moving up, made manipulation sim- 
ple. 

The high level of corporate cross-hold- 
ings in Japan by keiretsu and other busi- 
ness groupings, coupled with long-term 
. holdings in industry by banks and other 
. financial institutions, means that 75% of all 
equities are in so-called "stable hands." As 





much smaller in Tokyo than in other major 
financial centres such as New York and 





54 


= Umes, plus the fact that market was gener- 


a result, the free-float of tradable shares is 


Turn and turn again 


London. 

Whereas institutional investors in other 
stockmarkets can be expected to sell over- 
priced stocks and buy under-valued ones, 
institutional investors in Japan generally 
buy on the basis of long-term strategies, In 
the absence of natural dampeners on ex- 
cessive share-price rises, it is easy for 
Japanese brokerages or buying syndicates 
to manipulate stocks. 

The large amount of long-term invest- 
ors in Japan is one reason why price-earn- 
ings ratios in the country often reach astro- 
nomic levels. With a small free-float of 
shares, buying pressures on the TSE over- 
whelm investment fundamentals. 

In 1989, the TSE forbid any single bro- 
kerage to account for more than 30% of 
any stock's daily trading volume. The rul- 
ing, however, left the Big Four ample scope 
to dominate the stockmarket. Either di- 
rectly or through affiliated brokerages, 
these securities houses control more than 
50% of all trading on the exchange. 

Total trading value on the TSE as a 
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the verge of collapse recently but funds | bankó (shihyó kunya). 


MOF supervision focuses on possible 
violations of regulations, while the BOJ is 
more concerned with general questions of 
risk-management. by banks. Both recently 
stepped up the. regularity of their visits to 
each bank, from every four years to every 
three years. Each tries to arrange its visits 
so that an institution is visited every 18 
months by one set of regulators. But de- 
spite such visits and comprehensive data 
gathering, some Japanese lenders appear 
to have become dangerously exposed to. 
single borrowers and to single sectors. — 

" Anthony Rowley. 


proportion of market capitalisation” ink 
about 50% on average in 1989 and 1990 — 
is little different from that in New York or 
London. But when trading value is com- 
pared with the 25% of all shares that are 
freely traded, it is high. Daily volume on 
the TSE is about 200 million shares cur- 

rently, a drop of more than 8096 since the 
end of 1989. Share prices have collapsed 
about 45%. 

Meanwhile, there are no signs that the 
structure of the so-called stable 
shareholdings in Japan is changing. Even if 
corporations and institutions had wished 
to dispose of even part of their aggregate 
holdings, they would have found no ready 
buyers in recent months. Investment trusts, 
which hold 4% of all shares, have suffered 
heavy redemptions as values of their un- 
derlying holdings slumped below issue 
price. 

Some institutions have been accumulat- 
ing additional stocks since the TSE crash -——: 
as much to average down losses and to 
help client companies out of financial dif- 
ficulty as to take advantage of nominally 
lower share prices. 

Japanese life assurance companies, 
which collectively hold about 13% of TSE 
stocks by volume and 12% by value, last 
year began threatening to start dumping 
part of their long-term holdings if the com- 
panies concerned did not raise their divi- 
dend-payout ratios. Some companies 
reponded with modest dividend increases, 
but the fact that corporate earnings are 
down this year has allowed executives to 
argue that dividend-payout ratios have 
risen anyway. 

Individual shareholdings are believed 
to have fallen several points below the near 
23% of total volume and 20% by value they 
represented between 1988 and 1990. 
Everyone wants the small investor back. 
They provide a natural buffer in a 
stockmarket that without them has been. 
losing steam on the back of institutional. 
selling. Also, brokerages find it easier to: 
move the market when they can muster’ 
support from housewives and other small. 
shareholders rather than from institutions. 
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GOLD SEAL 
Reputation is a reward of Maturity 


It took George Ballantine many years 
to achieve a reputation for 
providing the very best Scotch whisky. 
loday, that reputation is celebrated 
in a Scotch created from a blend of the 
finest whiskies, each matured in 
oak casks for at least twelve years. 

It is called Ballantine’s Gold Seal 
Special Reserve. George himself would 


be proud of its worldwide reputation. 
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E. uer l 





















itis literally true that across the world's emerging markets, a new 
instrument emerges every day. 
Some are cds ard. Others, extremely complex 

And every single one is familiar to NMB Bank 
We have specia emerging markets teams in no fewer than 
twenty cities worldwide - including Argentina, Chile, Brazil, 
Poland, Nigeria, the Philippines and other Key markets in Latin 
America, ace Eur Mus ae E id € 


maintain a 1 fall u demanding of eve ery new instrument 
But we havent built our leadin ng position on the 
basis of mere academic knowledge. 


Working closely with government agencies, our 
teams are actively involved in creating i important new instru- 


nents sor our clients, exploiting, to lake just one example, — 
our major role in debt-for-equify programmes in Brazil" 
| icve that our role isto help you find opportu- 
nities where others seé-c niy difficulties. To create unexpected. 
possibilities in ditficu it markets. 

And to use our unc derstanding, Our imagination and 
our caréfully-nurtured relationships with financ ing. agencies 
and governments to offer you real added value. | 

That's the approach which has ma 
a world leader not just in emerging markets” 2 | 
but also in debt reduction; and commodit based and trade 
financing. Find out more about tl Way we oe 
Call Jan Cherim in Amst $282. or fax 
3120.563 5853. Es 
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Bentoel case makes lenders cool towards Indonesia 


Credit stubbed 





By Adam Schwarz in Jakarta 
he July decision by cigarette maker 
Bentoel to suspend interest pay- 


T ments on its debt is having a dra- 


matic effect on the ability of other Indone- 
sian companies to raise overseas loans. 
Foreign bankers, taken aback by Bentoel's 
abrupt descent from blue-chip credit risk 
to technical insolvency, are hurriedly re- 
assessing their Indonesian exposure. 

Spreads on loans to prime Indonesian 
borrowers have jumped to 2-2.5% over the 
Singapore interbank rate, from 1-1.5% a 
few months ago, according to Singapore- 
based bankers. Non-prime borrowers may 
find the lending door shut. 

Bankers say Jakarta must take action to 
repair Indonesia's image in international 
capital markets if it wants to continue 
tapping offshore funds for infrastructure 
and petrochemical projects. At issue is how 
much trust lenders can place in Indonesian 
companies' financial statements. 

Bentoel's woes were not disclosed until 
newly appointed advisers to the company 
revealed in June that its finances were 
considerably worse than was shown in its 
audited accounts. Citicorp International 
subsequently dropped plans to lead a 
US$50 million syndicated loan for the 
company. 

Nine months earlier, markets had been 
rocked by the scandal at Bank Duta, which 
suddenly disclosed huge unreported 
losses. "It is essential that the government 
shore up accounting standards and penal- 
ise companies that issue false statements," 
one Singapore-based banker said. 

Bentoel, Indonesia's third-largest maker 
of clove cigarettes, or kreteks, is believed 
to have debts of about US$370 million, not 
counting interest accrued since 1 July. Its 
assets are believed to be worth less than 
US$300 million, according to bankers in 
Jakarta. 

Foreign banks are now worried there 
may be other Bentoels lurking in their In- 
donesian portfolios. Many are near the 
limit of their country exposure after an 18- 
month borrowing binge during which In- 
donesian firms raised an estimated US$15 
billion offshore. Jakarta's tight-money 
policy, meanwhile, has pushed local inter- 
est rates to around 30%, leaving Indone- 
sia's highly geared companies vulnerable 
to rising debt-servicing costs. 

The kretek industry, once considered 
the ultimate cash cow, is being viewed 
with particular concern. Two other kretek 
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producers, Sampoerna and 
Djarum, are described by 
bankers as debt-heavy. 
Observers are anxious to 
know to what extent 
Bentoel's troubles are due 
to factors that might also 
affect its rivals. 

Jakarta-based Business 
Advisory Group, the 
newly appointed adviser 
to Bentoel, initially attri- 
buted the kretek maker's 
problems to a 32% de- 
valuation of the Indone- 
sian rupiah in 1986 which 
raised the burden of 
Bentoel's large, unhedged 
foreign borrowings. Out of total debts of 
US$490 million, US$120 million was fully 
collateralised with overseas cash deposits, 
leaving the company with outstanding 
debts of around US$370 million, according 
to foreign bankers. 

However, although reliable information 
on Bentoel's financial history is scarce, 


The Lippo 
link 


The first real hope that small depositors 
in the frozen Bank of Credit and Com- 
merce Hongkong (BCCHK) may get their 
money back has been seen in the sign- 
ing of a heads of agreement between 
BCCHK's provisional liquidator, Noel 
Gleeson, and the Hongkong Chinese 
Bank (HKCB), owned by Indonesia's 
Lippo Group. 

The deal gives HKCB exclusive rights 
to negotiate with Gleeson over the fu- 
ture of the bank during the eight-week 
due-diligence process and it keeps ne- 
gotiations confidential. 

HKCB is said to be the only potential 
buyer to have put forward proposals 
which do not involve either a 
Hongkong Government guarantee or 
the passage of an enabling bill through 
the Legislative Council. "They are seri- 
ous people and they've put forward a 
feasible structure," Gleeson said. 

Under the HKCB structure, the assets 
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Tommy Suharto: 


banking and industry sources now believe 
that the 1986 devaluation was only one of 
Bentoel's problems. More serious, these 
sources say, may have been the manage- 
ment failings of former Bentoel president 
Budiwijaya Kusumanegara, who led the 
company for 22 years until shareholders 
voted him out of office earlier this year. 
Banking and industry 
*  g sources say an asset search 
g of Kusumanegara's per- 
sonal holdings has re- 
vealed extensive property 
holdings in Australia, the 
US and Canada. The 
sources believe some of the 
ventures were funded by a 
series of trading compa- 
nies — controlled by 
Kusumanegara — through 
which Bentoel purchased 
supplies. Australia-based 
Benemex is a prominent 
example, the sources say. 
Who currently controls 
Bentoel is unclear. There 
are more than 50 share- 
holders, and it appears that descendants of 
the company's founders do not see eye-to- 
eye on its future. When Bentoel's 38 for- 
eign creditors convened a creditors meet- 
ing on 4 July, the company was repre- 
sented by Business Advisory, which has 
assumed responsibility for Bentoel's day- 
to-day management. 
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not interested. 


and liabilities of BCCHK would be trans- 
ferred to a new company, of which 
HKCB would take a stake of not less than 
51%. The price paid would depend 
upon the extent of BCCHK’s liabilities, 
together with whatever additional capi- 
tal would be needed to satisfy 
Hongkong's Banking Commissioner. 

It is understood that HKCB intends to 
bring in at least one outside share- 
holder. The identity is unknown, but 
Berito Pacific, Indonesia's largest timber 
company, is believed to have been one 
of the two largest depositors in BCCHK - 
at the time of its collapse in July. The 
Berito Pacific group has a substantial 
shareholding in Indonesia's 
Andromeda Bank. 

The biggest obstacle to a sale is that 
Gleeson must persuade the Abu Dhabi 
Government to convert its in-principle 
agreement to give guarantees against 
any unrecorded BCCHK liabilities into 
legally binding contracts. HKCB will also 
need to persuade BCCHK's larger de- 
positors to defer withdrawing their 
money. 

If the agreement does result in a sale, 
BCCHK will be the first part of the 
worldwide BCCI group to be rescued. 

m Michael Taylor 











Slightly more than half Me Bentoel's 

US$370 million debt is held by foreign 

banks with the rest mostly in the hands of 

Indonesian state-owned banks, principally 

; Bank Rakyat Indonesia and Bank Bumi 
. Daya, banking sources say. 

The state banks are in relatively good 
Shape because their loans are largely se- 
cured with Bentoel's fixed assets. Foreign 
banks, mostly hold receivables and inven- 
tories as collateral. There are indications 
that many of Bentoel's assets have been 
pledged to more than one creditor. 

: Business Advisory and many creditors 
: believe Bentoel's operations are viable and 
. that the company can be returned eventu- 
ally to financial health. In June, Business 
v Advisory brought in Deloitte Ross 
_. Tohmatsu to improve accounting and 
=- control systems at Bentoel and hired state- 
^'^ owned inspection company Sucofindo to 
check Bentoel’s inventories. 

"Improving efficiency and taking cost- 
cutting measures, including the way 
Bentoel procures raw materials and sup- 
plies, could lead to annual savings of US$8- 
10 million," says Michael Selby, a Business 
Advisory partner. In addition, sources 
speculate that Bentoel may sell part of its 
distribution network. 

us Although most creditors concede that 
-> their best chance for repayment lies with 
Bentoel as a going concern, some threaten 
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i to put the company in. receivership and sell- 


w 


off assets. This route, however, is unlikely 
to be supported by the state banks or the 
government. With elections due next May, 
Indonesia's rulers would not like to see 
Bentoel's 20,000 workers joining the ranks 
of the unemployed. 

Relations between creditors and Busi- 
ness Advisory have been tense. Banking 
sources say Bank of Tokyo — believed to 
be the largest foreign creditor, with an ex- 
posure of US$25-30 million — has sharply 
criticised Business Advisory for denying 
creditors direct access to Bentoel directors 
and financial records. 

The bank is one of four appointed to a 
committee representing foreign creditors; 
the other members are Citibank, Banque 
Nationale de Paris and Hongkong & 
Shanghai Banking Corp. 

The committee has demanded repeat- 
edly that the creditors be allowed to ap- 
point their own auditor to inspect Bentoel's 
books. Business Advisory has refused, 
saying a full-scale audit would disrupt 
Bentoel's operations. However, Sucofindo 
is expected to carry out a more thorough 
stock-check in early September. 

Foreign creditors are adamant that they 
will not write down Bentoel loans — fear- 
ing, among other things, that that would 
set a precedent for possible restructurings 
of other Indonesian borrowers in future. 


Waiting at the gate 


By Mark Clifford in Seoul 


Ten years after South Korea first said it 
would let foreigners into its stockmarket 
— and one month before trading by for- 
eigners is set to start — the government 
has finally laid down the rules for direct 
foreign ownership of shares. If all goes 
well, the Finance Ministry expects for- 
eigners to invest about US$3 billion in 
South Korean stocks by the end of 1992, 
. some 2.6% of current market capitalisa- 
= tion. Foreign analysts, however, say that 
the ministry's unwillingness to clarify 
“some key questions could dampen in- 
"vestors' enthusiasm. 
Foreigners will be allowed to buy no 
. more than 10% of a company, with a 
single individual or institution limited to 
3% of one counter. Ministry officials say 
these limits are expected to be gradually 
expanded if the initial opening goes 
smoothly. A "step-by-step approach will 
be taken in opening the stockmarket, 
since our financial circumstances in terms 
of interest rates and trade balance are in- 
adequate to absorb a full opening all at 























once," the ministry's opening plan says. 
An analyst with a foreign securities 
firm in Seoul says that more than 50 of 
the 685 listed companies have exceeded 
the 109; limit, thanks to direct invest- 
ments by foreign firms, equity-linked 
overseas issues (convertible bonds and 
bonds with warrants) and investments by 


Foreign share of Korean stock 
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av to settle for a payout | 
of 70-80 US cents on the dollar. : 

Some creditors favour the idea of a 
takeover, but the person who had seemed 
the likeliest candidate, President Suharto's 
29-year-old son Tommy, has indicated he 
will not be bidding. 

In July, Tommy expressed interest in 
taking a minority stake in Bentoel, having 
earlier this year been granted a monopoly 
on the trade in cloves. Industry sources say 
he is eager to acquire equity in a major 
kretek manufacturer so that he can more 
easily offload stocks of cloves which his 
trading syndicate has built up. His bid for 
a Bentoel stake was said to be supported 
by Singapore-based businessman Tjia Eng 
Tek, who is believed to be a key member 
of the clove-trading syndicate. In early 
August, however, Tommy said he was no 
longer interested in investing in Bentoel. 

While other foreign and Indonesian in- 
vestors have been suggested as possible 
“white knights,” most bankers believe 
Bentoel will have to reach some sort of re- 
structuring agreement with its creditors 
before any capital injection is feasible. 
"Otherwise, the creditors will just grab the 
money and Bentoel will not be any better 
off,” said one banker, Selby said a restruc- 
turing agreement is unlikely to be finalised 
until next year. n 


unit trusts such as the Korea Fund. 
“These tend to be larger and more 
prominent companies in many indus- 
tries,” the analyst said. 

Foreign shareholdings in the largest 
automobile companies, Hyundai Motor- 
and Kia Motors, are well over the 10% 
limit. In the textile industry, many of the 
best-known companies are over the 10% 
ceiling. These include Tonyang Nylon, 
Kolon, Sunkyong and Cheil Synthetic. — 

The Finance Ministry says that about. 
3.35% of shares, worth Won 2.4 trillion 
(US$3.26 billion), were owned by for- 
eigners at the end of May. Just over half 
of these were direct equity stakes (such as 
joint ventures), with the balance held by 
institutional and individual investors. 

Most foreign brokers were not expect- 
ing the door to be opened wide, and the 
overall limits have been known since à 
draft of the plan was released in June. But 
the lack of transparency and the unwill- 
ingness to come to grips with sticky de- 
tails disturbs some foreign observers. 
"Based on what l've seen of this an- 
nouncement, I think they've accom- 
plished very, very little in the past three 
months," says a Seoul-based analyst. The 
original plan to open up the stockmarket 
to foreigners was proposed in 1981, but 
was not acted upon for another seven 
years, when it was announced that the 
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ings by MBf, Malaysia’ s largest 
. group of finance companies, appears 
to. have ended in a draw. Ngan Ching Wen 
appears likely to retain control of Samanda 
in exchange: for a buy-back of MBf's shares 
in the maker of adhesive-tape products, 
according to. sources. 
MBE group chief executive Datuk Loy 
Hean Hong is currently negotiating the 
sale of his company’s 32.4% equity posi- 
tion, or 11.23 million shares, in Samanda to 
à party friendly to Ngan, the. sources say. 
‘The asking price for the stake is believed to 
exceed Samanda’s average trading price on 
the Kuala Lumpur Stock Exchange in the 
past three weeks. MBf originally paid 
M$45.4 million for the shareholding. At the 
3. September closing price of M$3.50 
(US$1.26) a share, the stake would be 
worth only M$39.3 million. 
The settlement may also include a 


i A: takeover battle for Samanda Hold- 


liberalisation would take place in 1992. 

The Securities and Exchange Com- 
mission (SEC) will decide on the ceilings 
for companies on a case-by-case basis. 
Finance Ministry officials say that com- 
panies can ask to have their ceilings 
raised — or lowered — and that in prin- 
ciple no companies are off-limits to for- 
eign investment. There may be lower 
limits on stock purchases in companies 
that are considered strategic, such as the 
state-controlled Pohang Iron and Steel 
Co. and Korea Electric Power Co., as well 
as other "industries that need to be pro- 
tected," officials say. 

On paper, the plan gives scant com- 
fort to foreign investors who worry about 
being able to get their money out of the 
country quickly. Although it says that the 
free flow of funds will be allowed "in 
principle," it lists a number of exceptions 
when repatriation might be limited. 

Currency controls can be imposed 
when the government has difficulty in 
managing the current account, when 
there are sudden swings in exchange 
rates or interest rates or when there are 
serious problems in domestic or interna- . 
tional capital markets. Curbs will be put 
in place only in accordance with OECD 
and Gatt rules, says Oum Bong Sung, 
counsellor to the finance minister. He 
‘says that South Korean authorities want 
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Df appears to be retreating from Samanda bid 


stuck 


sweetener for Loy in the form of a pur- 
chase by Ganda Holdings of plantation 
assets from private companies controlled 
by a Loy ally. Ngan-controlled Ganda has 
a 13.5% stake in Samanda. 

As of 30 September 1990, Ngan and a 
relative, Ngan Ching Woo, held 7.1 million 
Samanda shares. Several directors and in- 
stitutions supportive of Ngan’s manage- 
ment of Samanda also hold substantial 
holdings in the company. 

MBE sparked takeover rumours in June, 
when it acquired its stake in Samanda in 
the open markets. The purchase struck 
observers as unusual because Loy and 
Ngan were widely perceived to be friends. 
But MBf's stake in Samanda was just below 
the 33% needed to trigger a general offer, 
leaving little doubt that Loy was manoeu- 
vring to take over the company. 

What led to the apparent falling out be- 
tween Loy and Ngan is not known. Loy 
was a founder and managing director of 
amanda, formerly named Loytape, before 


to avoid the sort of strict currency regula- 
tions which have hampered foreign in- 
vestors’ interest in Taiwan. 

The market-opening plan has been 
published at the last minute. Foreign in- 
vestors will not be allowed to make direct 
purchases of South Korean equities until 
January. But foreigners will be able to 
buy stock with the proceeds from the sale 
of converted equity from next month. 

The ministry is cautious about man- 
aging the impact of greatly expanded 
foreign-exchange flows, because the 
country’s economic prospects are cloudy. 
South Korea’s trade deficit could total 
US$8 billion this year, inflation is offi- 
cially estimated to be running at an an- 
nual rate of 10% and the financial system 
is dogged by bad loans. A plan to 
deregulate interest rates by the late 1990s 
was unveiled in August and moves have 
been made to ease foreign-exchange re- 
strictions. But these are not radical re- 
forms intended to liberalise quickly the 
repressed financial sector. 

“The important thing is that we have 
kept our promise," says Oum of the deci- 
sion to allow foreign investors into the 
stockmarket. "This is the final step of 
what was announced in [our] 1988 [mar- 
ket-opening plan], but at the same time, 
it is just the first step of the grand liber- 
alisation." a 
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he left the company more than 1 
ago. Ngan, who was one of Loy's li 
ants at the company, succeeded his fi 
boss as managing director. He is cređ 
with turning the company around 
early 1980s. 2r 
Some analysts believe Loy may h 
been trying to pressure Ngan into sl 
his company's earnings with MB. ~ 
In the fiscal year ended on 30 Septen 
ber, Samanda's consolidated pre-tax prof 
fell 18.3% from a year earlier to M$8. 
million. The company's revenue was vi 
tually flat at M$124.47 million. Analyst 
expect earnings and revenue to increas 
sharply in the next few years. — ^. 
MBf substantially increased its financia : 
obligations in August, when it took over. 
KUMB, an ailing finance company, ina. - 
M$323 million buy-out that was paid forin — 
short-term borrowings. Recent acquisitions | 
have further increased debt. p 
Some analysts are questioning whether 
the fast-moving group, which came close — 
to going belly-up in the mid-1980s, is over- 
stretching its resources. This view is not __ 
helped by the fact that MBf turned ina | 
stellar performance in the fiscal year ended. 
on 31 December. MBf Holdings’ pre-tax __ 
profit surged nearly four-fold from a year | - 
earlier to M$46.9 million on a 163.5% rev- 
enue increase to M$413.9 million. E 
Additionally, MBf in August proposed 
a 1-for-2 rights issue of 165.9 million shares 
at M$1.20 each and a 1-for-3 bonus issue — 
involving 110.6 million shares. These is- 
sues will retire only M$197 million of debt... . 
They have prompted speculation from — 
some analysts that Loy had hoped to use. 
Samanda as a cash cow to help MBf meet 
its obligations. Other analysts, however, 
believe Loy was attempting greenmail — — 
by forcing Ngan to buy back Samanda's — 
shares at a premium — to raise capital = 
Samanda responded stiffly to Loy's an= 
nouncement on 28 June that MBf was its. 
largest shareholder and that the groupo: 
should be given a requisite number of seats. 
on its board. Samanda directors soon after 
issued a press release asserting that they 
had a combined larger shareholding than 
Loy and could thwart the takeover bid. 
Analysts are divided as to why Lo 
dropped the Samanda bid. Some believ 
he lost interest because he did not want t 
get bogged down in a costly battle. Others 
say he backed off because Samanda: 
threatened legal action against him. 2 
Loy may also have been discouraged 
by a shrewd defensive ploy by Samanda. | 
In July, the company announced an 8 mik- 
lion share issue to bumiputras, or indig 
enous Malays. The issue, which has been: 
approved by Samanda's shareholders and- 
is expected to be completed soon, will di 
lute MBf's stake in Samanda to 28%. Mos 
of the new shares will be allocated t 
Samanda’s three bumiputra directors, bol 
stering their control. | 
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BANGLADESH 


Squaring the circle 


he Bangladeshi Government of 

Prime Minister Khaleda Zia has 

been cautiously trying to square 

the circle of honouring its elec- 
toral pledges and improving a fragile 
economy further battered by the nation's 
worst-ever cyclone in April and by severe 
floods two months later. 

The government's commitment to eco- 
nomic renewal was undermined when it 
announced rises in pay and allowances for 
700,000 government employees that will 
cost the exchequer Taka 9.5 billion (US$255 
million) over two years. Salary increases 
(costing Taka 4 billion) took effect in the 
fiscal year started 1 July, and extra allow- 
ances (costing Taka 5.5 billion) will be 
awarded from 1 July 1992. 

The World Bank and the IMF reacted 
strongly against the pay increases, pro- 
voking uncertainty about an immediate 
US$200 million credit pledged by the IMF. 
Both multilateral lenders favoured a wage 
freeze in the public sector until a pro- 

mme of economic reform agreed with 
Dhaka is completed in 1993. An IMF del- 
egation will visit the country in early Sep- 
tember to assess the impact of the wage 
increases on the programme. 

The government’s wage award will 
have a knock-on effect on the private sec- 
tor. The Bangladesh Employers’ Associa- 
tion and the Metropolitan Chamber of 
Commerce and Industry said the increases 
would limit the competitiveness of do- 


INDONESIAN 


mestic industries. It also complained they 
would fuel inflation. 

Apparently to placate the World Bank 
and the IMF, the government has an- 
nounced a 10% cut in incidental expenses 
in the current year’s revenue budget. The 
budget, announced in June by Finance 
Minister Saifur Rahman, projected rev- 
enues at Taka 85 billion and non-develop- 
ment spending at Taka 80 billion. A GDP 
growth target of 5.7% was set, compared 
with 3.5% in the previous year. 

Rahman estimated that the introduction 
of a 15% value-added tax (VAT) and other 
measures would raise an extra Taka 7 bil- 
lion in the current year. But the heated re- 
action to the VAT announcement by trade 
and industry bodies suggests that compli- 


The deficit grows 





LABOUR 


Organised protest 


Labour unrest in Jakarta’s industrial belt 
is worrying government officials and 
potential investors. Stoppages or 
slowdowns have occurred roughly twice 
a week since January, mostly over al- 
leged non-compliance with minimum 
pay rates. 

In the largest strike in recent memory, 
12,000 workers walked out on 1 August 
at 14 factories run by Gadjah Tunggal, a 
maker of tyres, textiles, nylon cord, shoes 
and paint. They repeated the action in 
the third week of August. 

Although they called for pay rises, the 
workers’ main demands — evidently 
partly successful — appeared to be 
higher allowances for housing, food and 


transport. The strike was unusual in that 
it was coordinated among several facto- 
ries — albeit that they are all in one 
complex in Tangerang, a satellite city 
west of Jakarta. Past actions have usually 
been limited to a single workplace. 

Some government officials believe 
workers are being manipulated for po- 
litical ends. Labour activists, however, 
say the strikes reflect genuine grievances, 
including disenchantment with the All 
Indonesia Workers Union (spsi), the sole, 
state-controlled union. 

A more radical rival to spsi, the Soli- 
darity Free Trade Union (SBM), was set 
up in September 1990, but until now has 
not been recognised by the government. 
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ance will be far short of universal. 

If the government fails to reach its rev- 
enue-collection targets, it will have to scale 
down its annual development plan (ADP) 
because foreign assistance needs to be 
matched by a commitment of domestic 
resources. The ADP for the current year has 
been estimated at Taka 64.4 billion, with 
the domestic contribution put at 14%. 

Bangladesh's dependence on foreign 
assistance for its development programme 
remains critical, though it has whittled it 
down in the current year to 869; from a 
level of nearly 99% in the previous two 
years. Rahman says the government in- 
tends the domestic contribution to the ADP 
to reach 35% in 1995 and more than 50% 
by the year 2000. 

Rahman appears to be sticking to his 
pledge to administer the necessary doses 
of economic medicine, despite the setback 
over wage increases in the public sector. 
On 29 August, he said that legal action 
would be taken against public-sector bod- 
ies, as well as private-sector companies, in 
default of bank credits. 

A raft of liberalisation measures have 
been announced to encourage investment 
from overseas and plug foreign-exchange 
loopholes. Both steps are vital if the coun- 
try is to mobilise its financial resources to 
achieve its growth targets. The government 
plans to sell shares or assets worth Taka 
500 million in the current fiscal year. 

m S. Kamaluddin 


According to an SBM co-founder, SPSI 
representatives from Gadjah Tunggal 
met SBM officials to seek support ahead 
of the strikes. Such a move, if approved 
by spsi’s leaders, would represent a new 
tack by the union. 

During the second phase of the 
Gadjah Tunggal strike, some workers 
broke office windows and damaged 
other property. At the company's re- 
quest, about 300 soldiers were sent to 
restore order. Coordinating Minister for 
Politics and Security Sudomo subse- 
quently urged Armed Forces Com- 
mander Try Sutrisno to use troops to end 
the wave of strikes, saying they could 
"disturb national stability and the coun- 
try's development." 

Other officials quickly distanced 
themselves from Sudomo's remarks, 
with Manpower Minister Cosmas Batu- 
bara pointing out that the right to strike 
is protected by law. — m Adam Schwarz 





12 SEPTEMBER 1991 


Lm | 


Manila reaches deal on 
bonds-for-debt swap 


> Manila reached an agreement in 
principle with commercial-bank creditors 
on 30 August, aimed at transforming 
US$5.3 billion of government debt to 
private institutions into 15-25 year bonds. 
An option in the agreement involves the 
raising of new funds, which the 
government hopes will amount to at least 
US$250 million. Central-bank Governor 
Jose Cuisia reported, however, that 
finalisation of the package depends on 
several conditions. One is whether Manila 
agrees to include as eligible for 
conversion into bonds the US$2.1 billion 
borrowed to finance the Philippines' 
controversial nuclear power plant. Cuisia 
said the package will also depend on 
Manila's ability to raise US$640 million 
from bilateral and multilateral sources as 
collateral for the bonds. 


Daim picked to lead 
Malaysian ‘triangle’ team 

»> Malaysia's former finance minister, 
Tun Daim Zainuddin, is to head a 
Malaysian delegation in trilateral talks on 
a "northern growth triangle" with 
Thailand and Indonesia. The 29 August 
appointment, by Prime Minister Datuk 
Seri Mahathir Mohamad, carries 
ministerial status. It is Daim's first 
significant public post since he stepped 
down as finance minister on 15 March. 
The northern triangle concept aims to 
foster economic links between Malaysia's 
northern states, southern Thailand and 
northern Sumatra. 


Mitsubishi. Volvo plan 

Dutch car venture 

> Mitsubishi Motors of Japan signed an 
agreement with Volvo of Sweden and the 
Dutch Government on 31 August under 
which each will take a one-third stake in 
a new car venture. Mitsubishi will invest 
Y70 billion (US$515 million) in the project. 
It plans to develop new models jointly 
with Volvo at a factory in Helmond, the 
Netherlands, with production due to 


begin in 1995. 


Suharto provides funds 
to set up Islamic bank 


> Indonesia's President Suharto said on 
27 August he would contribute Rps 3 
billion (US$1.5 million) as start-up capital 
for Bank Muamalat Islam Indonesia, the 
first Indonesian Islamic bank. The money, 
which will come from the Suharto- 
controlled Amal Bhakti Muslim Pancasila 
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Foundation, would be in the form of an 
interest-free loan with an undetermined 
maturity, an official of the Indonesian 
Ulema Council said. Suharto said he 
would help persuade wealthy Muslims 
also to contribute to the bank, which 
needs initial capital of Rps 10 billion to 
comply with banking laws. An Islamic 
bank does not charge interest, in 
accordance with Islamic proscriptions 


against usury. 


Shinawatra prepares bid for 
Thai phone concession 

P Fast-growing Thai telecoms firm 
Shinawatra Computer & Communications 
is setting up a subsidiary, Shinawatra 
Telephone, to bid for the 1-million-line 
privatised rural telephone concession soon 
to be offered by the government. So far 
Shinawatra is the only known bidder for 
the project. Shinawatra is also planning to 
take a large minority stake — possibly as 
much as 35% — in telecoms equipment 
maker Data General (Thailand), according 
to reports. 


Business indicators 


US television networks 
to use Indonesian satellite 


»> Cable News Network and ESPN 
International, an all-sports channel, 
announced on 27 August that they would 
lease space on Indonesia’s Palapa satellite 
for broadcast throughout Southeast Asia. 
The two US networks said they had 
reached preliminary agreement to 
broadcast their programmes in Indonesia 
via Rajawali Citra Televisi Indonesia, a 
privately owned station partly controlled 
by President Suharto’s second son. An 
Information Ministry official said 
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broadcasting permits had not yet been 
issued to the US companies. 


Japanese ministry report 
contradicts Nomura evidence 
»> Japan's inquiry into share scandals was 
given a new twist on 2 September by a 
government report that contradicts public 
testimony by Setsuya Tabuchi, former 
head of leading broker Nomura Securities. 
The report, submitted to an ad hoc Diet 
Committee on Securities and Finance by 
the Ministry of Finance, alleges that 
Nomura illegally manipulated the price of 
Tokyu Corp. shares on behalf of Susumu 
Ishii, former head of the Inagawa-kai 
crime syndicate, who died on 3 
September. Tabuchi had denied such 
manipulation in evidence to the 
committee. The report says Ishii began 
selling Tokyu shares in November 1989, 
earning a profit of Y800 million (US$5.9 
million). 


Indian model adopted for 
Malaysian ratings 

P» Malaysia's central bank is moving to 
set up the country's first corporate ratings 
agency, to be called Ratings Agency 
Malaysia. Although it commissioned a 
feasibility study from New York-based 
Moody's, the Malaysian authority has 
chosen not to copy the US system of 
uninvited scrutiny on behalf of the 
investor. Instead it has turned to Bombay- 
based Credit Rating Services of India Ltd 
(Crisil) for advice and training. Crisil 
carries out ratings only on invitation, and 
charges fees for the service — an 
approach it feels is suited to Third World 
markets, where corporate and political 
skins are thin, published data is patchy, 
and the investor market for ratings is 
undeveloped. 


Ho and Yaohan announce 
finance for Macau project 


> Macau gambling boss Stanley Ho and 
Yaohan International, the Hongkong- 
based Japanese retailing group, 
announced on 3 September the imminent 
signing of a HK$300 million (US$38.4 
million) loan to finance a shopping centre 
in the Portuguese enclave. The complex 
will be operated as a 50:50 joint venture 
between Ho's Shun Tak Holdings, which 
has extensive gambling, hotel and 
transport interests in Macau and 
Hongkong, and Yaohan. The funds are to 
be provided by a Japanese-led consortium 
of six banks. Yaohan chairman Kazuo 
Wada said total investment would 
amount to HK$456 million. 
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Join the Citiclub 


hat matters more — cash or 
control? The immediate con- 
clusion to be drawn from the 
HK$6.9 billion (US$885 mil- 
the privately held Hongkong giant Hane 
Chong Investments is that it depends on 
. | who you are. If you are Citic, control is 
| crucial. If you are Li Ka-shing, getting the 
| money is the important thing, though the 
_ political dividend to be had from an alli- 
* | ance with China's foreign investment body 
^. | must be welcome, too. 
| Citic Pacific has 36% of the consortium 
| while Li has 19%; Chow Tai-fook Enter- 
| prise, the private vehicle of New World 
| Development chairman Cheng Yu-tung, 
| has 18%; Peregrine Brokerage has 8%; and 
| Robert Kuok’s Kerry Trading indirectly has 
7%. 
| Citic Pacific has to find HK$2.5 billion 
| for its stake, so it is issuing 430 million new 
| shares to institutional investors, and 865 
_ million new shares that will be bought by 
| Citic Pacific existing shareholders Citic 
e | Hongkong and Kerry Holdings. This will 
| enlarge its share capital by 53.6%. 
a | At HK$1.55 each, the new shares are 
(|| being issued at a 6.6% discount to the 
l stock's last closing price. But more to the 
| point, given the composition of the con- 
| sortium, the price is exactly equivalent to 
the strike price of the HK$250 million Citic 
| Pacific convertible bonds which Li and 
| Kuok bought just a month ago. 
| The bid for Hang Chong will doubtless 
| succeed — the only question being how 
| many of Hang Chong’s widely dispersed 
| shareholders will refuse the offer. Irrevo- 
| cable commitments amounting to 44.3% of 
| Hang Chong's shares had been received 
| the morning after the announcement. 
| Citic Pacific is buying itself a "hong" 
| "whose roots reach deep and wide into 
Hongkong's commercial life, as well as a 
| real-estate portfolio stretching from Tokyo 
| to Manhattan. 
. Citic Pacific, 49%-owned by Citic 
| Hongkong, will certainly control Hang 
| Chong. But though Citic gets control, the 
person who stands to profit most is Li. 
- With a 5.4% stake in Citic Pacific, Li ends 
| up with a 20.9% beneficial ownership in 
| Hang Chong, compared with Citic 
| Hongkong’ s 17.7% and Kuok's 14.2%. And 
that is without taking into account Li's 
cordial relations with fellow consortium 
member Peregrine. 
Whether Li learns to enjoy the life of a 
| minority shareholder under Citic remains 
| to be seen. But he ought to, since the in- 
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terests of Citic and Li dovetail. While Citic 
is primarily interested in Hang Chong's 
operating divisions, Li surely has his eye 
on its property asset. 

With the (admittedly distant) exhaus- 
tion of the landbank owned by Li's Cheung 
Kong, the timing of the Hang Chong deal 
could not be better. Hang Chong's prop- 

erty assets in Hongkong include a 2.5 mil- 
lion ft" site in Shatin and 1 million ft? or so 
of land in the New Territories and on 
Lantau Island. Bi Michael Taylor 


Indonesian textile giant Argo Pantes has 
become a front-runner among Jakarta’s 
listed companies in the 1991 Fabulous 
Forecasting contest, no mean achievement 
given the stiff competition. On 28 August, 
the company announced a first-half profit 
of Rps 10 billion (US$5 million), a meagre 
11% of its projected full-year earnings. 
What was left of investor confidence on 


Like a stone 





the Jakarta Stock Exchange (SE) promptly 
got up and went home. The market index 
slid to 299,8 on 3 September, down 38 
points from the beginning of August and 
more than 56% lower than the high point 
reached in mid-1990. Foreign brokers, who 
had been singing the praises of Argo 
Pantes, took the news badly. "It's a major 
betrayal,” was one verdict. 

The company revised its 1991 profit 
forecast downward by a whopping 69% to 
Rps 27 billion. Its stock nosedived from 
Rps 7,350 on 28 August to Rps 3250 the 
following day. According to Jardine 
Fleming, it will look reasonably priced at 
Rps 2,500. 

Argo Pantes raised about US$80 million 
in December in its initial listing on the JSE. 
At least three brokerages carried out stud- 
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ies of the textile industry and singled out 
Argo Pantes as one of its best bets. Several 
brokers say they spoke to Argo Pantes ex- 
ecutives as late as early August and were 
told that all was well. The company has 
blamed its performance on a tightening of 
margins on yarn sales and some trouble 
with its machinery. 

Brokers were less concerned with the 
truth of Argo Pantes' excuses than with 
the brazenness the company showed in 
keeping its true results a secret. "The 
question is whether Argo Pantes wilfully 
misled investors, or is it the case that its 
information systems need to be completely 
readjusted?" asked Eric Louis, president 
of Carr Dharmala Securities. "] would 
rather believe the second alternative." 

More fundamental than the quality of 
management-information X systems, 
though, is the misunderstanding among 
Jakarta market players about how a stock 
exchange works. To be successful, an ex- 
change needs at least some degree of trust 
between issuers and investors. In Jakarta, 
that trust has all but evaporated. 

u Adam Schwarz 


The collapse of Japanese property firm 
Maruko Inc. owing X289 billion (US$2.1 
billion) may look like just another casualty 


in a real-estate market littered with corpo- 


rate corpses. But Maruko's demise shows 
that another unwritten rule of Japan Inc. 
has been changed, because this is thought 
to be the first time that convertible bonds 
issued by a lapanese company with the 
implicit backing of a top Tokyo bank have 
been allowed to become worthless. | 

When investors bought Maruko's Sfr 
150 million (US$100 million) worth of con- 
vertible bonds in the Euromarkets in July 
1990, they knew full well that the firm was 
not in the best of health, with yields on the 
bonds to match (50% at the peak late last 
year). Maruko's stock of unsold apart- 
ments rose by 70% to ¥140 billion worth in 
the year to September 1990, and debt 
climbed by half. Also, Nomura had earlier 
turned down an approach to underwrite 
an equity issue on Tokyo's over-the- 
counter market. 

But they bought the (uncollatera- 
lised) convertibles on the assumption that 
Maruko's main banks — Mitsubishi Trust 
and Long-Term Credit Bank — stood by 
the property company. There was no 
guarantee from the banks, explicit or 
otherwise. Just the knowledge that no 
Japanese issuer had ever gone bust. 

ii Robert Delfs 
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In just three years Peregrine has become opportunities for some of the region's 
Hong Kong's leading financial adviser, and a largest companies and the world's most 
. major force in Asian markets. It’s been achieved successful funds. In equities, corporate finance 
. with a rare combination of talent, vision and and a range of financial services you can lookto 
: | quick reflexes. Our core group of professionals Peregrine fora keen [| 
< have built a reputation for spotting Asian insight into Asia. 


: HONG KONG * SINGAPORE * PHILIPPINES * THAILAND * INDONESIA * MALAYSIA * AUSTRALIA * LONDON e NEW YORK 





Arnold Palmer today attacks 
the business world with the 
same boldness that took him to 
the top in the game of golf. He 
is determined, resourceful and 
willing to take chances - but 
always calculated ones. 

Palmer is involved with, quite 
literally, dozens of enterprises 
around the world, frequently 
flying to meetings seated at the 
controls of his private jet. 

One of his most important 
and continuing activities is the 
designing and landscaping of 
golf courses. The Chung Shan 
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Palmer and Rolex. The essence of success. 


course is easily the most un- 
usual example, being Chinas 
first new golf course since the 
late 1950s. 

In addition there are Arnold 
Palmer golf clothes, golf clubs, 
an aviation chartering service, 
property developments — and 
much more. 

Behind Palmersaffable smile 
that made him a television hero 
is a very astute business mind 
that always pays attention to 
minute details. 

Palmer is still a force to be 
reckoned with when he takes 





up the clubs, both attracting the 
crowds and presenting a formid- 
able challenge to the leaders. 

Keeping Arnold Palmer on 
time is a very important assign- 
ment. It is a task he entrusts to 
his gold Rolex Oyster Day- 
Date. "I get as strong a feeling 
of tradition from my Rolex as I 
do from a great golf course,” he 
says. "My Rolex does the job 
supremely well.” 

From a man who doesnt 
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waste a minute, this 


is the supreme 
compliment. 
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The Swire Group 


1991 Interim Results - Highlights 


Consolidated results — unaudited: 


Six months ended 30th June 


1991 1990 
USSM USSM 


Turnover — 1,927 1,799 


perat 278 289 
let finance charges 38 32 
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- Net operating profit 240 257 
Associated companies 19 13 


Profit before taxation 259 270 
Taxation 38 29 


Profit after taxation 221 241 
Minority interests 81 100 


Profit attributable to shareholders 140 141 


Earnings per share: 
‘A’ shares 8.826 8.86€ 
'B' shares 1.76€ 1.77€ 


Interim dividends per share: 
'A' shares 2.95¢ 2.95¢ 
‘B’ shares | 0.59c 0.59€ 


Note: The results of the Group have been translated from Hong Kong dollars, its currency of account, into United 
States dollars at an exchange rate of HK$7.76=US$1 (1990: HK$7.80-US$1), the approximate tree rate of exchange 
at 30th June 1981. 


Prospects 
The slightly lower level of Group profits for the half-year was principally due to a downturn within Cathay Pacific 
Airways, which more than offset strong performances elsewhere, notably in the property and industries divisions. 
The environment in which the airline is operating is, however, slowly becoming more favourable and its results 
should improve in the second half-year. The growth seen in investment property income should continue, with 
higher overall profits being achieved within the property division for the full year. Better results are expected from 
the remaining divisions, with the industries division in particular likely to show a sharp improvement over the 
previous year. 

| expect that dividends for the full year will be not less than those paid in respect of 1990, 
The interim dividends are payable on 9th October 1991 to shareholders registered at the close of business on 30th 
September 1991; the share registers will be closed from 26th September 1991 to 30th September 1991, both dates 
inclusive. 


D A Gledhill 
Chairman 
Hong Kong, 29th August 1991 








CLASSIFIED ADVERTISEMENTS 


Y 
in i 
ie) 
U 
® 
> 
< 


PROJECTS/COMMERCIAL DIVISIONS 


PRO SPECIAL 


A superbly positioned 
development site in central 


Surfers Paradise, Gold Coast 
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@ Existing approvals: Tourist and recreational facilities, retail area, telecommunication 
centre and restaurants. € Possible use: A 3 to 5 star International Hotel with shopping 
centre @ Location: Gold Coast Highway, Surfers Paradise @ Land area: 5713m? 

@ Zoning: “Special Facilities, Tourist and Accommodation" 


Contact John Doak, Special Projects Division, 
Phone (075) 88 0088 Facsimile (075) 92 1632 





Dedicated to Service 


AUCTION: Tuesday October I, 1991 at | lam. 
e Ramada Hotel, Surfers Paradise. 
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For QUALITY response... 
advertise in this section 






Investment Opportunities 


BY TEN Io Eb HR 


HOTELS FOR SALE 


HOTEL ROXBOROUGH 
A 144-room hotel in Downtown 
Ottawa, Ontario, Canada 
Asking Price $7.3 million 


OLD STONE INN 
A 114-room hotel in 
Niagara Falls, Ontario, Canada 
Asking Price $7.2 million 


Tenders for separate outright purchase 
must be received by: 
12:00 noon (E.S.T.), September 25, 1991 
For complete information, please contact: 


c JOLKE E Rs 


LAY NR infa 


BILL STONE 


Colliers International Hotel Realty 
Phone: (416) 777-2200 Fax: (416) 777-2277 


Colliers Macaulay Nicolls (Ontario) Inc. Realtor 





AN EXTRA HAND v 
FOR ONLY US$13.95* 
Yes, that's exact i) what Grippa 
is - an extra hand to hold copy at 


a height and position that's 
 perfectfor you. ge 


. * Reduces back and 
neck aches: 
* Reduces eye strain fi, 
| + Uses ro desk space E “gy 
«Folds away neatly —W 
* Fixes left or right 
* Non-magnetic 


Yes, here's my check for$ — 

Grippa copy holders. Mail them to: 

Name 

Company 

Address E 
| City & Country ... PO Code 
L Make check payable to Telesis Investment Ltd., mail to GPO Box 11163, Hong Kong 
SATISFACTION GUARANTEED, OR YOUR MONEY BACK — 0912 
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INVEST IN INDONESIA? 


Need joint venture partner, Set 
up rep office, Arrange technol- 
ogy transfer, Require business 
HQ services and contacts 
while in Indonesia. P T ANA 
RATUMAS, Tel & Fax 62-21- 
5304765 P O Box 7302, JKBMI 
11073, INDONESIA. 


BUSINESS ADMINISTRATION 
DEGREE COURSES 


Private non-traditional University offers 
external Bachelor and Master of Business 
Administration courses. Also Doctorate 
Ph.D programme. There are no residen- 
tial requirements and the courses may be 
taken anywhere in the world. (UK unap- 
proved). Full detais from: 


Neil Gibson & Company, Dept. FER/1, 


PO Box 3, re A Suffolk, England. 
Fax: +44/787-278478 


If you have something 


to say... Say it 
in the Classifieds! 





Sections 


The classifications available in 
this section are as follows; 
when booking, please state 
your requirements: 


Appointments 

Business Equipment 

Business Opportunities 

Business Services 
Conferences & Exhibitions 

Courses & Seminars 

Education 

Fellowships 

Hotels & Accommodation 

Investment Opportunities 

Notices 

Personal 

Property 

Positions Wanted 

Publications 

Residential Schools 

Universities 











Appointment 


THE AUSTRALIAN NATIONAL |. 
UNIVERSITY. RESEARCH FEL of 


LOW, GENDER RELATIONS. | 
PROJECT, RESEARCH SCHOOL. D 


OF PACIFIC STUDIES. From 
early 1992 the Research |— 
School of Pacific Studies is - 
embarking on à new project on 
Changing Gender Relations in 
the Pacific and Asia: Work, Re- 
production, Migration and the 
State. Applications are invited 
tor a position of Research Fel- 
low, tenable for three years. 
The applicant should have a 
strong research interest and 
publications record in the study 
of women or gender relations 
in the Asian region, from the 
view point of anthropology, de- 
mography, economics, history, 
human geography, politics or 
sociology. Although the ap- 
pointee will have a disciplinary ..| 
location within RSPacS, they 
should also have a commit 
ment to and capacity for inter- 
disciplinary work. As well as 


pursuing a program of research: 


and publication, the appointee 
will need to be involved in fos- 
tering collaboration within the 
School and the University, and 
with researchers elsewhere in 
Australia and the region. They 
would also assist the project 
leader in the organisation of 
workshops and conferences 
and assist in preparation and 
editing of project publications. 
The position is tenable from 
March 1992. 


Further particulars: Please ob- 
tain these before applying from 
the Schoo! Secretary, He- 
search School of Pacific Stud- 
ies, Australian National Uni- 
versity, GPO Box 4, Canberra, 
ACT 2601, AUSTRALIA. Tel- 


ephone: (61 6) 249 2678 or ^ 


FAX: (61 6) 257 1893. Closing 
Date: 8 October 1991 Ref: PA 
21.8.1 SALARY: Hesearch 
Fellow; | AUS$33,163 
AUS$43,096 pa. 
APPLICATIONS should be sub- — | 
mitted in duplicate to the Reg- -4 


istrar, The Australian National - |. 
University, GPO Box 4, Can I: 


berra ACT, 2601 AUSTRALIA 
quoting reference number and 
including curriculum vitae, list 
of publications and names of at 
least three referees. The Uni- 
versity reserves the right not to 
make an appointment or to ap- 
point by invitation at any time. 
THE UNIVERSITY IS AN EQUAL 
OPPORTUNITY EMPLOYER 








BUSINESS AFFAIRS 


RESEARCH 


AND 








INNOVATION 


Beg, steal or borrow 


hat are the primary qualities 

of an engineer? To some, it 

would be originality. To oth- 

ers, the ability to solve prob- 

leta. To a different camp, it would be at- 

tention to detail. But while these are the 

qualities that engineering schools tend to 

reward, they are not necessarily what the 
real world wants. 

Originality is not much of a virtue if 


| existing solutions are better. If possible, it 
_ makes sense to avoid problems rather than 
| have to solve them. And it is debatable 
| whether precious design time should be 
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spent on details that do not affect cost, 
quality or performance. 

In the race to get products to market, an 
engineer's greatest skill may lie in copying, 


_ cheating and cutting corners. But how can 


such useful skills be encouraged? Instruc- 
tors at engineering schools in the US and 
Japan believe that the answer is to organise 
design contests. 

For the past 20 years, the mechanical 
engineering department at the Massachu- 
setts Institute of Technology (MIT) has or- 
ganised contests to teach its first-year stu- 
dents the practical aspects of design. Every 
year, more than 200 young would-be en- 
gineers are issued with a box containing 
assorted gears, motors and other parts. 

Out of these, they have to construct a 
machine to perform a simple task, such as 
a tug-of-war against another machine. At 
the end of the year, the machines compete 
against each other in a tournament to de- 
termine the most effective design. 

For the past 10 years, students at the 
Tokyo Institute of Technology (which likes 
to be known as "Tai-tech") have had their 
own contest. Working in groups of eight or 
nine, they build miniature sumo wrestler 
robots whose object is to knock each other 
over or out of a ring. 

Then, last year, the two schools decided 
to bring the winners of each contest to- 
gether in Tokyo for a sort of student design 
world series. To encourage collaboration, 
each team was to consist of one US and 
one Japanese student. 

During preparations for last year's con- 
test, several interesting differences in ap- 
proach emerged. One was a US preference 
for rapid prototyping. The MIT students 
tended to start building right away. If their 
machine did not work, they would figure 
out what had gone wrong and fix it. By 
contrast, the Japanese tended to start by 
making drawings and doing calculations. 
, Only when the deadline loomed would 
| they start cutting metal. 


The differences disturbed professors 
from both institutes. Mrr's Harry West felt 
that the Americans were too untidy. While 
the US machines were functional, they 
looked scruffy. In the Japanese machines, 
all the nuts and bolts were the same size, 
there were no odd angles, and many of the 
robots were aesthetically pleasing. 

For his part, Tai-tech's Masashi Shimizu 
felt that the Japanese lacked the confidence 
to try out their ideas. And they were fur- 
ther handicapped by an inability to express 
themselves. 

American engineering students need to 
be self-reliant. After graduation they can 
expect at best only a few months of on-the- 
job training. Their Japanese counterparts 
receive an average of around seven years 
of further education at their companies. 

Last year's contest was so successful 
that the two institutions decided to turn it 
into a regular fixture. In August, contest- 
ants were brought together (again in To- 
kyo) and asked to build a robot capable of 
collecting different types of rubbish — 





The winning robot and its designer. 


cans, plastic bottles and cartons — and de- 
positing each type in a separate bin. The 
winner was a design that featured an arm 
at the back for gathering the trash and a 
scoop at the front for picking it up and 
depositing it. 

This year, each team consisted of four 
members. Joining participants from MIT 
and Tai-tech were the winners of contests 
at Cambridge University, England, and at 
Darmstadt Technical School, Germany. In 
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addition to having lots of fun, the students 
also learned some lessons that are not 
taught in classrooms. One was the impor- 
tance of collaboration. 

Engineering is a fundamentally col- 
laborative process. It is also an increasingly 
international occupation. In many coun- 
tries, multinational design teams are now 
the rule rather than the exception. 

And in the West at any rate, engineer- 
ing is no longer an all-male preserve. The 
leader of the winning team in this year's 
contest was a Chinese-American female, a 
fact that MIT's West in his post-contest re- 
marks was at pains to point out to the al- 
most entirely male Japanese audience. 

But perhaps the most important lesson 
that the students learned was to keep a 
close eye on the competition. Figure out 
which is the key technology and then copy 
it, if possible adding improvements. 

Last year's contest — the aim of which 
was to move tennis balls from one place to 
another — required robots that packed a 
powerful shove. The key technology 
turned out to be a belt that harnessed the 
back wheels to the front, like the tracks on 
a bulldozer. In their individual contests, 
many of the MIT machines used this idea, 
whereas none of the Japanese did. In the 
combined contest, tracks were ubiquitous. 

This year, it was one of the Tai-tech 
students who came up with the key inno- 
vation. What was required was an instan- 
taneous switch from forwards to sideways 
movement. The solution was a simple 
pneumatic-driven pivot. By the time of the 
contest, pivots had spread to the machines 
of several other teams. 

In most countries, a design contest be- 
tween students of mechanical engineering 
would generate a modicum of media inter- 
est. In Japan, it was front-page news. Part 
of the reason was the Japanese title for the 
contest, "robo con," an abbreviation for 
"robot contest." The Japanese have long 
had an infatuation with the mechanical in 
general and the robotic in particular. 

When NHK, Japan's national broadcast- 
ing corporation, televised last year's con- 
test, it drew a prime-time audience of 
around 14 million. This year's figures could 
go even higher. If they do, it will be to the 
delight of the contest's sponsors, NEC 
Corp. The 30 overseas students plus their 
professors were flown over and accommo- 
dated in Tokyo at the company's expense. 
With Japan suffering from a chronic short- 
age of engineers, companies such as NEC 
are keen to encourage young people to 
enter the industry. m Bob Johnstone 
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Will you want the expertise and Yet we are the first to recognize the 
far-sightedness that keeps you ahead in you importance of each individual, and the 

the markets? value of every business partnership. , 
Or the strength and stability offered by In Asia and around the world, the | 
an organization long on tradition? speed of our reactions combined with ] 
At Dai-Ichi Kangyo Bank, we have both. look our sense of traditional values gives us 

We were the first bank to be established an edge you can rely on. 

in Japan, and are today the country's When the choice of financial partner is 


yours, choose wisely. 
Yours should be the most reliable 
partner there is. 





largest. 
We have massive resources to call on. And for? 
è 


the broadest range of services available. 





Your most reliable partner 


DAI-ICHI KANGYO BANK 


Head Office: 1-5, Uchisaiwaicho 1-chome. Chiyoda-ku, Tokyo 100, Japan Tel (03) 3596-1111 














| Network in Asia and Oceania | Branches in: Taipei, Seoul, Singapore, Hong Kong 
Representative Offices in: Jakarta, Kuala Lumpur, Bangkok, Beijing, Shanghai, Guangzhou, 
Dalian, Bombay, Sydney, Melbourne Subsidiaries: DKB Asia Limited, Chekiang First Bank Lid. 
DKB Futures (Singapore) Pte Ltd DKB Merchant Bank (Singapore) Limited, | 
PT. Indonesia Dai-ichi Kangyo Bank, Dai-ichi Kangyo Australia Limited 
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. the Australian media has campaigned to 


| drug trafficking, it is at their own risk. We 


| Exile in Disneyland [7 Sept. 1989], that 


a eal 
LETTERS 


Dented egos cloud debate 
Uninformed rhetoric of the type expressed | 
by Shair Mohamad Nor [LETTERS, 29 Aug.] | 
does little to further the interests of either 
Malaysians or Australians. To suggest that | 





self-exultation and shows a complete lack 
of understanding of the basis of the demo- 
cratic process. | 

I’m delighted that “any Malaysian can 


single out Malaysia for criticism is an act of 


| guess what the ulterior motives of the 


Australian media are" — I wish they'd tell _ 
us. For more than a decade we have 
viewed the Australian press with consider- 


| able bemusement, derision and mostly in- | 


difference. With few exceptions the press | 
are uninformed, inadequately researched, 
arrogant and unprofessional. Many Aus- 
tralians are highly critical of their media's | 
approach and we would be delighted for | 
our Malaysian friends to assist with any | 
substantive critique that improves matters. - 
However, Australians can never shrink 
from the rights of all people to freedom of 
speech, further we make no apologies for 
our humanitarianism. It is farcical to sug- 
gest that we apologise because certain egos | 
are dented by free expression. Inflamma- 
tory statements that this free speech 
threatens another nation's independence | 
and rights underestimates the resilience of | 


_ its own people. 


Remember that we suffer our press far | 
more than anyone else does and if certain 
elements choose to claim a ubiquitous tele- | 
vision series as their own, we are flattered; 
if politicians accumulate wealth, we accept 
the fact; if Australians are convicted for 





should not allow political and media hy- 
perbole to interfere with fact, substance 
and the expression of free thought and 
speech. The citizens of both our nations 
must not follow blindly such manipulative 
outpourings. 

As our many Malaysian friends know, 
the Australian people request no forgive- 
ness for a situation they have no control 
over and even less interest in hypersensi- | 
tive threats of reprisal. 

Think again sir, lest real friends grow 
impatient. 
East Melbourne 


BILL BEATON | 





Shackled freedom 
Two years ago, the REVIEW published a 5TH 
COLUMN essay by Kenneth Roth, entitled 





detailed the plight of Chia Thye Poh, one 
of the longest serving prisoners of con- 
science in the world. The article explained 
that, while Chia had been released from | 
the Whitley Road Detention Centre where 
he had spent more than 22 years without | 
charge under the Internal Security Act 

| 
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Walls against water. Critical engineering work saved the San Esteban dam in northern Spain by repó 








ere cracks with special fillers and waterproof coatings based on resins from Shell Chemicals. 
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lightweight, built for speed. 
An impressive 2.5" 60MB hard disk 
drive. 8O386SX'"* microprocessor 
operating at 20MHz - ample capacity 
to handle processor-intensive tasks 
and programs like Microsoft Windows ** 
version 3.O. Handsome VGA*** com- 








patible backlit LCD display. Built-in 3.5” 
FDD. Panasonic's CF-370 Notebook 
Computer. Smaler than a laptop with 
the power of a desktop. 


* 386 and SX are trademarks of Intel Corporabon 


**Microsott Windows is a trademark of the Microsoft 


Corn waton 


**VGA ıs a trademark ot International Business 
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(IA), he had TN exiled to Sentosa Island. 
He was forced to live in a one-room build- 
ing and given a low-paying government 
job. 
. In September 1990, the government 
gave Chia permission to leave the island 
each day between 6 a.m. and 9 p.m, but 
he still must return to Sentosa at night and 
cannot leave the country. A government 
restriction order dating from November 
1990 prohibits him from making public 
statements without the approval of the In- 
ternal Security Department (ISD) and from 
meeting with former ISA detainees. He is 
not allowed to join any association or take 
art in political activities. To accept any job 
offer he must get the approval of the ISD. 
Chia's treatment belies government 
claims of a more open society in Singapore. 
JAMES D. ROSS 
Asia Program 
Lawyers Committee for 
Human Rights 





New York City 


Trampled rights 

Since the 1986 “Edsa Revolution” in the 
Philippines, the Philippine Government 
has assured us of the improving human 
rights situation in that country. 

The recent arrest of Filipino journalist 
Roberto Roldan on 21 August makes 
claims of media freedom and respect for 
human rights in the Philippines a farce. 
Roldan is well-known to many Australians, 
both personally through his visits to this 
country, and through his involvement in 
impressive documentaries such as Philip- 
pines, My Philippines, and with ABC Ra- 
dio’s Indian Pacific. In the Philippines, he 
has been working on development and 
training videos. He has lived and worked 
openly in Manila, making no attempt to 
disguise his involvements, as they are per- 
fectly legitimate. 

Despite this, he has been arrested by the 
Philippine military, and is currently being 
held incommunicado, except for a one- 
hour visit from his father. He is being kept 
blindfolded and handcuffed and there is 
deep concern among his colleagues that he 
may have been tortured. 

And why? Because he has been a com- 
mitted. and astute journalist? Because he 
said the “Edsa Revolution" had not ful- 
filled its promise to the impoverished ma- 
jority of Filipinos? 

. Roldan’s arrest is illegitimate, and of 


deep concern to a nation such as Australia. 
that is currently training the Philippine . 








n litary. Our government should be pro- 
t ting about this disturbing detention, and 
questioning its own involvement in train- 
ing Roldan's captors. 
On 21 August, the freedom of the me- 
lia in the Philippines was trampled as 
learly as Roldan's human rights were. Let 
s not continue to support this situation. 
Aelbourne KATHLEEN MALTZAHN 
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China by any other name 
Why do you constantly refer to the Repub- 
lic of China as "Taiwan"? Why do you re- 
fer to the other China, the so-called Peo- 
ple's Republic of China, simply as "China" 
as if the Republic of China did not exist? 
There are two Koreas and until recently 
there were two German states, the German 
Federal Republic and the so-called German 
Democratic Republic. There are two Chi- 
nas. 

To pretend otherwise is shoddy jour- 
nalism and totalitarian propaganda. 
Seattle SAMUEL WOLF 


Repatriate Buddhist refugees 

I was pleased to read about the Accord on 
repatriation of Lao refugees in your 11 
July issue. 

I would like to bring to your attention 
that more than 75,000 Buddhist tribal refu- 
gees are facing many hardships in camps 
in the Indian state of Tripura. A similar 
accord should be drawn up by India, 
Bangladesh and Buddhist tribal leaders 
and the UNHCR. 

Buenos Aires K. S. ROY 


No crimes in nursery rhymes 
Anna Kaye's review of Cecil Rajendra's 
Papa Moose's Nursery Rhymes for Our Times 
[BOOKS, 22 Aug.] aroused my interest in 
the same way the Ayatollah Khomeini sent 
me out looking for a copy of Salman 
Rushdie's Satanic Verses. 

What was so terrible about Rajendra's 
book? What made your reviewer so angry? 
What awful literary sacrilege did he com- 
mit? I just had to find out. 

] managed to purchase a copy of the 
book and, honestly, I do not know what all 
the fuss is about. 

It is a charming little book — with de- 
lightful illustrations, I might add — which 
uses the nursery rhyme form to comment 
about various aspects of the world we live 
in. In the same way that traditional nurs- 
ery rhymes made social and political com- 
ment on events and personages in bygone 
days. 

There is a lot of wit and humour in 
Rajendra's versions and 1 am sure he had 
his tongue in cheek most of the time he 
was penning his rhymes. 

Talking of rhymes, I also found that 
many of Rajendra's versions followed the 
original nursery rhymes closely in struc- 
ture and rhyme scheme. So what does 
Anna Kaye mean when she says that they 
do not rhyme or scan? 

Anyway, my wife and children also had 
great fun reading Papa Moose's Nursery 
Rhymes for Our Times and I hear it is doing 
well in schools. 

Seriously sir, methinks n lady doth 
protest too much! ij 
Malaysia 






ROBERT LIM 
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. region's 


| ENVIRONMENT 


processes 37 


Regional Affairs 





` Philippines : US Bases 


In the run-up to the 16 September 
deadline, the Philippine Senate gears up 
to reject the treaty on US bases in the 


country 10 


-Foreign Relations : Japan-US 
Tension mounts between the two 


countries over alleged sales through 
Japan of US aeronautical spare parts to 


Iran in 1984-87 10 
Thailand : Constitution 


Politicians criticise the junta for tailoring 
the new constitution to extend its power 


even after the next election 12 


INTELLIGENCE 


Market Share 


Abu Dhabi's investment arm, 


company. Talks between former 









For most of the 


governments, 
protecting the 
environment has 
long been viewed 
as a luxury — if not 
a hindrance — in 
the race to develop 
their economies or 
simply feed their 
growing populations. This attitude is 
now giving way to the recognition that 
environmental damage does more than 
«= simply spoil the view, but threatens the 
underpinnings of economic progress and 
poses a physical danger to those exposed 
to an increasingly noxious brew of 
pollutants, contaminants and industrial 


International Petroleum Investment Co., 
is negotiating with South Korean refiner 
Kukdong Oil to buy a 20% stake in the 


Kukdong chairman Chang Hong Sun, 
who still controls 47.5% of the company, 
and the Abu Dhabi interests have 
reached an advanced stage, and a deal 
should be completed by the end of the 
year. Chang was recently forced from 
his position after an inconclusive battle 
for control of the company with the 
honorary chairman of the giant Hyundai 
business group, Chung Ju Yung, who 
controls an equal share of Kukdong. 
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Japan : Party Politics 

The ruling party heads towards a | 
leadership showdown in October, but 
party factionalism and financial scandals 
are likely to complicate challengers' 
efforts to oust Prime Minister Kaifu 13 


Vietnam : Education 

The country's education system is in a 
mess. Teachers in government schools 
are poorly paid and lack motivation. 
After paying the teachers, the education 
budget has little left to spend on books 
and classrooms, so the communist 
government allows private schools to 
operate. But even those with schooling 
find jobs hard to come by 20 


Malaysia : Sarawak Polls 
As ethnically diverse Sarawak state 
prepares for elections, all eyes are on the 
growing challenge posed by the Ibans, 
who feel they have been denied their 
rights as the state's largest ethnic 

group 22 


Foreign Relations : India- 
Soviet Union 

The abortive coup in 
Moscow and the subsequent 
unravelling of the Soviet 
Union throws Indian 
economic and foreign policy 
into disarray and accentuates 
growing difficulties in a 20- 
year treaty relationship 24 


Vanuatu : Government 
Independent Vanuatu's first 


Middle Eastern oil producers have been 
keen to buy into refining and distribution 
companies in South Korea, Japan and 
elsewhere in East Asia in order to secure 
guaranteed shares of these booming oil 
markets. Saudi Aramco earlier in the 
year bought 35% of Ssangyong Oil, one 
of Kukdong's competitors. Aramco is 
also looking into building an oil refinery 
in Japan in conjunction with Nippon Oil. 


Eastern Attraction 


Vladivostok, the base of the Soviet Pacific 


fleet, plans to build a bigger port to meet 
the needs of the increased trade expected 
with the opening-up of the Soviet Far 
East to foreign business and investment. 
The present port, with a handling 
capacity of about 10 million tonnes a 
year, is used mainly by the military. 
Sources said the new port, with a 
capacity of 12-14 million tonnes, will be 
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ande cy p prime minister, Walter Ln is 
 ousted in a parliamentary: v vote of no 
confidence aa ee 












Volcanic debris piled precarious on he 
slopes of Mt Pinatubo pose new t : 
for the hundreds of thousands of people 
left homeless by the volcano’s $: eruption | 
in June 26 TN 


Pakistan : Scandals 

Several major credit cooperatives with 
links to Punjabi politicians from the 
ruling alliance go bankrupt and Bhutto's 
opposition party makes political capital 
out of it 27 


Thailand : Buddhist Honours T 

The Burmese Government honours top 
Thai Buddhist monks, but the move e 
meets with displeasure in Thailand . 
because of Rangoon's harsh treatment of 
its own clergy 28. =. 





for civilian use and that foreign 
investment will be welcomed. 


Flying High 

Indonesia’s national airline, Garuda 
Indonesia, has expressed interest in 
purchasing a stake in Australian 
Airlines, a 100% state-owned airline up 
for sale as part of Australia’s 
privatisation programme. Other regional 
airlines, including Singapore Airlines, 


have also expressed interest. Australian 
Airlines is variously valued at US$400- 


700 million. Sources say that if Garuda 
eventually makes a bid for Australian 
Airlines, it would do so as part of a 
consortium that would include at least 
one Australian partner and several 
private Indonesian groups. Under 
Australian law, majority ownership of 
Australian Airlines must remain under 
Australian control. Canberra is looking 





d ———^W————————— PREFERRED 


















rts s and Society : —— 





apan, poor Japanese, No one oce 
look further than sprawling, jammed, 
over-extended Tokyo for confirmation of 
the cliche. And the Japanese seem 

deterr ined to keep Tokyo booming, 








despite valiant efforts to direct 
development elsewhere. Meanwhile, the 
other Japanese world of the countryside 
endures — but it’s anyone's guess for 
how long 58 






Business Affairs M 


South Korea : Industry 
The government is alarmed by the 
rivalry between Kukdong Oil and 
Hyundai because of the strategic role the 
oil-derivatives industry plays in the 
country’s economy 64 

Plenty of problems 64 


Philippines : Energy 

Environmental opposition is threatening 
to unravel National Power Corp.'s 
electricity-supply plans and force it to 
resort to stop-gap measures to avoid 
brown-outs 66 


Hongkong : : Companies 

Tomei Industrial has impressed 
investors on its road to becoming one of 
the colony's most successful vertically 
integrated industrial companies 67 


Mongolia : Economies 
After last year' s retreat from 


to sell all of Australian Airlines and up 
to 49% of Qantas. 


Message of the Bottle 


Security patrols were 
intensified on the l 
campus of Beijing 
University after a 
bottle-throwing 
incident. The 
Chinese words for 
"little bottle" 
resemble the 
pronunciation of 
paramount leader 
Deng Xiaoping's name, so the shattering 
of bottles is considered an act of political 
protest. After the incident, dormitory 
rooms were re-arranged so that graduate 
students would be segregated by. 
department, rather than mixed together 
as before. 


VFO NYOH 





Deng. 
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n communism, Mongolia is pursuing East 
— t^ European-style reforms aimed at 
|. converting its near-bankrupt socialist 
System into a market economy. But the 
. cure is hurting. Combined with the loss 


of aid and trade from the Soviet Union, 
price reforms and budget cuts have sent 
the economy into a free-fall. And more 
pain is likely as the state sells off assets, 
a move expected to lift unemployment 
in the short term. Mongolia, 
nevertheless, is trying to capitalise on its 
mineral and livestock resources, and 
through improved relations with China, 
it is seeking a faster trade route to Asia 
and the West 70 

Road to recovery 72 

Splitting at the seams 73 


Thailand : Policies 

The country's new five-year economic 
blueprint prescribes a period of further 
expansion, but it is short on solutions to 
the country's ailments 74 


Philippines : Companies 

A plan by power monopoly Meralco to 
offer its shares to the public may finally 
be implemented 79 


Hongkong : Companies 

Japanese tycoon uses colony as a base to 
expand his Yaohan retailing chain 
throughout the region 80 


Indonesia : Borrowing 

The government establishes a foreign 
debt team to vet the overseas borrowing 
needs of public-sector firms 80 


Official Speed 

For reasons that have vet to be 
explained, diplomats say, it recently took 
the Philippine Customs Department 10 
full days to issue a clearance for 
Japanese-donated instruments urgently 
needed to provide an early warning of 
lahars now threatening towns around 
the Mt Pinatubo volcano. Heavy rains 
have triggered massive slides of sand 
and other debris down the flanks of the 
volcano and into river valleys, a 
phenomenon that volcanologists say 
could be even more pronounced next 
year. 


Vaulting Ambition 
Thailand's ambitious plan to build an 
economic /communications corridor 


linking the Andaman Sea with the Gulf 
of Thailand is not likely to get off the 
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ground. Despite having been included in 
the just-unveiled 7th Five Year Plan, the > 
so-called Southern Seaboard Plan for the 
Kra Isthmus has been judged mostly — 
unfeasible by consultants, government — 
sources say. The plan, sketched out last E 
year, envisaged oil pipelines and — s 
overland cargo links between the wa 
coasts, with industries, especially | 
petroleum-linked, operating at either end. 





Aiming For the Top 


Kiichi Miyazawa and Michio Watanabe, 
leaders of the third and fourth largest 
factions in the ruling Liberal Democratic 
Party and both possible candidates to 
succeed Toshiki Kaifu as prime minister, 
have held a series of secret meetings this 
summer, most recently on 20 August, to 
discuss a joint strategy for dumping 
Kaifu in the party presidential election 
expected to be held in October. 
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espite a massive e public rally led 
by President Corazon Aquino 
herself, the Philippines Senate 
$ appeared set days before the 16 
"September deadline to reject a new US 
|... bases treaty and end nearly a century of 
|. American military presence. Rejection 
would mark a historic turning point for a 
v scattered archipelago where memories of 
colonial rule still colour the search for a 
- . national identity. 
e Standing over the Philippines "like a big 
|. e Oak tree," as an American diplomat once 
v put it, the US is perceived to have been 
* o overly domineering during some phases of 
_. ‘the relationship and to have infringed on 
| Philippine sovereignty. 
. But it is also true that the Filipinos have 
themselves to blame for becoming cultur- 
ally tied to the US and for failing to exert 
_ their independence. It is exactly this weak- 
ness that the anti-bases lobby hopes to rec- 
= . tify, even if it does mean tough times 
> ahead. 
- With 12 of the 23 senators signing an 
unexpected resolution on 9 September re- 
.jecting the new 10-year accord covering the 
Subic naval base, it seemed almost certain 
|. as the REVIEW went to press that if a for- 
| . mal, binding ballot was to be taken, pro- 
_ - bases senators would be unable to muster 
-~ > the 16 votes needed for ratification. 
." US officials dismiss widespread specu- 
lation that if the treaty is junked they will 











FOREIGN 





Son wel lost osh hi 


anmam imaman tta tsar sittin ra marnani ient ene aeiiae ae e Imh eetere iie bam Rae nn 


e mme tme nter metiendo eret rentem tment moe reat 


The indictment m a a B o afines delence 
contractor controlled by NEC Corp. by a 
US federal grand jury is casting a shadow 
over the uneasy US-Japan relationship. 
Japan Aviation Electronics Industry (AE) 
. and its three Japanese employees were 
<. charged on 4 September with conspiring 
to sell more than US$7 million worth of 
jet-fighter parts to Teheran in 1984-87 
during the Iran-Iraq War. Also charged 
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ssen 


re-open negotiations when a new Philip- 
pine government takes office on 30 June 


1992. "The Filipinos have the idea that we 
will never leave," said a US diplomat, "but 
the policy is we are not going to renegoti- 
ate. We just don't see it as an option." 
Apart from the fact that Washington 
lacks the political will to try to reverse à 
negative decision, the US could be laying 
itself open to charges of attempting to cir- 
cumvent the Philippine Constitution if it 
tried to reopen the base negotiations. 


Constitutional issues, rather than any 


shortcomings in the financial package 
negotiated with Washington by the Aquino 
government, constitute the core of the anti- 


base lobby's arguments against the draft 


agreement. 

There has been an unprecedented cla- 
mour for the ratification of the treaty on 
the grounds that a US pull-out could de- 
liver a catastrophic blow to the national 
economy. Yet four days of televised public 
hearings conducted by the senate foreign 
relations committee mainly served to 
highlight the argument of eight anti-bases 
senators that the treaty runs counter to the 
provisions of the 1987 constitution. 

One of the constitutional provisions 
which throws doubt on the legality of the 
new agreement is that foreign military in- 
stallations can be allowed only under a 
treaty "recognised as a treaty by the other 
contracting state." The US Government in- 
sists that the best it can offer is an execu- 
tive agreement, with compensation for the 
facilities based on a "best efforts" pledge. 


RELATIONS 


a 


was Aero Systems Inc., a Miami-based 

* broker of aviation instruments and some 
of its executives. 

US attorney Jay Stephens told the me- 

dia that front companies for Iran operat- 


ing in Hongkong contacted the Aero- 
group for some 300 navigation devices — > 
gyroscopes and accelerometers — for Ira- 


nian air force F-4 Phantom jet fighters. 
The aircraft were acquired from the US in 
the 1970s before the US imposed a 
weapons embargo against Iran. Aero then 







onstitutional constraints goad senate to oppose US bases 





The Aquino administration argues that in- 
ternational law would automatically make 
the agreement a treaty anyway. 

A second constitutional provision 
stipulates that the country "consistent with 
the national interest, adopts and pursues a 
policy of freedom from nuclear weapons 
in its territory." The draft treaty, however, 
implicitly allows for the transit and even 
storage of nuclear weapons by the US 
military, requiring only Manila's approval. 

Many advocates of the bases agreement 
have chosen to gloss over the treaty's ap- 
parent non-compliance with the constitu- 
tion and instead have focused on the claim 
that its rejection would slice an estimated 
2.3% off GNP and deter foreign investment. 
They also point to the loss of a further 
40,000 jobs in the central Luzon region 
where the Mt Pinatubo eruption has. al- 
ready put more than half a million people 
out of work. 

Aquino led 100,000 pro-bases support- 
ers on the short walk from downtown 
Luneta Park to the senate, but the 10 Sep- 
tember rally appeared less a demonstration 
of the 1986-vintage "people-power" 
movement and more a product of the or- 
ganising capability of politicians and busi- 
ness groups. 

The underlying populist. argument is 
that since a majority of Filipinos want the 
bases, the question of constitutional adher- 
ence is largely irrelevant. 

The reason why the Aquino adminis- 
tration has had to try to bypass the consti- 
tutional argument is that the 1987 consti- 





contacted JAE — which was allowed to 
build or retool the parts under licence 
from US companies, Litton Systems and 
Honeywell. | 

JAE allegedly supplied the parts to 
Aero despite knowing the equipment was 
being illegally diverted to Iran. The JAE 
supplies are believed to have kept about 
100 Iranian F-4 Phantoms flying. The US 
is seeking extradition of the three JAE 
employees and the Japanese say they will 
cooperate — 
he. indirect involvement of NEC 
makes the JAE case reminiscent of the 
Toshiba scandal of 1987. In. that affair, 
Toshiba Machine, a subsidiary of Japan- 
ese electronics giant Toshiba Corp., was 
AREN for ian PEE the Soviet 



























tution was actually designed to put an end 
to the American military presence when 
the current bases agreement expires on 16 
September. 

The architects of the constitution were 
aware that the US military presence had 
always been based on executive agree- 
ments and that the US Congress would 
find it almost impossible to ratify a treaty. 
Similar thinking went into the provision 
stipulating that on the Philippine side a 
two-thirds majority of the senate was 
needed to ratify a new treaty. This was 
evidently. designed to recognise the fact 
that nose-counting of a legally uninformed 
citizenry, or of a larger House of Repre- 
sentatives vulnerable to pressure groups, 
might allow a lease extension. 

The origins of the Aquino regime itself 
explain why the constitution was deliber- 
ately mined to block the retention of the 
bases. As early as 1983, there was a con- 
sensus in the anti-Marcos movement 
against their continuance. This reflected the 
perception that the US Government had 
been a prop for-the dictatorship. More spe- 


i i 


Union equipment for making quieter 
submarine propellers. In fact, Stephens 
mentioned Toshiba Corp. in announcing 
the indictment, saying it was the principal 
licensee for the navigational technology 
which it had licensed on to JAE. However, 
neither NEC Corp. nor Toshiba Corp. has 
been accused of any wrongdoing. 
^. Ina parallel case, JAE was charged in 
Japan in early July with illegally export- 
ing missile parts to Iran, also during the 
‘Iran-Iraq War. The allegation is that JAE 
was supplying essential guidance systems 
for Sidewinder missiles, which are carried 
-by the Phantoms. 

Asked how the JAE scandal might af- 
fect US-Japan relations, Stephens said: "I 
think that's an issue for you and others to 
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cifically, Marcos' ability to wangle addi- 
tional bases-related funds was thought to 
have helped to shore up his regime. 

Secondly, a significant component of 
the Aquino coalition consisted of leftist 
groups whose ideology called for an anti- 
bases stance. Also well represented were 
environmentalists who were able to get the 
nuclear-free provision into the constitution. 

Up to 1987 such anti-bases forces were 
dominant, represented by then executive 
secretary Joker Arroyo. Because of the 
volatility of the Philippine political situa- 
tion after the February 1986 uprising — 
and the rush to legalise the Aquino gov- 
ernment through a constitution — the con- 
servative elite was preoccupied with more 
threatening issues such as land reform. 
This had the effect of stifling a real debate 
on the bases issue. 

Many observers find it hard to under- 
stand why the senate would consider re- 
jecting a new treaty when the end of the 
Cold War has taken the Philippines off the 
nuclear target map. What they wish to 
avoid is a repetition of 1946 when the then 


decide." But he added that Tokyo takes 
the case seriously and has taken "aggres- 
sive action" within Japan on the 
Sidewinder case. Japanese authorities re- 
cently arrested four JAE employees and 
are sending officials to the US to obtain 
evidence to pursue their prosecution. 
Tokyo has been upset by the JAE case, 
particularly because of its embarrassing 
timing. After its poor international per- 
formance in the Gulf War the Japanese 
Government has been hoping that it 
could regain some ground by launching 
an initiative to control and make more 
transparent the world arms trade, on the 
strength of its relatively clean record in 
the area of arms proliferation. Japanese 
officials have also been trying to minimise 
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newly: framed constitu 
amended to allow for US bi 
parity rights with Philippi: e companies i in 
exchange for funds to rebuild. a war-shat- 
tered economy. : 








Susumu Awanohara wri dud Washington: 


meee dan are 
current plan is to cu 
manpower by about 25 
Asked whether: the US might T 
nancial concessions to salvage the bases... 
deal, President George Bush said: "No, 
we've made our best offer . . . there'll be no 
change on the part of the US. ~ 
Cheney said in a television interview __ 
that while the Philippine decision of 9. 
September was "a real tragedy for the 
Philippines," if the country is not prepared P 
to ratify the new bases agreement, "we'll __ 
pack up and move." He added that the eUS E 
“can absorb the kind of activities that. - 
we've had under way at Subic and other cx 
locations." S 
But as part of a concerted US adininis 
tration effort to get a more favourable out- — 
come when the Philippine Senate votes 
again, Cheney did a little pleading. He 
said: "Having the US there is sort of an. 
indication that this is a regime that can be. 
trusted, that you can do business m the 
Philippines.” E 
On alternative locations, a senior ad- . 
ministration official told the REVIEW that 
US territories such as Guam, where the US. 
can relocate naval assets without having to- 
negotiate, are being examined closely. The- 
official added that during his recent tour of. 
Asian countries, many governments vob: . 
untarily expressed an interest in cooper- 
ation with the US in the event that the US. 
had to withdraw from the Philippines. Q4 







































US-Japan friction which may stoke ill- 
feeling over the 50th anniversary of Ja- . 
pan's attack on Pearl Harbour i in Decem- i 

ber. 


big a scandal as the Tos! 
certain. The fact that top Whit 
officials also were providing weapons to: 
Teheran during the Iran-Iraq War — in 
the Iran-Contra affair — suggests to some 
observers in Washington that the US may 
not want to pursue the JAE case to its bit- 
ter end. 

Large weapons sales to Iraq by Euro- . 

an and US firms before Iraq's invasion. 
of Kuwait last year will also mitigate the 
US public reaction to JAE's offences, some _ 
believe. " 



















By Rodney Tasker i in Bangkok 


strong wave of criticism of Thai- 
land's draft constitution reflects a 
heightened mood of distrust in Thai 
tics. The campaign to change the draft 
s down to deep suspicion among poli- 
icians, academics and the media that the 
ruling military junta is tailoring a new con- 
‘stitution to extend its power beyond the 
next election. 
At face value, there is little wrong with 
- the draft constitution, which should be 
_. promulgated at the end of the year to pave 
the way for a general election which mili- 
tary leaders say will be held by March 
~ 1992. Compared to the 1978 constitution it 
^ replaces, it gives more power to the ap- 
pointed senate, partly separates the cabinet 
(o from parliament and sets up a new body 
to police elections and help appoint the 
senate. 
But there is no specific clause allowing 
the military, which now rules under the 
_. banner of the National Peacekeeping 
-< Council (Nro), to retain any direct form of 

- political power. Although up to one third 
of the cabinet — including the prime 
minister — need not be elected, civil serv- 
ants and military officers cannot join the 
cabinet. 

Yet almost all of the political parties 
have scorned the draft as being undemo- 
cratic. The draft favours the military, which 
seized power in the 23 February coup, at 
the expense of civilian political parties. One 
. reason for the suspicion is that the draft 
constitution passed its first of three read- 
ings in the NPC-appointed national legisla- 
tive assembly unanimously and unaltered. 
Another is that it was handed over to a 25- 
member constitution scrutiny committee, 
appointed by the assembly, which com- 
prises eight senior serving officers in the 
military and police, with most of the other 
members known to have close military 
contacts, 

. . At the heart of concern among the po- 
 litical parties is the common wisdom that 
military coup-makers in Thailand tradi- 
tionally do not readily relinquish power 
gracefully. Given the realities of a more 
pluralistic society in modern-day Thailand, 
politicians suspect that the generals will 
. employ more sinister tactics to ensure that 
they do not lose political power. 

- One central focus for dispossessed 
| politicians, who are concerned that the 
military leadership may intend to keep a 
grip on political power, is the new 




























Army hand in constitutional process attacked 


Samakkhi Tham party. While it has em- 
barked on a programme to lure politicians 
away from their parties with promises of 
cash and the prospect that it will form the 
core of the next governement, Samakkhi 
Tham also openly hints that it is supported 
by the Chulachomklao Military Academy's 
Class 5 officers, who now dominate the 
military and NPC leadership. 

Air force commander and deputy NPC 
chief, Air Chief Marshal Kaset Rojananin, 
has publicly supported Samakkhi Tham's 
boast that it will have the draft constitution 
amended to change the electoral system 
from voting for individual candidates to 
party slates. Such a system would benefit 
the party, which could rely on its financial 
resources and purported links with the 
military powers-that-be to gain an 
advantage over other parties who would 
have to rely more on the strength of their 
candidates. 

In a statement on 5 
September, Kaset, à 
Class 5 contemporary, 
somewhat arrogantly 
said he would "have 
my staff in the assem- 
bly" propose amend- 
ments to the draft con- 
stitution. He did not 
say whether this 
meant he would be 
pushing for a party- 
slate voting system, 
but that is the way 
other parties inter- 
preted his statement. 

The main changes 
to the 1978 constitu- 
tion proposed by the 
drafting committee 
were: the setting up of a constitutional 
committee to assist the Ministry of Interior 
in vetting the elections for cheating and 
other discrepancies, and to select 1,350 
candidates to vote among themselves to 
finalise a list of 270 senators; enlarging 
constituencies, with a maximum: seven 
candidates; and giving the senate new 
powers — in addition to its role of examin- 
ing proposed legislation from the House of 
Representatives — to open debates on 
government policies, and to dilute the 
lower house’s power to amend the consti- 
tution. 

All of these changes have drawn fire 
from the political parties as being undemo- 
cratic. The parties generally feel that the 
proposed nine-member constitutional 
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| committee, v which will exist for one year, 
„will be a tool. of the military. Although 
"there has been little criticism of its powet 





Kaset: public support. 








to help nominate the senate, former MPs 
are worried that the committee could be 
used as a military vehicle to penalise suc- 
cessful election candidates for polling ir- 
regularities. 

The main election irregularity in Thai- 
land is vote-buying, or bribery. Candidates 
are allowed to spend no more than Baht 
350,000 (US$13,600) in election. expenses, 
but in previous elections a great deal more 
money has been spent in garnering, votes. 
Politicians feel that the constitutional com- 
mittee — appointed by the NPC, interim 
cabinet, national assembly and the judici- 
ary — may be used to eliminate those can- 
didates disliked by the military. Before, the 
case of a candidate accused of election ir- 
regularities would go to the courts, where 
it could take several years for a verdict. 
Now, a case will be put by the constitu- 
tional committee to the constitutional tri- 
bunal, with powers as the final arbiter. 

"In effect, we will set up a new justice 
system — the constitutional tribunal as the 
court, and the constitutional committee as 
the attorney," one drafting committee 
member told the REVIEW. “We are propos- 
ing something like the 
French system.” 

The member also 
defended the new sys- 
tem for selecting the 
senate as being more 
democratic. Before, he 
said, the prime minis- 
ter and military would 
choose members of the 
senate. Under the pro- 
posed system, there 
was a chance that ca- 
pable individuals 
would be chosen in a 
bipartisan way, rather 
than packing the sen- 
ate with people who 
would support the 
governing coalition in 
the event of serious 
opposition in the lower house. 

Similarly, the senate could be useful to 
the government by carrying out debates on 
policies. The senate would still not have 
the right to vote in the debates, but it could 
serve as a solid body of advice to the gov- 
ernment. 

But the political parties still believe the 
senate will comprise mainly serving and 
retired military officers who reflect the 
wishes of the military leadership. That is 
why the draft constitution’s clause stipu- 
lating that two thirds of both lower and 
upper houses would be needed to amend 
the constitution has been roundly con- 
demned. Under the previous system, only 
a simple majority in the joint houses was 
required to change the constitution. = 
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Divided ruling party heads for leadership showdown 


Rookie's time runs out 


y Robert Delfs in Tokyo 


ill Toshiki Kaifu still be Japan's S 
prime minister at the end of next 
month? His term as president of 
apan's ruling Liberal Democratic Party 
LDP) expires on 30 October. Kiichi 
Miyazawa, leader of the LDP's third-largest 
action and a former deputy prime minis- 
er, has already declared his intention to 
un for the post. Michio Watanabe, leader 
of the fourth largest faction, has indicated 
1e may run as well. This means that — 
Jarring a back-room deal — a party presi- 
lential election must be held some time in 
Jctober. 

. On the surface, Kaifu's bid for another 
erm appears to have little to recommend 
t. Merely a member of the tiny 24-member 
action led by Toshio Komoto, Kaifu was 
xlucked out of obscurity in 1989 as the sec- 
ynd replacement for Noboru Takeshita, 
who had been forced to resign as prime 
ninister over the Recruit shares-for-fa- 
7ours scandal. 

Kaifu’s performance as prime minister 
as been challenged by leaders of all LDP 
actions except the dominant Takeshita 
ion and his own Komoto faction. Crit- 
say Kaifu's lack of political clout was 
responsible for Japan's unimpressive 
erformance during the Gulf War and for 
rokyo’ s dilatory and initially lukewarm 
esponse to the hardliners’ coup in the So- 
riet Union last month. 

Former prime minister Yasuhiro 
Nakasone, i in a recent speech i in Washing- 
on, slammed Kaifu as a "rookie relief 

















i9 SEPTEMBER 1991 


pitcher" who "takes time to read the facial 
expressions of his coach and managers be- 
fore winding up for the pitch." Nakasone, 
whose own former faction is now led by 
Watanabe, said that Japan needs a prime 
minister who is more "presidential" and 
who commands majority support within 
the party. 

Shin Kanemaru, leader of the dominant 
Takeshita faction, strongly hinted in a 
speech on 2 September that he would sup- 
port another term for Kaifu. But later that 
day he suggested just as strongly that he 
would not. Kanemaru's characteristic am- 
biguity seems intended in this case both to 
disarm younger members frustrated that 
the top job in the party and country may 
again be handed to an outsider, and to 
keep his options open as long as possible. 

But there are few options available to 
the Takeshita faction just now, and run- 
ning its own candidate for party leader- 
ship may not be one of them. 

Takeshita is still widely believed to 
want the job himself, but he would have to 
overcome an unwritten LDP rule banning 
non-consecutive prime ministerial terms, 
and the onus of his involvement in the 1989 
Recruit scandal. This year's new financial 
scandals have made it highly unlikely that 
questions raised over the Recruit affair will 
be forgotten. This problem also affects 
Takeshita's rival faction leaders, Miyazawa 
and Watanabe. 

“It is conceivable that Takeshita could 
win as the result of a back-room deal 
among the factions,” according to a politi- 
cal insider who does not wish to be identi- 
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fied, “but never in an open 

Minister of Finance Ryutar 
until recently a leading can 
ceed Kaifu, has become enti 
new securities industry scand; 
probably be forced to resign. 

Ichiro Ozawa, the forme! 
general who is partic 
Kanemaru, has only r 
from hospital after an appx 
last spring. At 49, he 

















This leaves sec 
such as Tsutomu Hata, 
LDP Electoral Syster 
and Keizo Obuchi 
Ozawa as LDP secretary-ge ! ist April. 
Hata's involvement in. political reform a and 
his reputation as a clean politician with E 
firm support among younger Diet mem- 
bers means he could be. packaged asa 
“new” Kaifu, with the difference that he — 
belongs to the most powerful party faction. — 

If a second-tier leader of the Take- - 
shita faction were to become party presi- 
dent and prime minister, however, he — 
should also, bv tradition, become theleader 
of the faction (though nominally all cabinet 
members cut their: factional ties while in 
office). 

This would further complicate what is 
already a confused situation within the 
LDP’s largest grouping. Although nomi- = 
nally headed by Kanemaru, who took over = — 
as faction chairman when Takeshita be- — 
came prime minister in 1987, real powerin: 
the faction depends on the outcome of a |” 
continuing, though unadmitted, struggle 2 
between these two supreme bosses. — 

The rivalry of the two men means that, — 
despite its commanding size, the Takeshita 
faction is no longer the disciplined, well- 
oiled machine it once was. For example, _ 
three political reform bills championed by 
Kaifu and supported by Kanemaru had to: 
be crudely rammed through the LDP party 
conference in June after Takeshita faction 
leaders failed to carry out the requisite 
consultations with opposed party mem- 
bers.” s. 
Kanemaru publicly chided members at- 
a faction meeting in early August for not 
calling on him often enough. "Shin 
Kanemaru is not such a bad guy,” he said. 
“I would like you to talk to me before 
seeing someone else." 

That “someone else,” according to the 
Mainichi newspaper, is Hajime Tamura, a. 
former speaker of the lower house of par: : 
liament and a member of the party's adv 
sory council. 

A loosely defined Tamura group- 
taking shape within the Takeshita factio 
composed mainly of members disgruntled 
with Kanemaru's leadership and the pros- 
pect of another Kaifu term. Before joining 
the Takeshita faction in 1989, Tamura on 
led a revolt against then prime minister 
Nakasone that nearly succeeded. : 
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New Soviet moves on 

disputed islands 

> Four contested islands held by the 
Soviet Union should be returned to 
Japan, Georgy Yavlinsky, vice-chairman of 
the Soviet Union's recently formed 
Economic Management Committee, told 
Kyodo News Service. He said a settlement 
could be based on an 1855 treaty which 
demarcated the Russo-Japanese 
boundary between the islands of Otorofu 
and Uruppu, north of Japan's present 
claim. The position of Russian republic 
President Boris Yeltsin, however, remains 
less clear. Ruslan Khasbulatov, acting 
chairman of the Russian parliament, 
presented a letter from Yeltsin to Prime 
Minister Toshiki Kaifu in Tokyo on 6 
September. The contents of that letter 
remain unclear, but in an interview on 31 
August, Yeltsin repeated his five-stage 
proposal whereby the final status of the 
islands would be settled by "leaders of 
future generations." 


Thai writer under 
investigation 

> Well-known Thai writer and 
outspoken social critic Sulak Sivaraksa is 
being investigated by Thai police over 
allegations that he committed lése-majesté 
and defamed army commander and 
deputy leader of the National 
Peacekeeping Council (NPC) Gen. 
Suchinda Kraprayoon. Police said on 4 
September they were investigating 
remarks allegedly made by Sulak in a 
speech at Bangkok's Thammasat 
University on six months of NPC rule. 
Sulak is said to have criticised the NPC 
linking Suchinda with logging in Burma 
and saying NPC chairman Gen. Sunthorn 
Kongsompong went to Rangoon before 
the 23 February Thai coup for a briefing 
on coup tactics. 


Indian Government aets 
on religious sites 


»> India's Congress party government has 
moved quickly on its election pledge to 
freeze the status of all disputed religious 
sites at the status quo existing on 
independence from Britain in 1947, by 
introducing a bill to this effect in 
parliament. The coalition led by the 
opposition Janata Dal lined up behind the 
bill when it was passed by the lower 
house on 10 September. The Hindu 
nationalist Bharatiya Janata Party (BJP) 
walked out in protest, declaring it would 
provoke more violence. The sole exception 
to the bill is the Ayodhya mosque in Uttar 
Pradesh, which has been referred to the 
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Supreme Court. The bill will severely 
limit the BjP's ability to divert followers to 
other sites while marking time on 
promises to replace the Ayodhya mosque 
with a temple to the deity Ram. 


Hongkong businessman 

freed by China 

> Hongkong businessman Luo Haixing 
was released from prison in China on 9 
August following British Prime Minister 
John Major's trip to Peking to sign the 
Sino-British memorandum on Hongkong's 
new airport. Luo's release six days after 
the signing is seen as a token of improved 
Sino-British relations, strained since the 
crackdown on pro-democracy activists in 
Peking in June 1989. Luo was arrested in 
October 1989 for helping dissidents Wang 
Juntao and Chen Ziming in trying to flee 
China. Wang and Chen are still in prison. 
Luo had served 18 months of a five-year 
sentence by the time of his release. 
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Indonesia leads 
Non-Aligned Movement 


> Indonesia was appointed chairman of 
the 103-nation Non-Aligned Movement 
(NAM) for the 1992-95 period. The next 
NAM summit meeting is expected to be 
held in Jakarta in September 1992. 
Member countries of the NAM, founded in 
1961, wrapped up a ministerial meeting in 
Accra, Ghana, on 7 September by 
affirming their desire for the movement to 
continue despite the end of the Cold War, 
the reason for which the NAM was 
brought into being. Indonesia's Foreign 
Minister Ali Alatas said the NAM would 
place priority on international 
development and economic cooperation. 
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Merger of South Korean 
opposition parties 


> South Korea has 
returned to a two- 
party political 
structure following 
the merger of Kim 
Dae Jung's New 
Democratic Party 
with the tiny 
Democratic Party 
under Lee Ki Taekon Kim. 

10 September. The 

newly created Democratic Party will be 
led jointly by the two leaders. The merger 
comes after protracted talks following the 
birth of the conservative coalition 
Democratic Liberal Party under Roh Tae 
Woo and Kim Young Sam in January 
1990, 





l'ew changes in Singapore 
cabinet line-up 

> The new cabinet announced by 
Singapore's Prime Minister Goh Chok 
Tong on 5 September contained few 
changes apart from confirming the 
expected departure of Education Minister 
Tony Tan and National Development 
Minister S. Dhanabalan over the next 12 
months. Political sources confirm that 
both ministers are leaving of their own 
accord. Goh also announced that Mah 
Bow Tan, the acting minister of 
communications since a July cabinet 
reshuffle, has been been confirmed as 
minister with the same portfolio. As 
promised by Goh during last month's 
election campaign, Lim Boon Heng, who 
defeated Ashleigh Seow of the Singapore 
Democratic Party, was made a senior 
minister for trade and industry. Health 
Minister Yeo Cheow Tong will take on 
the additional portfolio of community 
development from Seet Ai Mee, the only 
minister to lose in the election. 


Chinese illegal 

immigrants held in US 

> US authorities have arrested 126 illegal 
immigrants from China and 13 people 
accused of smuggling them into southern 
California in late August. The immigrants, 
many of them from Fuzhou in southern 
China, allegedly paid up to US$30,000 
each for the Pacific crossing aboard a 
Taiwanese trawler before transferring to a 
chartered passenger ship 450 km off the 
US coast. Immigration officials, acting on 
a tip, planted agents on the chartered 
ship, videotaped the transfer and 
followed the aliens to a safe-house before 
arresting them. 
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EB v - "My Rolex is more than just a watch, 
i oe. it makes me feel dressed’ 
SAE . In everything that she does, Dame Kiri Te Kanawa 
es eh S beter tony Nd combines a remarkable liveliness and spontaneity with an 
absolute obsession with perfection. She delights in Strauss 
| and Mozart "because the women in their operas are contra- 
Sy |  dictory: warm and cool at the same time- 

Two of her favourite roles, for example, are the sad 
young Countess in Le Nozze di Figaro and the frenzied, 
passionate Donna Elvira in Don Giovanni. 

When she decided to sing the Marschallin in Der Rosen- 
kavalier, Kiri said it was “because the character appeals 
to me. She has understanding and maturity and when she 
lets her lover go, you feel its not completely the end of the 
world for her. I'm sure I will have to sing the Marschallin at 
least a hundred times before I fully understand the depth of 
the character. 

Her famous voice is in such worldwide demand that her 
diary is totally full for years to come. 

“Lused to be booked up as far ahead as six years. But now 
I want more time to be free, so that if a wonderful recording 
should come up or an opera that's going to be filmed for 
television, I'll have time to spend on it.” 

Will her voice withstand the strain? Kiri says, “What 
you have to remember is to give quality not quantity. 

For many years, Rolex has shared the same belief. " My 
Rolex,” says Kiri, “is more than just a watch, it W 
also makes me feel dressed. It has been a friend 
for a long time. b: | ROLEX 
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What leading industry consultants 
are saying about NCR's System 3000 


Eb we commend NCK for its leap into 
openness. NCR's let’s-do-it-now strategy 
Is a sound one. It promises big dividends 
as users ponder the fate of their present 
proprietary systems and begin searching 
for newer ones based more on industry- 
wide standards.J9 





— WOHL ASSOCIATES 


your current computing environment 
and investment while integrating 
multiple systems into a single, 
enterprise-wide solution. 

Total scalability across the 
System 3000 family means you can 
grow incrementally to keep disrup- 
| tions and costs under tight control. 

In fact, the System 3000 can reduce 


NCR lets you keep your options open. 
Now you can create systems that 
conform to your needs, not the vision 
of a single vendor. System 3000 is a 
new way of computing — based on 
open, industry standards in hardware 
and software, built around flexible, 
cost-effective Intel® microprocessor 
technology and offering connectivity 





to your present systems. ' ? — | the cost of processing as much as 100 
The advantages to you are abun- d -| times compared with conventional 

dant. Because your software choices The NCR 3500 series — Sets new standards computing architecture. 

are greatly enhanced, you can develop for price/performance and power. Let's do it now. Let your NCR 

applications rapidly to deploy new products and services representative demonstrate the advantages of the System 

ahead of the competition. You can extend and leverage 3000 to your business. 


Open, Cooperative Computing. 
TheStrategy For Managing Change. 


NCR is the name and mark of NCR Corporation. ©1991 NCR Corporation. “NCR's For the Nineties.” The Wohl Report on End-user Computing. 9/90 
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The politics of bureaucracy 


ingapore's divided, harried and 
marginalised political opposition 
chipped further away at the gov- 
ernment's vote in the recent general 
lection, and raised the number of its par- 
amentary seats from one to four. But was 
iis result, as some have suggested, indeed 

rebuff of Prime Minister Goh Chok 
ong's softer line and a vote for a return to 
ve smack of firm government? 

The starting point in any consideration 
f the current political situation in Singa- 
iore must be the 1984 general election, 
vhich saw the vote of the ruling People's 
iction Party (PAP) slump to 62.9% (based 
n total votes cast, including spoiled and 
lank votes), a drop of 12.6% from the 1980 
igure, with two opposition candidates re- 
urned to break the PAP’s near-monopoly in 
iarliament. 

It was argued that this result reflect- 
d the greater weight in the electorate of 
oung better educated voters. The PAP had, 
iowever, shot itself in the foot by intro- 
lucing a number of social policies (since 
Iropped or modified) that were based on 
xplicit eugenic principles. 

The 1988 general election saw the PAP's 
ote drop a little further to 61.8%, though 
nat time the opposition won only one seat. 
he argument was advanced that prime 
ninister Lee Kuan Yew's patrician leader- 
hip, and what many regarded as his au- 
horitarian rule, were no longer appropri- 
te for the people he ruled over. 

Goh's accession to the premiership in 
November last year was presented as a 
hange to a more humane and sympathetic 
tyle of leadership. Goh, for his part, rec- 
ignised that he is not by nature a “con- 
iction" politician. Instead, he attempted to 
ut a figure as a leader who is capable but 
loes not seek to be perfect. 

Even so Goh's hold on the premiership 
s tenuous. On the one hand there is Lee 
till ensconced in the Istana. On the other 
iand there is Lee's eldest son, Lee Hsien 
ong, regarded by his supporters as a 
rince-in-waiting. Goh therefore needed to 
how that he is very much his own man. 

In a sense, Goh's background, as civil 
ervant-turned-politician, epitomises a 
xocess of institutional succession which 
ias been taking place in Singapore politics. 
ee and his colleagues, as the founding 
athers of modern, independent Singapore, 
iffered strong, decisive and charismatic 
eadership. 

While holding virtually unchecked 
ower, this founding leadership estab- 
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By C. O. Khong 


lished the absolute truth of its chosen goal 
of economic success. The leadership rein- 
forced its autonomous position by either 
destroying other competing special inter- 
ests in society or by successfully fending 
off their demands. 

As part of this process, the bureaucracy 
was brought into a position of overall sub- 
servience to the political leadership, and 
was gradually politicised to serve the ob- 
jective of economic growth. As power 
passed into the hands of the bureaucracy, 
the only check on that power came from 
the political leadership. The leadership it- 
self, however, increasingly came to consist 
of co-opted members of the bureaucracy, 
as its more outstanding members were re- 
cruited into politics. 

While the political 
structure in Singapore is 
often described as a sin- 
gle dominant party sys- 
tem, it should be seen 
more accurately as a non- 
party political system. 
Power, within the gov- 
ernment, has increasingly 
flowed from the domi- 
nant party to the bu- 
reaucratic elite. Politi- 
cal participation, in the 
sense of shaping policy, 
has become increasingly 
confined to those institu- 


Goh's tenuous hold. 


Participation 





his asperous policy. Those of Goh's minis- | 


terial colleagues who have sought to emu- 
late Lee's tough, impatient style without 
any record of material achievement have 
won little regard. 

The real issue at stake in the election 
just concluded was, not some presumed 
differentiation between Chinese-educated 
conservatives and Westernised liberals, but 
the nature of elite rule itself. A problem of 





this type of leadership is the alienation of | 


ordinary people who are cut off from the 
technocratic experts charged with manag- 
ing the state. 

In Singapore, conscious attachment to 
autonomous civilian institutions, is con- 
spicuous by its absence. As power is con- 





centrated within the bu- | 


reaucratic elite, the pub- 
lic reaction to such cen- 
tralised control has been 
to withdraw from the le- 
gitimising institutions set 
up by the state. This 
happened even while the 
public conceded the 
government's sovereign 
authority. 

Goh's short spell in 
office illustrates the 
problem of public with- 
drawal. Goh's declared 
objective of greater 


onal barennet who G MN Pe oe 
leadership within the introduced by hanced consultation, not 
government. It is within participation. Neverthe- 
this small circle that the government less, Goh does appear to 
competition for power understand the need to 


takes place. 

It is therefore against 
his colleagues that Goh 
has come to be meas- 
ured. While the view has been advanced 
that Goh’s more amenable demeanour has 
proved congenial only to English-educated 
Singaporeans, this understates the measure 
of support which his more common touch 
has gained from within the Chinese- 
speaking community. Such a view may 
also be based on a misreading of the Chi- 
nese community’s political perceptions. 

Lee may have ruled by injunction but, 
in a peculiarly Confucian sense, he was 
seen to have earned that right through his 
considerable accomplishments in building 
modern Singapore. He never lost the re- 
spect even of those people who felt them- 
selves the object of what they regarded as 
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fiat 


mobilise participation in 
order to strengthen a 


popular participation in | 


ee 





political legitimacy that is | 


at present only narrowly | 
based on the government's record of eco- | 


nomic success. 

On the other hand, there is also a belief 
that mass participation, if not carefully 
checked, could strain or even destroy the 
process of economic growth. Political 
leaders associated with Goh may recognise 
that reverting to a more authoritarian style 
of rule represents no long-term political 
solution. But they have yet to resolve the 
dilemma of how to move to a more inclu- 
sive, rather than exclusive, rule while 





| 








carefully regulating participation. " 


C. O. Khong is a lecturer in the School of Social 
Sciences at the University of Bath, Britain. 
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Catholic private school for street children: curbing drop-outs. 


VIETNAM 1 


An education crisis follows economic reforms 


The drop-out factor 


By Murray Hiebert in Ho Chi Minh City 
ietnam's communist authorities, 
who shut down private social-wel- 


1 fare programmes in the southern 


provinces after seizing power in 1975, are 
once again turning to the private sector to 
rescue the country from a deteriorating 
education system which is suffering from 
a growing number of dropouts and dete- 
riorating morale. 

At the Vinh Son Roman Catholic 
Church in Ho Chi Minh City, the Daugh- 
ters of Charity of St Vincent de Paul have 
opened three classes for 77 street children 
ranging from six to 15 years old. "We want 
to give them an education and prevent 
them from becoming beggars or thieves," 
says Sister Beatrice My who administers 
the group's small education programme. 

The Daughters of Charity, who run five 
private schools for 358 homeless children 
around the city, provide each child with 
lunch and two changes of clothes using 
funds raised from local supporters and 
from their headquarters in Paris. “If I don't 
give them food their parents won't let them 
go to school," My says. They need the chil- 
dren to earn money for their food. 

My readily admits that her programme 
helps only a tiny fraction of the city's 
school dropouts but the Catholic sister says 
she lacks funds to expand her classes. Cao 
Minh Thi, Director of Ho Chi Minh City's 
department of education and training, esti- 
mates that at least 60,000 of the city's chil- 
dren aged between six and 11 are not at- 
tending school. 

Saigon Giai Phong, Ho Chi Minh City's 
official daily newspaper in late May re- 


ported that some 2.2 million Vietnamese 
could not read or write. It also reported 
that nationwide 1.2 million children from 
six to 10 years of age had dropped out of 
school, along with another 1 million be- 
tween the ages of 11 and 14. 

Education Minister Tran Hong Quan 
recently told journalists that the country's 
economic difficulties, coupled with the 
communist reforms giving people greater 
freedom to make money, had increased the 
school drop-out rate in this Confucian so- 
ciety which has long prized education. 

"We're entering a market economy . . . 
so many families want their children to 
work at an early age,” Quan said. “Our 
education does not provide work skills, so 
when students reach secondary and high 
school, people don’t see the benefit of 
studying.” 

Despite these problems, most educators 
laud the government for its efforts to ex- 
pand the country’s education system since 
the defeat of French colonial rule in 1954. 
Quan says Vietnam's current education 
crisis has to be compared to the situation 
in 1945 when the country had only 16 
lower secondary schools, three high 
schools and three university classes. 

Now the country has 15,000 primary 
and lower secondary schools, 1,080 high 
schools and 102 colleges. In 1945, he said, 
90% of the population was illiterate, while 
today nine tenths of the people can read 
and write. 

“This mass education system exceeds 
the ability and strength of our economy,” 
Quan said. “This has affected the quality of 
our education.” The minister said the gov- 
ernment had increased spending on edu- 
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cation from 6.7% of its budget in 1986 t 
12% this year, but he admitted that actua 
spending per student had decreased be 
cause of the country's rapidly growinj 
population. 

Cao Minh Thi, Ho Chi Minh City’: 
education director, says his departmen 
receives only Dong 50,000 (US$5.6) pe 
student each year. The city spends thre 
quarters of its education budget on teach 
ers’ salaries, leaving little money for new 
equipment and supplies. 

The average teacher earns only abou 
Dong 60,000 per month, compared witl 
salaries of up to Dong 100,000 in the pri 
vate business sector. Thi says more thar 
1,000 of his teachers resigned last year be 
cause they could no longer make end: 
meet, while those remaining were force 
to look for second jobs. Many parents com 
plain that most teachers no longer teacl 
basic lessons during regular school hours 
but insist that students come back for spe 
cial after-hours tutoring sessions for whicl 
they are charged extra fees. 

"We need to ring an alarm about th: 
poor funding for education, or we ris} 
having a lost generation," says Thi. 

Quan told journalists that in somi 
provinces teachers are leaving their job: 
more quickly than new ones can be trained 
"Because of the lack of teachers we have t 
use school graduates with only a few 
months' training," he said. 

Teacher training institutes are also find 
ing that the country's talented young peo 
ple are no longer interested in entering the 
teaching profession which once enjoyec 
high prestige. "Our college doesn't attrac 
the best students because they find the 
living standard of teachers too low,” say: 
Do Quang Ninh, deputy director of Ho Ch 
Minh City's Secondary School Teachers 
Training College. 

Most Vietnamese educators and parent 
say the quality of education has decline 
sharply in the past decade. Vietnam begar 
upgrading its curriculum in 1981 to pu 
greater emphasis on vocational training 
and technical and scientific skills, but Ninl 
says the economic difficulties of teacher 
have prevented most of them from mas 
tering the new material. 

Teachers say many students are als 
suffering from a crisis of motivation, be 
cause of the country's low salaries and hig] 
unemployment rate which means gradu 
ates often have to spend several year 
looking for jobs after they finish schoo! 

“The quality of students arriving fron 
secondary school is very poor," says Da 
Cong Tien, the rector of Ho Chi Minl 
City's Economics University. "They don' 
have enough background to enter univer 
sity." 

Vietnam's poverty also affects graduat 
students granted scholarships to stud) 
abroad. Nhan Dan, the party's daily news 
paper, reported in May that many student 
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going overseas spend most of their time 
trying to make money rather than study- 
ing. Last year, 80% of Vietnamese students 
abroad asked for extensions to complete 
their studies. 

To pull the country's educational sys- 
tem out of its nosedive, the government 
several years ago began charging school 
fees and allowing private schools to open. 
These reforms would have been consid- 
ered heretical 16 years ago, when the 
communists came to power and declared 
free, state-funded education for all as a key 
tenet of their domestic policy. 

Students in cities are expected to pay 
fees ranging from Dong 8-15,000 per 
month, at least on paper. But parents com- 
plain that wide-scale abuse of the fees has 
emerged in many schools. The official 
newsagency's Vietnam Weekly reported re- 
cently that some schools in Hanoi charge 
students 17 or 18 different fees. 

Alarmed by the deteriorating quality of 
public sector schooling in the whole coun- 
try, a group of teachers and scientists re- 
cently established the first private school 
in Ho Chi Minh City to train the city's most 
talented children. 

Other teachers have organised a semi- 
private secondary school and a private 
university to teach students who have 
failed to qualify for state-funded institu- 
tions. 

The Tri Duc private secondary school 
opened in June with two senior primary 
grade classes — for children of about 12 
years old — and 20 part-time teachers. 
From 200 applicants, the school chose the 
80 children who scored highest in a rigor- 
ous entrance examination. Over the next 
few years, the school plans to expand the 
number of classes through to pre-univer- 
sity levels. 

"Our goal is to train experts in science, 
technology, industry, economics and 
health,” says Tran Van Hao, principal of 
the new school and one of its founders. 

Although the school follows the general 
curriculum developed by the Ministry of 
Education, it has been 
adapted to stress technical 
skills, particularly in math- 
ematics, computer science 
and foreign language train- 
ing, especially English. The 
teachers have re-written the 
turgid state-supplied lesson 
texts — -which in most 
schools are simply memo- 
rised — to try to stimulate 
student creativity through 
activities such as mathemat- 
ics games. 

All of the teachers have 
full-time jobs in other schools 
or scientific institutes around 
the city. Hao, for example, 
teaches mathematics at the 
Teachers’ Training College 
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and heads its computer centre. To give 
teachers time to prepare their lessons, they 
are paid Dong 100,000 — per month 
roughly the salary of a full-time professor 
at a state college — for eight hours of 
teaching. 

The school is financed by student fees 
of Dong 80,000 a month, more than five 
times that of state schools. Even so, the fees 
do not cover the school’s operating ex- 
penses. The school cannot afford its own 
building or equipment, so it rents several 
rooms from a public school and computer 
equipment from the Teachers’ Training 
College’s computer centre. 

In the state sector many colleges and 
universities supplement their income by 
setting up small businesses. Ho Chi Minh 


City’s Economics University, which re- 
ceives state scholarships for only 260 of its 
12,000 students, raises half of its budget by 
providing consultancy services for local 
businesses and organising visits for foreign 
tourists and academics to Vietnam. 

Dao Cong Tien, the university’s rector, 
says the country’s education crisis will only 
be reversed when the cash-strapped gov- 
ernment stops trying to subsidise educa- 
tion for all children. “We should mobilise 
people who can afford to pay for educa- 
tion,” he argues, pointing out that the pri- 
vate sector has profited much more than 
the state budget from the communist par- 
ty’s recent economic reforms. “The state 
should continue subsidising only the Qs 
est students," Tien maintains. 





VIETNAM 2 


Young face long-term unemployment despite reforms 


No jobs for the bovs 


very Sunday night hundreds of 
E youths on motorcycles descend on 

the centre of Ho Chi Minh City, for 
what has become known as chay long rong 
— cruising down Dong Khoi Street — 
known as Tu Do Street when American 
soldiers used to come here to drink and 
pick up girls during the Vietnam War. The 
"bikies" swing right at the Saigon River 
and come back around the block in a ritual 
which can go on for hours. 

The main purpose appears to be to 
show off their Honda Dream motorbikes, 
Vietnam's current status symbol, flirt and 
pick out dates for the next weekend. Those 
taking part, however, are very much a mi- 
nority of young Vietnamese — the children 
of the politically powerful or those whose 
families have made money since the com- 
munist government modified its doctri- 
naire socialism five years ago. 





Studying computers at the a Rena Open University. 
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For the majority of young Vietnamese 
people, finding a job, rather than showing 
off a motorbike, is their biggest considera- 
tion. The government had to abandon its 
utopian pledge of providing jobs for eve- 
ryone in the early 1980s, when misman- 
agement and an international aid embargo 
following Hanoi's invasion of Cambodia 
nearly bankrupted the country's economy. 

Although the communist party has 
given more freedom to the private sector, 
it is still too small to absorb the 1.2 million 
young people who enter the job market 
each year. Most of them say they have to 
look for at least three to five years for their 
first job, and some say they have been 
looking for more than a decade without 
success. 

Ho Chi Minh City has no exact statistics 
on unemployment, but a recent Vietnam 
News Agency report said it totalled 
230,000, of whom 80-90% were young 


; people. The number of under-employed — 


that is with only part-time jobs — is several 
times higher. 

Vietnam's economic reform has brought 
an explosion of imported consumer goods, 
which has fuelled a sharp increase in con- 
sumerism among young people. Parents 
are worried that this is leading to a break- 
down of traditional values. "The market 
economy has provided more rice and 
many new houses, but it has brought too 
much competition into society," said one 
father raising three children in Hanoi. 
"Sometimes I'm nostalgic about the old 
days when we were poor but human rela- 
tions were good." 

The growing expectation of youth for 
more consumer goods at a time when Viet- 
nam remains one of the world's poorest 
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Children want more beautiful. clothes, 
cosmetics and shoes than their fathers or 
mothers wear," says Nguyen Khac Vien, a 
French-trained paediatrician who runs a 
small private centre for child psychology 
in Hanoi. “This creates conflicts in the 
family because parents don’t have enough 
money.” 

Vien says family poverty — coupled 

with boredom resulting from Vietnam's 
lack of recreational facilities — is also driv- 
ing more young people to engage in crime 
to get money to buy what they want. 
. Vietnam's official media frequently 
warns about relaxed sexual attitudes and 
increasing alcohol and drug abuse among 
the nation’s youth. The army newspaper 
- in February quoted a study by the Institute 
. of Hygiene and Medical Services as finding 
. that 24% of the women who gave birth in 
. Ho Chi Minh City were unmarried and 
: most of these were under 20. 


MALAYSIA 


By Suhaini Aznam i in 1 Kuala Lumpur 


he pivotal question in the 27-28 Sep- 
| tember Sarawak state elections — 


called eight months before they are 
s. due — is whether ethnic loyalties, particu- 
«larly an assertion of Ibanism, will be strong 
enough to topple the 10-year-old adminis- 
tration of Chief Minister Tan Sri Abdul 
Taib Mahmud and his Parti Pesaka 
Bumiputra Bersatu (PBB). 
M The PBB has stayed in power by balanc- 
- ing the interests of Sarawak's 30 different 
ethnic groups, with the 29.5% Chinese as 
_ the determining factor, while injecting ex- 
. pensive doses of development spending. 
` But, its critics counter that the projects are 
` never in the right place and never enough. 
The PBB is the mainstay of Sarawak's 
ruling coalition, the so-called Barisan Tiga, 
= whose main rival is the Iban-led Parti 
. Bansa Dayak Sarawak (PBDbs). In 1987, the 
: hitherto disunited Dayaks — the term in- 
-cludes Ibans and Bidayuhs — unexpect- 
~ edly came together to win the PBDs a record 
15 state assembly seats. Taib's allies, ps 
-< Chinese-based Sarawak United People’ 
. Party, won in 11 traditional BOR bolle 
< This time around, 703,061 voters scattered 
-in isolated longhouses and interior villages 
«will vote on 56 seats in the enlarged as- 
-sembly. 
- The Iban challenge has been a major 
worry for Barisan Tiga MPs, apart from the 
disunity inherent | in the coalition and the 



















es leads to frequent family tensions. — 


pie seem to pay octets little att ntion 
to politics. Although students in several 
colleges in Ho Chi Minh City and Hanoi 
organised small protests two years ago, 
they were not demanding more democracy 
but better living conditions and a re-writ- 
ing of old Marxist textbooks which no 
longer fitted Vietnam after it introduced 
market reforms in 1986. 

Most young people seem more con- 
cerned about finding jobs than following 
contemporary political developments. 
Many have no idea who Vietnam's new 
prime minister is, though most of those 
interviewed had heard that Do Muoi had 
been elected party leader in June. 

Others are afraid to express their opin- 
ions. "There has been a lot of renovation in 
Vietnam, but if we declare a certain view 
and tomorrow the policy changes, we'll get 
into trouble," an unemployed young actor 





-Crucial role for Dayaks in Sarawak polls 


ET, onghouse votes 


restlessness of younger PBS members. But 
Taib feels the time is right for an election. 
Although Prime Minister Datuk Seri 
Mahathir Mohamad refused to expel the 
PBDS from the federal National Front coa- 
lition and to drop PBDs president Datuk 
Leo Moggie as federal works minister, Taib 
has managed to quash rumours that he 
does not enjoy Kuala Lumpur's backing. 
Also, recent events have helped refurbish 
his image. 

Much is at stake for Mahathir too. Hav- 
ing lost neighbouring Sabah through the 
defection of the Kadazan-based Parti 
Bersatu Sabah, he cannot afford to now 
lose Sarawak to an opposition, ethnic- 
based party. Although all four major 
Sarawak parties are National Front mem- 
bers, the PBDS is directly opposed to the 
Barisan Tiga at state level. 

All eyes are now on Leo Moggie. He is 
very popular in the Iban longhouses and is 
under strong pressure to lead the Ibans — 
who comprise 33% of the state population 
— in an assertion of their rights vis a vis 
the Malays (20%) and Melanau (5%), who 
dominate the state politically. One scenario 
has Leo Moggie making a bid for Taib’s 


job by. contesting a state seat, and fielding 
PBDS candidates in all Iban and some rural’. 


mixed seats after securing an electoral pact 
— reportedly in the making — with the 
opposition Chinese-based Democratic Ac- 
tion Party (DAP). 


But, Leo Moggie is in a predicament. If 





s CUTE The ge era ‘apathy about politics is re- 
flected i in sharply declining membership oí 





the Ho Chi Minh Communist Youth 
Union, once an important training ground 
for new communist party members. The 
union's membership has fallen from 4. 2 
million in 1987 to 3 million today. 

Few youths seem interested in joining 
the communist party. Those that do join 
often cite selfish motives rather than the 
idealism and willingness to make sacrifices 
of the previous generation. 

Although most young people say they 
are grateful for the previous generation's 
dedication to the struggle to oust the 
French and the Americans, few, particu- 
larly in urban areas, seem interested in 
joining the once-admired army. Vietnam 
has witnessed no agitation against con- 
scription but many young men admit they 
are looking for ways to avoid military 
service. m Murray Hiebert 


he loses after leading the Ibans against 
Taib's Kuala Lumpur-endorsed Malay- 
Melanau leadership, he risks losing his 
place in the federal government; if he does 
not lead the Ibans and the less numerous 
Bidayuhs and Orang Ulu, he would be 
spurning their trust in him as de facto na- 
tive chief. They might then turn to other 
leaders, including Leo Moggie's deputy, 
Datuk Daniel Tajem, reputed to be more of 
an Iban fighter. The irony is that if Leo 
Moggie loses the support of the Dayaks, he 
would be useless to Mahathir, anyway. 

Both the PBDS and the DAP are focusing 
on rural issues, including the rights of 
ethnic minorities, rural education, em- 
ployment and distribution of the state's 
timber wealth. Geography and occupation 
have lent ethnic overtones to these issues. 
It is the Dayaks and Orang Ulu who live in 
the interior. The politically dominant but 
numerically fewer Malays and Melanaus 
live in or near the towns, where education 
guarantees a perpetuation of their status. 
The same goes for the Chinese traders, 
while several of the Malay-Melanau elite 
have overlapping business interests with 
Chinese timber tycoons. 

At the same time, the younger PBB 
members are agitating for change from 
within. They deplore Taib's paternalistic 
administrative style and are also against 
the PBB's dynastic politics — Taib's uncle 
was chief minister before him. Challenged 
at various flanks, Taib has been forced to 
ally himself with the Chinese. 

As à Melanau, he would have difficulty 


being accepted by the Dayaks, who, 
though bumiputra, are culturally and reli- 


giously different from the Melanau. Being 
bumiputra also. makes them rivals for the 
same economic cake, whereas the Chinese, 
unable to thrive without bumiputra part- 
ners, make pacanie allies. E 
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Sovtet crisis forces India to realign foreign ties 









| he hardliners’ 19 August coup i in the 
: T: Soviet Union, the triumph of the re- 

formists led by Boris Yeltsin four 
days later, and the subsequent dissolution 
-Of Soviet central authority has left India 
— e both embarrassed and fumbling for ideo- 
5... logical and foreign-policy bearings. 
~~ On the night of the coup, Prime Minis- 
ter P. V. Narasimha Rao said it was a 


D | warning to those who pursued reform too 
- « quickly, a message some took as hinting 


India should slow down its economic lib- 
eralisation. Officials quickly put out word 


= that coup figurehead Gennady Yanayev 


"was an "old friend" — having been vice- 


|... president of the Soviet-India Friendship 
||. Society and Moscow's delegate to former 
v prime minister Rajiv Gandhi's funeral. 


The Ministry of External Affairs ignored 

à stream of Western ambassadors who 
urged India to throw its weight behind 
international protest against the coup. 
Minister of State Eduardo Faleiro told 
parliament the coup was an internal affair 
of the Soviets. Indian Ambassador in 
Moscow Alfred Gonsalves assured New 
< Delhi he was in touch with the new lead- 
ers, and told visiting businessmen that 


a : {President Mikhail] Gorbachov brought 
. about the disintegration of the party. 


us . Maybe the new man will rebuild it." 
= When Gorbachov was restored to office, 
New Delhi scrambled to catch up by 


VANUATU 









By Mary-Louise O'Callaghan i in » Port Vila 


A general election will be held before the 
end of the year in Vanuatu following the 
defeat of long-serving prime minister 
Walter Lini after a split in his ruling 
Vanua'aku Pati (vp). The crisis was 
brought about principally by Lini’s recent 
bizarre behaviour and desperate attempts 
to retain power. . 

Until the election — which must be 
S called. before 30 December — the vP re- 
mains in power under new Prime Minis- 
ter Donald Kalpokas, formerly an old Lini 
-ally who replaced him as party president 
m August. But the. * pany $ m T of 





ng for friends 


sending him effusive messages. One em- 
barrassing result has been a storm of press 
editorials and published letters expressing 


shame that at the crucial moment, India, 
. by keeping silent, had sided with the forces 


of repression rather than the "people" with 
whom it had long proclaimed a special 
friendship. 

For 30 years after independence in 1947, 
the constitution defined India as a socialist 
state, and leftist thinking still colours the 
political centre, claimed by both the ruling 
Congress party and the opposition Janata 
Dal. Initially, India looked to the Soviet 
Union as a model for industrialisation. It 
also seemed to demonstrate that linguistic 
and ethnic divergences could be directed 
into a common nationality. In 1971, shortly 
before its war with Pakistan, it signed the 
20-year Indo-Soviet Treaty which has se- 
curity-related clauses. 

Until the late 1980s, the orientation 
served India well. It was able to tread a 
middle path in economic and foreign 
policy. A rupee-rouble trade agreement 
swapped Indian tropical products for So- 
viet oil, minerals and paper, and allowed 
India's defence forces to buy hi-tech 
weaponry with rupees. Then things started 
going awry. India's return on investments 
in the state sector plummeted and the un- 
derground economy burgeoned. The So- 
viet Union started embracing capitalist 
ideas and as it did, the rupee-rouble trade 
began to look more like exploitation than 


retaining its majority have been seriously 


damaged by the internal wrangle. 
Linis 11-year government had for a 


long time been considered the most sta- 


ble among the South Pacific's newly in- 
dependent island states. Lini, a 49-year- 


old Anglican priest, had led the vP for 


more than 20 years — the first 10 before 
independence from the joint Anglo- 
French administration of the 83-island 
archipelago formerly known as the New 
Hebrides. 

Despite suffering a stroke in 1987 and 
having faced an attempted coup by 
former ally Barak Sope in 1988, Lini has 
appeared recently more and more deter- 
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Yelp. Mar y fellow  upholders of the Non- 
Aligned Movement's moralistic rhetoric 
drifted towards the West or became pariah 
regimes. 

Then, within three weeks of India re- 
newing the Indo-Soviet Treaty for another 
20 years, the Soviet Union itself started 
fading from sight, to be replaced by a col- 
lection of European and Central Asian na- 
tionalities whom India had ignored. 

Much of the fear of a unipolar world 
dominated by the US and the wistfulness 
for the Cold War reflects an obsolete world 
view common among India's intelligentsia. 
Locked in the 1960s, their thinking takes 
little account of the rise of the East Asian 
economies and the strength of unified Eu- 
rope. The underlying perception of India 
as vulnerable — despite its ocean and 
Himalayan barriers — harks back to pho- 
bias in the Hindu psyche that parties such 
as the nationalist Bharatiya Janata Party are 
trying to tap. 

Rather than foreign domination, the real 
threat to India now is international lack of 
sympathy or indifference. As a young 
German diplomat indiscreetly pointed out 
at a recent seminar, India was without 
"useful friendships" in its own region, the 
Middle East or East Asia. The supercilious 
Indian approach to other members of the 
South Asian Association of Regional Co- 
operation increasingly contrasted with In- 
donesia's more deft handling of its smaller 
neighbours in Asean. 

Its policy rigidities, most notably on 
nuclear proliferation, now seem more 
likely to result in real economic penalties. 
The Europeans, the Japanese and the 
Americans are set to apply increasing 
pressure. Visiting Germany in early Sep- 
tember, Rao heard Chancellor Helmut 
Kohl ask why India's military spending 
was so high and explain that Germany 


mined to retain power. He failed to hon- 
our a 1979 agreement with the VP under 
which he was to have stepped down in 
1990 after 10 years in office. 

Last year, faced with mounting un- 
happiness among key vP stalwarts, many 
of them his own ministers, Lini began a 
spate of dismissals and demotions which 
at one stage resulted in him holding more 
than 50 portfolios including those con- 
trolling the media, judiciary, foreign af- 
fairs and the Citizenship and Ombuds- 
man Commissions. 

Earlier this year Lini arranged by de- 
cree honorary citizenship — including a 
diplomatic passport — for an American 
millionaire who recently retired to 
Vanuatu with his girlfriend. In the weeks 
before the vote of confidence was held he 
began inviting a local Vietnamese busi- 
nessman, Dinh Van Than — a close per- 








sonal friend since 1987 — to cabinet 
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could not afford any more aid than last 
year. 

The Ministry of External Affairs' instant 
dismissal of Pakistani Prime Minister 
Nawaz Sharif's recent proposal for a five- 
nation discussion of a South Asian nuclear- 
free zone is looking more and more dam- 
aging. The lack of flexibility is robbing In- 
dia of the dividends of several confidence- 
building steps that could retain the ben- 
efits of the present nuclear ambivalence but 
head off a costly escalation into a nuclear 
missile race. It will also obstruct ac- 
cess to Western conventional arms 
and technology. 

India has grown used to the pro- 
tection of the Soviet veto in the UN 
Security Council and the Soviet 
economic and military back-up. But, 
who wields the Soviet veto may 
now be an open question; also, for 
some time now, Moscow's willing- 
ness and ability to provide material 
aid has been debatable. 

Even before the August coup, 
one pointer was the non-renewal of 
the expired three-year lease of a 
nuclear-powered submarine to the 
Indian navy. Hints have emerged 
that the Soviets either refused a fur- 
ther lease, or demanded an unrealis- 
tically high hard-currency payment 
to put the Indians off. This may have 
reflected the ascendency of Soviet 
officials more concerned about the 
destabilising regional effects of the transfer. 

To replace Soviet support and avoid 
overdependence on the US, Indian officials 
are now said to be planning concerted ef- 
forts to improve ties with other economic 
powers. Rao's visit to Germany is part of 
that strategy. Finance Minister Manmohan 
Singh is also expected to visit Tokyo and 
Seoul to promote trade and investment. 


meetings. 

Then in the days immediately before 
the vote, he tried twice to get the repub- 
ic's president to dissolve parliament. Lini 
ilso publicly rejected decisions taken by 
the country's courts and drafted letters for 
the dismissal of the chief justice and three 
visiting appeal judges. 

All these actions were far from the 
characteristic behaviour of the man who 
aad led the first Pacific country to join the 
non-aligned movement and who declared 
"Melanesian Socialism" to be his guiding 
political philosophy. 

Despite the intensity of the political 
struggle, two of Vanuatu's most impor- 
ant assets — tourism and its tax haven 
status — have remained untouched by 
the latest crisis. This contrasts with 1988 
when an Australian tourist was shot and 
wounded and a Vanuatuan was killed, 
shaking foreign confidence in the country. 


19 SEPTEMBER 1991 





Outwardly, ministers and officials alike 
are taking the line that there is no basic 
problem with the Soviet relationship. But, 
in practical terms, the Indo-Soviet relation- 
ship is already beset with difficulties. Mili- 
tary supply is the most pressing case. The 
Indian forces rely on Moscow for at least 
70% of their equipment. Typically, the So- 
viets kept their clients on a short inventory 
of spares to retain political leverage. 

In recent months, Soviet factories have 
been demanding hard currency, which In- 


"a 


Rao: concerted push towards Bonn and Tokyo. 


dia cannot afford. Minister of State for De- 
fence Krishna Kumar went to Moscow a 
few days before the coup to bring spares 
back into the rupee trade, and claimed to 
have secured agreement on 10 of 13 crucial 
items. But analysts said the problem is not 
getting Moscow’s assent, but getting fac- 
tory directors to obey it. 

The rupee-rouble trade is also causing 
severe disruption to India and may be 


In hindsight, the events of 1988 have 
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wound up at the end of 1991, though the 
agreement runs to 1995. The trade worked 
as long as Moscow could secure quotas of 
oil and other commodities from Soviet 
production units at the low official prices 
for the internal market, sufficient to match 
Indian shipments bought with an artifically 
high rouble. The increasing autonomy of 
Soviet republics and enterprises has made 
this difficult. 

Meanwhile, Soviet importers have been 
taking a growing slice of India's commod- 
ity output — 60 % of its tea, for ex- 
ample — which, with some market- 
ing effort, could be sold for hard 
currency. Fortunes are being made 
by Indian and Soviet traders who 
split the profits in buying Indian 
goods with the official-rate rouble 
(set at Rs 30) and selling them in 
free markets (where the rouble is as 
low as 30 to the US dollar). 

As a result, India has a mount- 
ing bilateral surplus — Rs 27.1 bil- 
lion (US$1.05 billion) in 1990-91 — 
which cannot buy anything much in 
the Soviet Union and cannot be 
spent elsewhere. The only use is to 
repay India's rouble debt for Soviet 
goods bought in the past, put at 
about Rb! 10 billion. So far, the Sovi- 
ets have shown no sign of a 
ment to devalue the rouble value of 
this debt. But while the price of 
friendship is high, Indians are hesitant 
about a sudden switch to hard currency. 
There would be an immediate outflow of 
perhaps US$800 million to replace the 4.5 
million tonnes a year of Soviet-supplied oil 
and petroleum products. It would take 
time to develop markets for Indian com- 
modities, and some items, such as pharma- 
ceuticals, might not find other markets at 
all. a 


In forcing some of his most able col- 


proved a good dress rehearsal for resist- 
ing Lini's efforts to remain in office once 
it became apparent he no longer had the 
numbers in the 46-seat house to defeat 
the no-confidence motion. 

When confronted with a politically 
motivated request from Lini to dissolve 
parliament, President Fred Timakatha 
only had to remember what happened to 
his predecessor, Ati George Sokamanu. 
Sokamanu was jailed and eventually dis- 
missed from office in 1988 for an uncon- 
stitutional attempt to dissolve parliament 
and swear in his nephew, Sope, as the 
head of a caretaker government. 

In the chaos that followed these 
moves, the police and Vanuatu Mobile 
Forces were made well aware of the inad- 
equate training and confidence of their 
younger members. This weakness has 
been addressed in the past two years. 
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leagues into splitting the party, Lini also 
found himself confronted by men and 
women who are used to being heard and 
were unwilling to remain silent. The re- 
sult was that media coverage reflected 
both sides of the dispute within the rul- 
ing party. This included Radio Vanuatu, 
which in the years since independence 
has acted virtually as an organ of the state 
and operated as a mouthpiece of the rul- 
ing VP, 

One beneficiary of a split within vP 
appears likely to be Sope who made a 
comeback from his failed coup attempt 
by organising the opposition Melanesian 
Progressive Party. If Sope holds the bal- 
ance of power in the next parliament 
Vanuatu could face the prospect of a style 
of government more like that of its 
neighbours, with their often shaky coali- 
tions. » 








PHILIPPINES 


Post-volcanic mudflows are ticking time bombs 


Misery to come 


By John McBeth in Manila 
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wo years after the most violent 

eruption of southern Luzon's 

Mayon volcano in he late 1880s, 
an avalanche tore down the volcano's 
steep slopes and killed more than 1,200 
people. In mid-1985, a minor explosion by 
Colombia's snow-covered Nevado del 
Ruiz caused a similar flow which en- 
tombed at least 24,000 people in a town 50 
km away. 

These two events illustrate not only the 
destructive force of these so-called 
“lahars,” but also the new threat facing the 
hundreds of thousands of people still reel- 
ing from the 15 June eruption of Mt 
Pinatubo. Filipino and American volcano- 
logists say that the threat will last for at 
least the next five monsoon seasons. 

This time-bomb effect is clearly the 
worst aspect of the disaster because 
displaced people will not be able to 
leave evacuation centres and get on 
with their lives. Officials say that 
probably will not happen until the 
end of the rains in November — à 
respite which they hope the govern- 
ment will use to develop protective 
measures and restructure the re- 
gion's agricultural production. After 
that, the populace will have to learn 
to cope as each wet season comes 
around, especially since non-gov- 
ernmental agencies (NGOs) — the 
other main source of aid — are 
rapidly exhausting their ability to 
help. 

Lahar specialist Kevin Rodolfo, 
who fears that next year's ava- 
lanches could be worse than this year's, 
points out that while a mudflow consists 
essentially of earth and water, a lahar has a 
high concentration of sand and pumice and 
is infinitely more destructive. 

One type of lahar, known as a debris 
flow, contains as much as 85% solid mate- 
rial and travels faster because of its viscous 
nature, overflowing river channels and 
tearing up the terrain, thereby increasing 
its bulk by as much as 100% during its 
downhill progress. So-called hypercon- 
centrated lahars are made up of only 60- 
79% of debris, but have a dangerous pen- 
chant for cutting sideways. 

Such a phenomenon occurred on 1 
September when a 6-m-high lahar surged 
through a sandbag dyke along the Abacan 
. River and down the streets of Angeles City 
(pop: 360,000), adjoining the already de- 
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vastated Clark air base. The incident raised 
fresh doubts about the future of central 
Luzon's largest population centre, which 
lies about 16 km from the volcano. 

In their early stages, lahars erode and 
overwhelm. As they slow down, they flow 
around structures and bury them. Lahars, 
which have now claimed at least 75 lives, 
can strike without warning, even when 
there is no rain. 

Rodolfo notes that some lahars on 
Pinatubo have backed up into tributaries 
where they solidify and act as dams. The 
water piling up behind later breaches the 
barriers and remobilises the primary lahar 
deposits, causing an unexpected slide into 
lowland valleys. 

Volcanologists have been able to draw 
up a lahar-hazard map of Pinatubo by 
studying deposits left by three previous 
eruptions 600, 2,300 and 4,200 years ago. 


Lahar hazard 





This, according to Rodolfo, shows that the 
western slopes are much more susceptible 
to lahars than those in the east. 

Pampanga and Tarlac provinces have 
suffered the most damage to their in- 
frastructure so far because the 15 June 
eruption occurred when the prevailing 
winds were from the east. But the winds 
have shifted with the onset of the 
monsoon, and the heaviest rains now are 
falling on the Zambales slopes where de- 
posits hundreds of metres deep lie poised 
above the major Santo Tomas and Bucao 
river systems. 

Zambales does have one advantage: the 
rivers empty into the sea and could serve 
as an outlet for much of the volcanic debris. 
In more heavily populated Pampanga and 
Tarlac, where 70% of the 1.9 million af- 
fected population lives, lahars will stay in 
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rivers and itrigation’s} systems, ndie id 


bilitation much more difficult. 

Only about 10% of the estimated 2 bil 
lion tonnes of debris has been dislodge 
from Pinatubo's slopes so far. Rodolfo say 
authorities should be doing much mor 
than they have been in studying the laha 
threat. Pointing to the threatened Zambale 
town of Botolon, he said: "They have k 
decide whether to resettle or to save thi 
town with engineering. You just can't le 
the people sit there." 

Government officials agree, but point t 
the political implications. "How do you tel 
people in one province to abandon thei 
town and then do something to save ; 
town somewhere else because it is mon 
practical?" said one official. "It would b 
easier if we were talking about just on 
town, but we're not.” In fact, many of thi 
25 municipalities within a 30-km radius o 
Pinatubo are at risk. 

The Department of Social Welfare anc 
Development (DSwD) and the Philippin 
National Red Cross count 116,000 peopk 
in evacuation centres around Pinatubo 
including those who fled from the sub 
sequent lahar threat. Another 400,00! 
villagers are being assisted outside th 
centres. 

At least 120,000 refugees wil 
have to be permanently resettled 
probably in the next few weeks. Bu 
even when that has been done, mos 
will continue to survive on govern 
ment relief handouts until they cai 
begin earning an income fron 
newly introduced  livelihooc 
projects. 

Agriculture is at a standstill ir 
most places. The International Ric 
Research Institute has had som: 
success in planting rice in volcano 
damaged fields. But their experi 
ments show a need for heavier ap 
plications of fertiliser, something 
National Economic Developmen 
Authority regional director Nesto: 
Majares feels could make continu: 
ed rice-growing economically unviable. — 

A major worry as well is the damage 
lahars will continue to cause to in 
frastucture and irrigation systems and th« 
further prospect of widespread floodin; 
over the next three months, possibly af 
fecting the major ricebowl province o 
Nueva Ecija. "We haven't had a major ty: 
phoon yet," says agronomist Kennet 
Cassman, “so | think the worst destructior 
has yet to come.” That view is also sharec 
by Majares and DSWD regional directo) 
Celia Yamco. 

Malacanang palace officials have nc 
other choice but to carry on with relief ef 
forts. With some NGOs already exhausting 
their attention and resources, the govern 
ment may soon be left to bear by itself the 
full burden of a disaster which seems tc 
have no end. | a 
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Leading politicians linked to co-op scandal 


Hands in the till 


By Salamat Ali in Islamabad 


ardly a year after Benazir Bhutto's 
H government was dismissed over 

alleged corruption, the administra- 
tion of her successor, Prime Minister 
Nawaz Sharif, is being rocked by a billion- 
dollar scandal involving credit co-operative 
societies and members of the ruling Islamic 
Democratic Alliance (IDA). And to add to 
Sharif's problems, the scandal is confined 
to Punjab province, his power base, where 
millions of small-time depositors could 
well lose their life savings. 

Opposition leader Bhutto, who is lead- 
ing the outcry against the alleged co-op 
scandal, has, much to Sharif's embarrass- 
ment, been addressing huge rallies in 
Punjab and on 4 September gave the gov- 
ernment one month to make good deposi- 
tors' losses, failing which she threatened to 
start political agitation. 

The current scandal is estimated to in- 
volve at least Rs 23 billion (US$915 million) 
collected from some 2.6 million depositors. 
Many of the co-ops are believed to be in 
the red, and most of them have cash-flow 
problems. 

Ruling party MPs have tried unsuccess- 
fully to blame Bhutto and her Pakistan 
People's Party (PPP) for the sudden prolif- 
eration of co-ops in the late 1980s that has 
contributed to the situation. One legislator, 
M. Hamza, said that until November 1988 
— when Bhutto took power as prime min- 
ister — there had been only 15 co-ops and 
that it was her government that allowed 
56 more to be set up. But he could not ex- 
plain how her government could have 
done so, since Punjab was then being ruled 
by Sharif himself as chief minister. Under 
the constitution, co-ops come under pro- 
vincial jurisdiction. 

Federal Finance Minister Sartaj Aziz, 
however, also blamed depositors for being 
greedy. He said they had ignored warnings 
and invested in co-ops in the belief that 
they would get returns as high as 30%. By 
way of defending co-ops, he said the courts 
had ruled that it was not against banking 
laws for any group of people to form a co- 
op. Besides, co-ops had been in operation 
for more than 20 years and in most cases 
their assets matched their liabilities. Their 
only problem was a lack of liquidity. 

The leader of the opposition in the Pun- 
jab assembly, Rana Ikram Rabbani, disa- 
grees. He says that the provincial Depart- 
ment of Co-operatives had reported to 
Chief Minister Ghulam Hyder Wyne in 
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mid-1990 that co-ops in Punjab were cu- 
mulatively Rs 260 million in the red by 28 
February 1990. 

Rabbani also said that by December 
1990, serious irregularities in the running 
of co-ops had caused a loss of Rs 2 billion. 
Of this, Rs 1.5 billion had been lost by just 
one co-op — the Services Credit Co-opera- 
tive Corp. (sccc), But the department itself 
took no action because IDA politicians in 
the federal parliament and the Punjab as- 
sembly were involved. 

Rabbani also claims that IDA assembly- 
man Zulfikar Awan, who heads the sccc, 
was a lavish spender — he once bought 
his son a cricket bat autographed by Indian 
actress Rekha, for which he paid Rs 
500,000. One sccc depositor, Brig. Fayyaz, 
says that Awan admitted he contributed 


Bhutto; Sharif: huge rallies embarrass PM. 


Rs 100 million to the IDA election campaign 
in 1990. Depositors say the sccc is unable 
to repay them because it has lost a total of 
Rs 3 billion. 

Depositors also dispute Aziz's claim 
that they were greedy and ignored official 
warnings. They say they were led to be- 
lieve that the co-ops were safe and enjoyed 
the patronage of high government leaders. 
Federal ministers and Punjab provincial 
ministers had opened several co-op 
branches and at each of the sccc branch 
offices all over Punjab, one standard item 
of furnishing was a picture of Awan re- 
ceiving a certificate of registration from 
President Ghulam Ishaq Khan. 

The Punjab government has not dis- 
closed how many co-ops have failed to re- 
pay their depositors. So far it has issued 
notices appointing outside administrators 
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to only eight co-ops, but in view of the en- 
thusiastic reponse to the Bhutto rallies and 
the widespread resentment in Punjab, it is 
likely that more than eight co-ops are in 
trouble. 

Moving swiftly to contain the problem, 
Sharif has ordered that co-op assets be used 
to repay depositors — with all depositors 
with claims of up to Rs 25,000 being paid 
at once. 

Heading the list of defaulting co-ops is 
the National Industrial Co-operative Fi- 
nance Corp. (NICFC) headed by federal In- 
terior Minister Chaudhry Shujaat's cousin, 
Chaudhry Tajammal. In terms of deposits 
and book value of its assets, it is twice as 
big as the recently privatised Allied Bank 
of Pakistan. The next biggest is the SCCC, 
followed by the Mercantile Co-operative 
Finance Corp. (MCFC). 

The MCFC is headed by former PPP fed- 
eral minister of state for finance Ehsanul 
Huq Piracha, who has so far been left out 
of Bhutto's denunciations. Piracha alone 
has been opposing the appointment of ad- 
ministrators by Sharif on the ground that it 
would ruin his co-op in a matter of months 
though it currently had assets of Rs 626.5 





million against liabilities of Rs 626.8 mil- 
lion. 

Before Sharif acted, Piracha had offered 
immediately to repay in full all deposits of 
up to Rs 50,000, 75% of deposits of up to 
Rs 300,000 and 50% of all bigger deposits. 
He asked for time to mobilise money to 
pay the rest of the claims. 

The co-ops have generally regarded 
administrators with suspicion, for under 
the law the administrator is virtually a 
liquidator. On the day the administrator is 
appointed, calculation of interest on de- 
posits and loans stops. Those who have 
taken loans often repay only in instalments. 
Hence, this is generally seen as a ruse to 
secure interest-free loans repayable in 
instalments. Besides, many co-ops have 
invested in properties at highly inflated 
prices and would be extremely lucky to sell 
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them off for half their book value. 

Aggravating depositors' fears, Aziz has 
asked all depositors of Rs 100,000 and 
above to file their tax returns with their 
claims, but he has not demanded similar 
returns from those who have borrowed 
millions from the co-ops. 

The PPP central executive has de- 
manded a commission of inquiry headed 
by a judge and comprising representatives 
of the depositors, the IDA and the oppo- 
sition. Sharif's Ittefaq group of companies 
initially denied having taken any loans 
from the NICFC, but later announced it had 
repaid every single rupee it borrowed, to- 
gether with interest. Shujaat too insisted he 
had paid back all loans to the NICFC. 

Sharifs and Shujaat's companies have 
argued that they were forced to borrow 
from the co-ops only because Bhutto, while 
in power, had prevented the banks from 
advancing them money. Bhutto, however, 
says that by the time she took over, the 
companies had taken bank loans equi- 
valent to twice their paid-up capital. She 
asserts that she had instructed the banks 
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to secure every loan properly. While 
Sharif was ruling Punjab, his province 
floated an official bank, the Bank of 
Punjab. Bhutto claims the new bank was 
floated to circumvent her instructions on 
loans. 

Salman Taseer, a PPP leader who is a 
chartered accountant by profession, argues 
that there is something fundamentally 
wrong with a system that allows only four 
families to secure as much as Rs 9.85 bil- 
lion in loans from public institutions. 

By Taseer's reckoning, by the end of 
1990, government financing institutions 
had advanced Rs 2.5 billion to Sharif's 
group of companies, Rs 1.2 billion to the 
late president Zia-ul Haq's brother-in-law 
Basaharat Ilahi, and Rs 800 million each to 
Shujaat and the Saifullah family, which is 
linked to Ishaq Khan by marriage. 

Additionally, Sharif's companies and 
Shujaat and [ahi had borrowed a total of 
Rs 12 billion from the co-ops, he claimed. 
Sharif had also borrowed Rs 160 million 
for the Himalaya Textile Mills and Shujaat 
Rs 350 million for the Phalia Sugar Mills 


Honours and dishonours 








By Paul Handley in Bangkok 
A nine-month campaign by the Burmese 
junta to persuade the Thai Buddhist 
clergy into giving Rangoon its implicit 
recognition, has been partially success- 
ful, but only after the issue forced public 
scrutiny of Bangkok's accommodating 
policy towards the hardline Burmese 
military regime. Bowing to Burmese 
pressure, on 29 August, Bangkok per- 
mitted Burmese Home Affairs and Re- 
ligious Affairs Minister Phone Myint 
personally to deliver high honorary 
titles to be conferred upon Thailand's 
supreme patriarch and nine other senior 
monks. 

The episode aroused much oppo- 
sition from Thai laity as well as from a 
group of monks, who argued the move 
was a blatant attempt to garner foreign 
recognition for a government which had 
only a year ago conducted a massive 
campaign against the Burmese clergy. 
Following an incident in August 1990, 
when two monks were killed and 10 
wounded by soldiers in Mandalay, 
Rangoon arrested hundreds of monks 
for supporting anti-government resist- 
ance. 

The strong public criticism in Thai- 
land, including an attack from former 
prime minister Kukrit Pramoj, forced 
Bangkok to scale down the visit. At the 





last minute, arrange- 
ments were made for 
Myint to hand over the 
honours to his Thai 
counterpart, Interior 
Minister Gen. Issarapong 
Noonpakdi, rather than 
to the clergy, in private at 
an army auditorium, 
while an official cere- 
mony was cancelled as 
"inconvenient." 

Even so, on 30 August 
Myint was given a closed 
audience with the su- 
preme patriarch, Somdej 
Phra Yanasangvorn, who 
had earlier declined to go 
to Burma on grounds of ill health. 

Reports suggest the Thai Foreign 
Ministry, and the Education Ministry 
which oversees the Religious Affairs 
Department, approved accepting the 
award, and following the Thai coup in 
February, Burmese head of state Saw 
Maung took advantage of the new 
government's friendliness to force the 
issue, though his request to bestow 
the honours on the Thai monks person- 
ally was scotched by the Foreign Minis- 
try's unwillingness to treat it as a state 
visit. 

The Burmese insistence on sending 
Myint instead left the Thais little choice, 
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from a foreign bank. Both loans were guar- 
anteed by the NICFC. This does not include 
Rs 850 million borrowed by Sharif's com- 
panies for their new sugar and textile 
plants over the past 18 months. 

An application for a loan of Rs 1 billion 
is pending before financial institutions for 
a Honda car plant planned by Sharif's 
group of companies. The Saifullahs' textile 
mill and foundry set up near Peshawar 
recently are not included in Taseer's fig- 
ures. 

Those under fire by Bhutto as the co-op 
scandal widens argue they have not com- 
mitted any crime by taking bank loans for 
industries to accelerate the economic de- 
velopment of Pakistan. Nevertheless, the 
controversy is creating the impression 
among many people that the men at the 
top of the government hierarchy comprise 
the richest set of rulers Pakistan has ever 
had. As one critic, People's Democratic Al- 
liance leader Asghar Khan quipped: "Paki- 
stan has a businessman premier and he is 
doing what he knows best — making 
money." * 





Kukrit: backlash. 


said Thai Foreign Minister Arsa Sarasin. 
He and Education Minister Kaw 
Sawasdipanich argued that monks were 
not able to choose what gifts they could 
accept and must take anything they are 
given. It was this which 
brought the stinging 
backlash from elder 
statesman Kukrit, who 
questioned whether ei- 
ther minister knew any- 
thing about Buddhism 
and whether they re- 
garded the monks' alms 
bowls as garbage con- 
tainers. “If a sinner put 
excrement into the 
monk’s alms bowl, 
would the ministers have 
him accept it?” he asked. 

Some analysts believe 
that Kukrit, who has 
close ties with the royal 
palace, had some influ- 
ence on the decision not to allow Myint 
to award the titles directly. 

Further pressure has been put on the 
present Thai policy towards the Burmese 
movement by a new report by Amnesty 
International criticising Thailand's treat- 
ment of Burmese refugees. The report 
attacked the Thais for mistreating politi- 
cal refugees, citing the case of one shot 
dead by Thai police on 2 August. The 
man had been given refugee status by 
the UN High Commissioner for Refugees 
but had been arrested by Thai police and 
accused of illegal entry, according to 
Amnesty. Trying to escape from — 
repatriation, he was shot. 
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o Pakistan offers prob- 


ably the most attractive terms 
anywhere in the developing 
world to foreign investors and 
entrepreneurs. It is the first 
country in South Asia to bring 
about: 

—  Denationalisation of in- 
dustry and privatisation of 
public utilities; 

— Removal of all restrictions 
on dealings in foreign ex- 
change, including banking for 
both individuals and compa- 
nies, foreign or local; 

— Dismantling of state capi- 
talism. 


Pakistan Is Open 
For Business 


The invitation extended by 
Pakistan to the outside world to 
invest in its economy and share 
in its growth and development is 
backed by a bold package of 
measures tailored to bring about 
rapid privatisation, deregulation 


ns, Lahore. 


and denationalisation. 

In a series of radical funda- 
mental reforms, the government 
of Prime Minister Nawaz Sharif 
has put Pakistan firmly on the 
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road to progress by freeing the 
system of debilitating state con- 
trols, providing unprecedented 
incentives to private foreign and 
domestic enterprise, guarantee- 
ing investment security, rolling 
back nationalisation, privatising 
state-held business and indus- 
try, including banking, on a 
massive scale and allowing the 
private sector complete freedom 
to realise its full potential. 
These revolutionary steps 
are without precedent in the 
Third World, which is why the 
Pakistan experience is being fol- 
lowed with such interest in many 
developing countries. 


Bold New Features 


B Foreign investors can now 
own 100 percent equity in 
any industrial or business 
yenture on a repatriable ba- 
sis. 

B Remittances of dividends 
and privatisation proceeds 

can be repatriated as 
well—and without the 
Central Bank's permis- 
sion. The profits earned 
by banks, insurance 
companies, airlines and 
shipping firms, however, 
remain subject to cer- 
tain special but simple 
procedures. 

B Foreign currency 

accounts can now be 

opened by resident indi- 

viduals and firms, both 
Pakistani and foreign, in- 
cluding investment banks. 

B Banks have been allowed 
to reconvert into foreign ex- 
change the unspent amount 
of Pakistani currency without 





original encashment receipts. 

Resident Pakistanis have 
been allowed to maintain bank 
accounts abroad. 

Licences are being issued to 
operate authorised money 
changers within the country. 

Foreign currency deposits 
maintained in Pakistan carry 
an interest rate, ranging from 
3/8% for 3-month term depos- 
its to 15/8 for 3-year deposits 
above the Barclays' rate. De- 
posits are encashable freely. 

US dollar-denominated 
bearer certificates are also 
available with a rate of return 
a quarter percent over the rel- 
evant LIBOR. The certificates 
can be purchased against pay- 
ment in foreign exchange by 
anyone, whether living abroad 
or in Pakistan. 

Foreign loans can be nego- 
tiated by investors without the 
permission of the Government 
of Pakistan. 

Foreign currency can be kept 

freely now. 

Foreign exchangepayments 

Sor a number of purposes, in- 
cluding advertisements, 
education expenses, member- 


ship fees of professional | 


institutions and excess bag- 
gage may be freely made. 

An Act of Parliament 
guarantees and protects all 
foreign investment against 
nationalisation. 

Foreign companies operat- 
ing in Pakistan can determine 


JSreely the mode and level of © 


transfer of technology. 

Foreign trading houses can 
be established freely to engage 
in the export trade. 





Foreign Investment 
Comes To Pakistan 


Since the set of policies 
aimed at easing bureaucratic re- 
straints on entrepreneurial 
activities and' attracting foreign 
investments were unveiled by 
Prime Minister Nawaz Sharifless 
than a year ago, nearly 80 inves- 
tors from various parts of the 
world, including Pakistanis 
settled overseas, have established 
contact with the government in a 
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Prime Minister Nawaz Sharif. 


bid to avail of the various facili- 
ties on offer. Foreign investment 
has more than doubled in the last 
6 months. 

Outgoing US ambassador 
to Pakistan Robert Oakley said 
inIslamabad on 17 August that 
a number of American compa- 
nies had expressed keen interest 
in working in Pakistan as a result 
of the newly-introduced liberal- 
ised economic and financial 
policies of the Nawaz Sharif gov- 
ernment. 
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Prime Minister Nawaz Sharif 


ing and shrimp processing, 


. Bahrain. | 

The main areas in which 
these investors from around the 
world have shown keen interest 
are: private banking, agro-based 
industry, steel engineering and 
manufacture, sugar and cement 
plants, petroleum exploration and 
research, commercial vehicle 
manufacture, computer and com- 
peer accessories, cargohandling, 5 
electrical goods. manufacturing, $ 
processed food packaging, fish- 
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taking place in t Paki- f 


The | new openness of the 
economy has revitalised the stock 
exchange and created much en- 
: thusiasm among financiers. New 
‘stock offers now tend to be 10 to 
201 times over subscribed, while 






oe risen byabout500 points 
in the last six months and ap- 
pears to be headed for a point 


twice its original value base. The - 


Hong Kong-based $20 million 


Pakistan Fund has been heavily. 


oversubscribed. It was floated by 


theCiticorpInvestmentBankand _ 
jointly underwritten by Morgan ` 
Grenfell and Merril Lynch. For Jj 


the first time, Pakistani securities 


are to be traded on international 


stock exchanges. 


Some Recent Deals 








W An agreement has been 
| reachedi in principle with South 
a Korea’ s Daewoo Group to in- | 


dn. p V *300- 400. 


Petroleum Refining and Petro- 
chemical Corporation. 


Privatisation: 
A Landmark Decision 


The Privatisation Commis- 


sion set up by the government is 


working to dispose ofavast range 


of state-run enterprises—from 


banks and insurance companies 


to textile mills, cement manufac- 
turing plants, hotels and 
telecommunications facilities. 
Thirty of these units are already 


; ama 
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Source: World Bank, World Development Report 1991. 
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entrepreneurs, the owni 

the Allied Bank, a comparativel 
smaller entity, has been sold to 
 itsemployees. Over 7,500 ofthem 
-have thus become shareholders 





in a unique arrangement which 
has all the elements of success. 

.. Next to go will be two of the 
country’ s largest banks, United 


and Habib. ‘Dennis Armstrong, 
General. Manager. of ANZ 


Grindlays. in Pakistan is of the 


view that the | *privatisation 


programme is opening up the 
market toenable business to grow 
without interference from the 
e 
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omestic bidders i to set Up i an 
rline in Pakistan. 
Nor does. another major 
state- run organisation, the Paki- 
stan National Shipping 
Corporation, anylongerenjoy the 
total monopoly it once did. 
Twenty-two. private shipping 
companies have already been 
granted operating licences, with 
the number expected to grow. 

Licences have also been is- 











rivatisation Commission, | 
5-4 Constitution Avenue, 
- Islamabad. 
Phones:(92-51) 823881, 817197 | 
Fax: (92-51) 822108 
Telex: 5746 EAC PK. 
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government has made. a move n see m. jos 
openauctioningofTreasuryBills — 


which, in turn, has increasedthe —. 
banks profitability. In additionto - 

that, the banks have been pro- - 
long-term _ E 
investment avenue in the shape dustry, business or service 
enterprise is open to foreign pri- 


vided with a 


of Federal Investment Bonds. 


Banks listing themselves as pri- 
mary dealers also include 


foreign-owned ones. 

The Nawaz Sharif govern- 
ment is committed to reducing 
the budget deficit from over 6% of 


the GDP to below 4% in the next- 
couple of years. Similarly, it ex- 
pects to reduce the current - 


toabsorb technology: and adag x 
to local needs. Pakistan is ri; 
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Workers, » techni icians D 






jm Pakistan dina every 






vate investment. Cut 
Foreign investors will find 
the country both willing and able 
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account deficitwhich wasaround. neers to 
$ 1.5 billion in fiscal 1991, to econom 


below $ 1 billion in this period. op 
Given the impressive improve- oi 














ment in exports last year, from 








under $ 5 billion to 6 billion, de desi 


appears possible that this deficit 
would be eliminated in the next. 





three years. All this is a part of — n E | 


| the government's stabilisation off po 
| programme under which infla- of Chi 

tion is to be brought down and region. 
. government'sborrowingathome stable € 
and abroad reduced. This area. 
programme is being followed 1 
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million Pakistanis is below the 
age of 30. Apart from Pakistan 
itself being a lively market for 
consumer goods and services, 
because of its geographical loca- 
tion and historical ties with 
neighboring states, it is an un- 
matched supply base forthe entire 
region. 

Pakistan has a sizeable 
money market. There are stock 
exchanges at Karachi and Lahore 
and four government-sponsored 
development finance institutions 
which provide Pakistan rupee and 
foreign exchange loans required 
by industry. 

Pakistani commercial banks 
have a nationwide network of 
6,000 branches. They also oper- 
ate in the credit market and 
advance funds to industry and 
business. Major US, European, 
Middle Eastern and Far Eastern 
banks are functioning in all prin- 
cipal cities. 

In respect of taxes, there is 
no discrimination between do- 
mestic and foreign investors, nor 
do foreign nationals require any 
work permit for Pakistan. 

Foreign investors are free to 
choose sites for the location of 





the industry they wish to set up, 
as long as the decision is envi- 
ronmentally acceptable. 

The government offers a 
generous package of tax conces- 
sions to new industries. If the 
unitis located in an urban centre, 
itenjoys a 3-year tax holiday. If it 
is based in a rural area, it can 
benefit from the concession for 
five years. In the country's less 
developed regions, an industry 
will be free from taxes foras long 
as eight years. 

Industrial machinery re- 
quired in rural or less developed 
areas, if not manufactured in Pa- 
kistan, will be allowed to be 
imported free of customs duty, 
sales tax and other normal im- 
port tariffs. 

Completely exempt from all 
duty and sales tax also is ma- 
chinery required for units 
involving bio-technology, elec- 
tronics, fertilisers, fibre-optics and 
solar energy. These industries can 
be set up anywhere in Pakistan 
and are to enjoy a tax holiday of 
four years in all cases. 

Against this rich and excit- 
ing investment climate, are 
Pakistan's ample water resources, 
« excellent agro-processing fa- 
cilities, a solid agricultural 
base and sufficient infra- 
structure facilities, lackingor 
in short supply in most 


M developing countries. Paki- 


Northern Area, Pakistan. 





i" "^ stanisalso poised to become 


a base for high-value indus- 
tries such as electronics and 
computer software. 


The Islamabad 
Investment Moot 


With such a multitude of 
investment opportunities avail- 
able and with the government 
making every effort, sincerely and 
in all earnestness, to attract out- 
side capital on commercially 
feasible and highly profitable 
terms, the moment is ripe for 
matching potential investors with 
potential opportunities. With help 
from the World Bank subsidiary, 
the Multilateral Investment 
Guarantee Agency (MIGA), the 
government has organised a 
three-day conference in Islam- 
abad from 18 to 20 November 
this year. It is expected that the 
gathering will bring together a 
large number of domestic and 
overseas investors who will ex- 
plore ways of setting up joint 
ventures or 100 percent equity 
projects in various sectors. 

For its part, the Government 
ofPakistan is determined to offer 
every encouragement and pro- 
vide every reasonable facility to 
foreign investors because it be- 
lieves that the kind of rapid 
economic and financial develop- 
ment that the country seeks, will 
need extensive foreign participa- 
tion. 

With the help and coopera- 
tion of its friends and given its 
own commitment to industrial- 
isation and economic growth, 
Pakistan is hopeful of turning 
the corner and become one of 
Asia's most rapidly industrialis- 
ing democracies. 
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Travellers Tales 


EVIEW subscriber M. R. P. Barth 

of Jakarta also subscribes to local 

newspapers and found the fol- 

lowing charmingly worded ad- 
vice in his letterbox: 


Dear Subscribers. 


We would like to inform you that mei, 
7th and 8th. will be an Islamic holyday 
fo IDUL FITRI 1409.H. Most of our 
orrand boys who delivery News peper 
and magazine to you are moslem. And 
because of this may we enpect you good- 
will, togive them any gift or present. In 
this acoasion, we are cortainli of a grat 
gralitude for you vinid and sincue. 

Attention for fever these boys. 

Thank you 


As | remarked recently, religious matters are 
relatively relaxed in Indonesia, as are the 
topics covered in the local newspapers. 
Controversial social issues are regularly 
reported and discussed. A feature in the 
Jakarta Post followed up a survey con- 
ducted by Matra which concluded that 72% 
of Jakarta men had sexual relationships 
outside marriage, many with prostitutes. 
The government publication Jakarta in Fig- 
ures had reported that back in 1986 there 
were 1,847 registered prostitutes in the city 
and over 8,000 unregistered ones. It re- 
ported that some of the "lower-class" girls 
had been persuaded to give up the game 
by the local chief of police's threats to 
shave their heads if they didn't go back to 
their villages, but concluded that only im- 
proved social welfare would minimise 
low-class prostitution. The high-class vari- 
ety was probably impossible to abolish, 
lespite strong opposition from religious 
quarters. The first sentence of the article, 
however, was a classic. 


JAKARTA (JP): Prostitution can be a 
topic of neverending discussion which 
zives rise to pros and cons. 


A couple of years ago, a Jakarta City Coun- 
illor, Romulus Sihombing told reporters 
Ye was looking into the operations of a cer- 
ain Hotel Raden which was operating 
without a proper business licence. Appar- 
ntly Soenario, a former Indonesian foreign 
ninister, lived next door and had com- 
lained. Sihombing explained that during 
us visit to the hotel he had seen a lot of 
r'oung women and, on inquiring about 
hem, was told the women were being 
rained as baby sitters. Well, it's one way 
Ý putting it. 
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Chris Pritchard of New South Wales 
bought a packet of pleasant-tasting garlic- 
flavoured prawn crackers in Jakarta, and 
wondered whether feminists who monitor 
sex-in-advertising would consider them 
exploitatively named: 





KRUPUK BAWANG 
Garlic Crackers 







100% BAWANG MURNI 


"e 


spper m 


^ = SS, 
INGREDIENTS : 


a o - sor 


Special tapioca flour fresh garlic. food colour. sugar and salt 


Tom Hinkle of Vancouver bought a 
packet of roast peanuts in central Kali- 
mantan and was struck by the picture on 
the package of Woody Woodpecker's head 
on Donald Duck's body. Is the web-footed 
woodpecker a device to keep Disney from 
suing? 
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Indonesia’s traditional medicines and ton- 
ics — Jamu — are advertised more expli- 
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citly than in the rest of Asia, even includ- 
ing China. Russ Boyer sends along a 
product which makes the following claims: | 

* Cures “white disease.” | 

* Makes husband-wife relationship | 
more perfect. 

* Hardens/tightens a cavity which has | 
given birth, and cleans it of residue which 
is unclean, wet and smelly. 

* Restores youth (features of maiden- 
hood) to a cavity which has given birth | 
and has undergone change. 

* Beautifies the bodily figure and gener- | 
ates new energies and heightens the pas- 
sions. 

The capsules should be inserted 15 
minutes before intercourse but should not | 
be left in a hot or humid place. And the | 
name of the magical medicine? | 





Perhaps the last word should go to By- 
ron Black who photographed a sign in | 
Cinere, south of Jakarta, of an ill-named 
enterprise: | 











THE STRENGTH OF MITSUBISHI BANK. 





Risk management. The avoidance of unnecessary risk is 
critical to corporate safety. Risk management is a strength of 
the Mitsubishi Bank. We provide many sophisticated products 
to help our clients manage Currency risk, rate risk, and volatility 
risk. And our worldwide derivatives teams constantly devel- 
op innovative products to meet an ever-growing demand. 
Thus we provide a beacon of safety in what can often be a 


stormy financial world. 


2 Mitsubishi Bank 
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The debate over how to protect and 
manage the environment is loaded 


ENVIRONMENT IN ASIA 1991 
NER: seek to capitalise on their new-found 
t popularity among foreign investors 


with political and economic nu- 
ances. While few now dispute that 
great dangers await the Earth if col- 
lective action is not taken to regulate 
existing abuses and somehow ne- 
gate past excesses, many argue over 
how this should be done, who 
should pay for it and what effect 
such efforts will have on their own 
back yards. 

For the developing countries, 
particularly among those in Asia 
which have seen their measurable 
indices of output and wealth soar 
over the past few decades, the enviroment has taken second place 
to development. In some cases, notably Japan, this attitude is 
changing as wealth buys the time to contemplate the aesthetic and 
practical benefits of a cleaner and safer environment. The stirrings 
of a similar attitude are evident in South Korea, Hongkong and to 
a lesser extent Taiwan. The dragons are beginning to worry about 
their nests. 

However, for much of developing Asia such sentiments are 
viewed as a luxury, both by individuals and governments, as they 





— Thailand is a good example — or 
struggle to wrench themselves out 
of poverty — as in China and India. 
Nevertheless, all appear to accept 
the need for some form of controls, 
both regulatory and mechanical, to 
prevent pollution and waste. In ad- 
dition, they now also have to con- 
sider international initiatives — in- 
variably drawn up by the indus- 
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garded by those aspiring to reach a 
similar status with deep suspicion — 
to control the use of chemicals and 
manufacturing processes that have an impact far beyond their 
own borders. 

The ability to translate this generalised desire to live more har- 
moniously with nature while exploiting the resources needed to 
sustain life, growth and wealth is the measure by which any suc- 
cess in reversing past depredations and preventing future ecologi- 
cal disasters must be judged. In the case of Asia, present efforts 
must — for the most part — be judged harshly. 

m Gavin Greenwood 


Wasted resources, environmental damage threatens growth across Asia 


False economies 


By Bob Johnstone in Tokyo 


ince the smog-darkened days of 20 years ago, and after 
being goaded into action by an angry electorate, the Japan- 
ese Government passed strict pollution-control laws. Al- 
though Japanese corporations initially opposed the con- 
trols, most soon realised they could save money by conserving 
energy — and some also saw they could make money by deve- 
loping sophisticated anti-pollution equipment for export as well 
as domestic use. 

Japan now faces a second environmental crisis. The difference 
this time is that the principal culprits are not companies but afflu- 
ent consumers. But once again, Japanese industry scents profits in 
pollution. The latest crisis stems in part 
from the rapid growth in personal wealth. 
Japanese shoppers are buying more, and 
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solid, and therefore often potentially recyclable, waste. 

A measure of the seriousness of the problem is a budget re- 
quest by Japan’s Health and Welfare Ministry for ¥9 billion 
(US$652 million) in the 1992 financial year to be spent on mea- 
sures to reduce waste and promote recycling. This is more 
than 16 times higher than the ministry's waste-related spending 
this year. 

Japan has some of the strictest emission controls in the world. 
During the decade from the mid-1970s to the mid-1980s these 
effectively made the air in Japanese cities again fit to breathe. 
However, air pollution is now once again declining as carbon 
dioxide levels creep up, largely as a result 
of increased household energy consump- 
tion — primarily because of the wide- 
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The seriousness of pollution problems has once more galva- 
nised the Japanese Government into action. To deal with nitrogen 
oxide pollution, for example, the Environment Agency recently 
issued guidelines that call for reductions in emissions of 17% by 
1994 and by 3896 by the end of the decade. For their part, vehicle 
makers have begun fitting exhaust gas recycling devices to most 
. medium and large trucks. P x 

— In addition to the Environment Agi 

















Cy, several other minis- 
Aries have responsibility for pollution control. Of these, by far the 
ost active is the Ministry of International Trade and Industry 
Miti). The ministry took the lead in addressing environmental 
issues in the wake of Japan's first, industry-generated crisis. To- 
day, Miti is pouring around Y70 billion a year into research and 
development of, among other things, chlorofluorocarbons (CFC) 
substitutes, biodegradable plastics, technology aimed at reducing 
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reaction 


hat is remarkable about Japan's efforts to save the ozone 

layer is not so much attempts by Japanese chemical com- 

panies to come up with substitutes for chlorofluo- 
rocarbons (CFC). Rather, it is the success that Japanese CFC users are 
having in weaning themselves off depend- 
ence on the stuff. 

CFCs have four principal industrial uses. R 
They serve as coolants in refrigerators and ji 
air-conditioners, as blowing agents in 
foams for packings, insulations and fur- 
nishings, as propellants in aerosols and as 
cleaning fluids for electronic products. 

Developed in the US in the 1930s, CFCs 
quickly became popular because — in ad- 
dition to being useful — they were not 
toxic, flammable or corrosive. Some 50 
years later, long after the compounds had 
been applied on a massive scale, it was dis- 
covered CFCs also had a darker side. The 
— compounds were found to be responsible 
for breaking up the ozone layer that pro- 
tects the Earth from damage by high en- 
ergy ultraviolet rays from the sun. 

In Montreal in 1987, industrialised nations agreed to halve us- 
age of CFCs by the end of the century. When the protocol was 
signed, Japanese companies were responsible for producing 15% 
of the world's CFCs and were second only to the US as users of the 
chemicals. Since Montreal, the Japanese have made much 
progress. As ever when commercial interests are at stake, the Min- 
istry of International Trade and Industry has taken on the leading 
role of finding a solution. 

The ministry is supporting a five-year, ¥5.6 billion 
(US$40.9 million) research project among Japan's five CFC pro- 
ducers — Showa Denko, Daikin, DuPont-Mitsui, Asahi Glass and 
Central Glass — on the development of substitutes. It is also coor- 
dinating efforts by 35 major Japanese users of CFCs to work out 
ways of initially reducing their consumption of the chemical — 
through such strategies as recovery and recycling — before 
phasing out usage altogether. 

Substitutes for some CFCs already exist. They include the 
hydrochlorofluorocarbons, which do less damage to the ozone 
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carbon dioxide emissions and ways of absorbing and utilising the 
so-called greenhouse gases. 

The centrepiece of Miti's strategy for the development of envi- 
ronment-friendly technologies is a new facility now under con- 
struction near Kyoto called the Research Institute of Innovative 
Technology for Earth (RITE). The new facility, which has been de- 
scribed as the best-funded national project in Japanese history, is 
planned to open with a staff of 200-plus researchers sometime 
next year. 

Much of RITE’s funding of around ¥50 billion comes from in- 
dustry, and the subscription list contains representatives from 
across the entire spectrum of corporate Japan — including car 
firms, electronics companies, steel makers, heavy equipment pro- 
ducers, power utilities, banks, trading companies and even insur- 
ance firms. a 





layer than their simpler chemical cousins, and hydrofluorocarbons 
(HFC), which are used principally as a substitute for CFCs in air- 
conditioners and refrigerators. 

The problem is that, in addition to being more expensive, HFCs 
also have smaller molecules, and as a result they tend to leak out 
between the joints of components designed for CFCs. What this 
means in practical terms is that products built to use CFCs have tc 
be redesigned for the substitute compound. Japanese car makers 
led by Nissan, have been doing just this to the air-conditioners 
installed in their vehicles. 

However, completely redesigning a product is both comple 
and expensive because, in addition to tightening up joint toler 
ances to prevent leakage, several other considerations are in 
volved. For example, new lubricants that were compatible witt 
HFCs have had to be developed. In addition, HFCs corrode the 
rubber used in hoses and other connector: 
on present generation air-conditioning 
units, so chemists have had to develop 
substitutes. 

Nissan recently announced it hac 
completed testing its new, environment 
friendly, air-conditioners in over 100 vehi 
cles. The success of these tests has enablec 
the company to bring forward its targe 
for phasing out CFCs in its products fron 
1995 to 1994. 

Half of all CFCs consumed in Japan are 
used as cleaning agents by the electronic: 
industry. Instead of waiting for less effec 
tive, more expensive substitutes for CFCs tc 
be developed and introduced, this indus 
try is attempting to deal with the problen 
by eliminating the use of chemical cleaner: 
altogether. 

NEC, a corporation which claims to be one of Japan’s mos 
environmentally conscious firms, in 1989 used 280 tonnes of CFC: 
to clean flux — a resinous material used to facilitate soldering — 
off computer printed circuit boards. 

Before parts are soldered onto them, boards are usually dippec 
in a bath of foaming flux. The result is that, after soldering, the 
have to be thoroughly cleaned with CFCs to remove the unneedec 
flux. 

In order to reduce its CFC usage, NEC developed a system tha 
sprays flux onto boards in the form of a fine mist. The flux lef 
over from this process settles as a powder, which can easily b 
mechanically removed without the need for CEC’s. A second vir 
tue of this system is that it also reduces the amount of flux usec 
by 80%. | 

Since December 1990, NEC has been marketing its system on i 
commercial basis. By March, the company had received 10 order 
for the Y4.5 million product, and hopes to sell a further 50 unit 
during this fiscal year. m Bob Johnstone 
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By Robert Nadelson in Peking 


he costs of economic development are perhaps nowhere 

, more visible than in China. With some 20% of the world's 

population subsisting on just 7% of its arable land, nature is 

already at odds with human development. Now, ecological 

nightmares, such as air pollution and water shortages, already 
visited upon China threaten to stunt industrial growth. 

Yet, the economic growth threatened by pollution lies at the 
source of the problem, as Xia Kumbao of the National Environ- 
mental Protection Agency (NEPA) points out. "The major source of 
environmental pollution is industrial growth." 

But industrial growth is the cornerstone of China's economic 
development, and so Peking has turned its efforts to containing 
rather than curtailing pollution. To this end, it has promoted an 
environmental and economic development strategy that links ex- 
penditure on direct environmental control to a percentage of GNP 
— currently set at almost 0.7% of the GNP, or Rmb 10 billion (US$2 
billion) in the current Seventh Five-Year Plan. This figure is likely 
to be raised to between 0.8-1% of GNP in the 
Eighth Five-Year Plan. 

Although this sum is lower than the 1-2% 
other comparable developing countries spend 
on environmental protection, many experts 
cite China's environmental protection organi- 
sation and legal codes revised in 1989 as a 
sign of Peking's seriousness. As one diplomat 
observed: "They've got the right policy, 
they've got the organisation and they've got 
the conciousness. They just don't have the 
money." 

Money is what China has demanded in 
exchange for compliance. In its recent accept- 
ance of the Montreal Protocol, which calls for 
an end to the use of chlorofluorocarbons by 
developed countries by 2000 and developing 
countries by 2010, China made its commit- 
ment to international environmental protocols 
contigent on overseas aid and technology. 
More particularly, China wants clean tech- 
nology, notably substitutes for the ozone-de- 
stroying freon gas that goes into the millions 
of refrigerators it makes each year. 

In terms of aid, China already enjoys assistance from the UN's 
Global Environment Facility, and by signing the Montreal Proto- 
col it is eligible for aid from the fund estimated to reach US$200 
million. But this sum has to be set against the Rmb 204 billion 
NEPA head Qu Geping has claimed China needs each year to 
simply control the current problem and the additional Rmb 200 
billion needed to clean up past pollution — an estimate considered 
low by many Western experts. 

China's pollution control is coordinated by an environmental 
planning commission under the State Council and chaired by 
Education Minister Li Tieying. It may be a reflection of Peking's 
seriousness about pollution that the former head of the commis- 
sion was Prime Minister Li Peng. The commission itself functions 
as a forum between environment and economic ministers and 
officials. 

Technically, China's environmental efforts are guided by the 
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sub-ministerial NEPA and environmental protection bureaus (EPB) 
that descend to the provincial and county level. The EPBs take 
administrative direction from the provincial governments and 
technical guidance from NEPA under a so-called dual leadership 
system. They have the power to fine, suspend and close environ- 
mental polluters. 

But some diplomats have pointed to a lack of coordination 
between NEPA and the EPBs, which take their lead from the pro- 
vincial or municipal authorities whom they may have to sanction. 
As a result, pollution figures by the EPB are not recognised by 
NEPA, creating the potential for discrepancies in reporting and 
difficulties in coordination. 

The main approach China takes to environmental protection is 
punishment rather than prevention — fines amounted to Rmb 1.6 
billion in 1990. In addition, China uses what it calls an "eight 
system" approach or guideline to environmental protection. It re- 
quires environmental impact assessments for new projects, which 
the 1989 Environmental Protection Law (EPL) changed to require 
EPB approval before local planning commission approval — a 
move intended to underscore environmental issues as a priority 
rather than a secondary consideration. 

A second system requires the simultaneous design, construc- 
tion and operation of environmental protection facilities along 
with the project itself. A discharge fee system fines polluters for 
discharges in excess of state guidelines, though this can be 
amended under another system that allows for the purchase of 
pollution discharge permits. A further system involves the use of 
inspections to monitor pollution for a national index of cities. 

China's efforts at trying to contain pollution while doubling its 
GNP has inevitably produced mixed results. 
For example, in 1949 the country's forest 
coverage stood at 13%. It later fell, before ris- 
ing to 12.98% in 1988. However, in its 1990 
figures, considered by Western experts to be 
accurate, NEPA placed waste gas emissions at 
8.5 million standard mv, or 2.8% over the 
previous year, with carbon dioxide emissions 
standing at the same level. 

Industrial waste water was 24.9 billion 
tonnes, 1.4% below 1989, though domestic 
sewage grew by 4% over 1989. Some 80% of 
China's farmland is classified as medium- or 
low-yield compared with just 66% in 1989. 
Erosion and silting affect 15% of China, while 
desertification is calculated to be growing at a 
rate of 1,560 km? a year. 

Coal provides 76% of China's energy, and 
most Chinese coal is high in sulphur and low 
in quality. Indeed, the World Resources In- 
stitute ranks China fourth after the US, Soviet 
Union and Brazil in contributions to green- 
house gases — mainly due to burning coal. 
Western experts do not expect to see any medium-term change in 
China's coal use. 

The mounting costs of soil erosion and air and water pollution 
have forced Peking to concentrate its efforts on cleaning up the 
symptoms of pollution, rather than attacking its causes. In this 
context, long-standing plans to build a massive system of hydro- 
electric dams across the Yangtze River appear misplaced to many 
observers. 

The estimated cost of building the Three Gorges Dam complex 
stands at some US$70 billion, and some experts have placed the 
final cost as high as US$100 billion. If such sums are available, 
many observers wonder if China has correctly assessed its priori- 
ties. This amount of money could be better employed, they argue, 
in investing in cleaner means of production, introducing catalytic 
converters for vehicle engines and building sewage plants to treat 
the present 80% of raw industrial and domestic effluent currently 
dumped into China's rivers. ^ 
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Set in a 
septic sea 


By Jamie Allen in Hongkong 


n early 1989 an outspoken environmental official in Hongkong 

described the colony as having a "first world economy and a 

Third World environment." It was easy to see why. The spar- 
kling skyscrapers in the central business district overlooked a 
harbour smeared by large patches of oily refuse and swamped 
each day by hundreds of thousands of tonnes of untreated or only 
partially treated sewage. But the main problem most people faced 
was air and noise pollution. Thunderous pile drivers jolted people 
in homes and offices, while teachers in some schools next to high- 
ways often had to use a megaphone to make themselves heard in 
class. 

A HK$20 billion (US$2.56 billion), 10-year clean-up plan was 
announced in mid-1989 and there is a rapidly growing Environ- 
mental Protection Department (EPD). Environmental officials will 
tell you about the cumulative progress 
made on hundreds of fronts over the past 
two to three years, especially in the low- 
profile field of refuse management. Or 
they will say that putting solutions in 
place, whether they are engineering or 
political, takes time and we should not 
expect fast results. But Hongkong still 
looks, smells and sounds like a highly 
polluted city and will continue to do so 
for many years. 

Progress has been made on some 
fronts. A ban on high-sulphur fuels in 
factories a year ago has resulted in sig- 
nificant reductions in levels of sulphur 
dioxide in the atmosphere — up to 80% 
in some districts. 

Short-term engineering works to im- 
prove water quality at Hongkong’s 
popular southern beaches a few years ago 
has brought some of them back from the 
brink of closure. Noise controls imple- 
mented in late 1988 put harsher restric- 
tions on noisy forms of pile driving — 
though these are often ignored — while 
controls over construction noise are 
gradually being extended. 

But from the public’s subjective point 
of view, there is little noticable improve- 
ment in water and noise pollution. Much of Hongkong’s air pol- 
lution comes from vehicles. Floating refuse remains an almost 
insoluble problem at beaches and can make swimming an un- 
pleasant experience and often a health hazard. Traffic noise can be 
deafening in some areas and is exacerbated by the poorly de- 
signed flyovers right outside residential and office buildings, with 
no noise barriers. 

The other problem is that gains also seem to be followed by 
losses. On 1 April unleaded petrol was introduced, and priced 
cheaper than leaded to encourage people to switch. But soon af- 
terwards, the government reneged on its long-term plan to reduce 
reliance on diesel vehicles. Although technically cleaner than pet- 
rol engines, diesel vehicles are not maintained or driven properly 
and cause more than 40% of Hongkong’s fine dust problem and 
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about 60% of its nitrogen dioxide, another cause of respiratory 
damage and a variety of other associated health problems. 

There are also bureaucratic causes for the continuation of pol- 
lution problems — the relatively young EPD is not very popular 
within government and often does not get the cooperation it needs 
from other departments. Nor does it get enough staff and re- 
sources to implement its 10-year plan properly or enforce new 
laws adequately. 

Every time a new piece of anti-pollution legislation is intro- 
duced into Hongkong, the industrial lobby cries foul. Claims that 
it will drive up costs, make exports uncompetitive and have a far- 
reaching negative impact on the local economy are common. So 
too is the threat that factories might be forced to move to China. 
Evidence suggests, however, that local industry is much better 
able to absorb the increased costs of environmental regulation 
than it claims to be. 

Industry was upset when the government announced it would 
ban the use of dirty, high sulphur fuel in factories from mid 1990 
onwards — a plan which would cost them HK$500 million a year 
in bills for cleaner, low-sulphur fuel. Yet no one can point to any 
factory which has since gone bankrupt because of this tougher 
regulation. Textile factories now admit the severe oil price rises 
caused by the Gulf War had a much worse effect on business. 

The Federation of Hongkong Industries, a statutory body set 
up by the government to promote the manufacturing sector, 
published a survey last December on why companies were in- 
vesting outside Hongkong. Out of a rep- 
resentative sample of 411 manufacturers, 
none mentioned environmental regula- 
tions as a reason for moving part of their 
capital to Guangdong or offshore to 
places such as the US, Canada, Singapore 
and Malaysia. 

The main “push factors" sending 
companies overseas were, as was to be 
expected, labour shortage and soaring 
wages in Hongkong. Next came sky- 
rocketing rentals, followed by a small 
group worried about the 1997 reversion 
to Chinese sovereignty. 

Malcolm Matthews, chairman of the 
Federation’s standing committee on pol- 
lution control, believes environmental 
regulations must, nevertheless, have 
some influence on the decision to leave 
Hongkong because they do increase costs 
to some extent. But he could not put any 
figures on this and admits: “I have not 
heard anybody say that it was exclusively 
environmental legislation that made them 
move to China.” 

The Federation recently objected to a 
proposal from government to add a levy 
on the sale or import of chemicals in 
Hongkong to pay for a new chemical 
waste treatment centre. Following the usual line of attack, its press 
release states the levy would “cause far-reaching disruptive im- 
pact on the local economy,” and would “unfairly penalise those in 
the entrepot trade.” It would also “pose adverse effects on the 
local economy by encouraging relocation of many manufacturing 
industries away from Hongkong.” As there are, again, no figures 
to back any of these assertions, one official see this as an initial 
negotiating ploy, rather than a genuine long-term position. 

The Hongkong Government is not autocratic and rarely tries 
to impose its will. Local factory owners, a tenacious lot, do not 
like being told the rules of the pollution game have changed after 
40 years, and the government is usually willing to back down if 
the opposition is too strong. 

In the early 1980s the effects of the new Water Pollution Con- 
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SUCCESS IN THE AIR. SUCCESS IN SPACE. 
OUR NAME SAYS IT ALL. AEROSPATIALE. 


AEROSPATIALE is the world’s leading exporter of helicopters. 
8500 machines have already been sold to 115 countries. In the United 
States, this commercial success is reflected by the company’s rating as 
N" 2 in the American civil market with 25% penetration. In Japan, it is 
the leader, with a 48% market share. One out of every three helicopters 
flying today is from AEROSPATIALE. 

AEROSPATIALE ploughs back more than 35% of its turnover into 
research and development. This percentage, the world's highest, firmly 
places AEROSPATIALE at the very heart of all major European 


o5 Par 


aerospace projects. From the outset, its history has been marked _vrospariws 


DAUPHIN 


vehicle market, and the Airbus 30% share of the civil aviation market. 70% 
of AEROSPATIALE'S turnover is realised in programmes which involve 
cooperation of one sort or another — with 20% of these in South East Asia. 
Within the context of a partnership built upon free exchange of 
information, methodology, Scho Logs and human expertise, 
Singapore has a significant ed to play in the Airbus A320 programme. 
And, together with China, it is also working in collaboration with 
AEROSPATIALE on the P120 light helicopter programme. 
AEROSPATIALE, driving force in the European aerospace 
m will tomorrow be spearheading the partnership aimed 
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trol Ordinance were delayed for five years because of opposition 
from industry representatives on the Legislative Council. The law 
was changed to allow polluting factories to increase their effluent 
volumes by 30% after their area came under control. Almost 10 
years later the government again backed down over water pollu- 
tion, this time a major amendment to the original Water Pollution 
Control Ordinance. In its original form the amendments said fac- 
tories must treat all of their own waste in-house, a rule which the 
industry said was impossible-factories simply did not have the 
space to install all the treatment facilities required. A compromise 
was eventually reached where industry would pay government 
to treat the most problematic type of waste and do the rest itself. 

This is not to say that some major effors are made, but progress 
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is slow. One major example being the notorious Tolo Harbour, 
containing some of Hongkong's most polluted water. 

Although open to the sea, the harbour has no through current 
to fush out the pollution from surrounding factories, two major 
new towns, unsewered villages and pig farms. Despite a HK$1.4 
billion action plan which started in 1988, all that has been achieved 
so far is that pollution has been arrested, but not reversed, and the 
water is still admitted to be a health hazard. 

The EPD in an unusually frank statement, says it does not ex- 
pect to reach its clean-up targets until the end of the decade. "This 
is a planning failure on a grand scale, and one the government 
must at all costs avoid repeating in the [new] port and airport 
plans." à 
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By Bill Savadove in Taipei 
T aiwan's Enviromental Protection Administration (EPA) 





faces one of the most serious cases of ecological depreda- 
tion in Asia as it attempts to clean up the results of several 
decades of rapid industrialisation. 

Since it was established in 1987, the EPA has proposed 15 major 
new laws concerning air, water and land pollution. But the Tai- 
wan Government, in its pursuit of rapid growth, has not demon- 
strated a serious commitment to environmental protection. 
Equally, industry — in the absence of effective regulation — has 
no incentive to introduce environmentally sound practices. 

As a result of this low level of official or public concern over 
environmental issues, the EPA 
lacks the manpower and re- 
sources to carry out existing poli- 
cies — particularly against the 
large number of unlicensed and 
unregulated industries. 

Given this attitude, it is not 
surprising that air pollution is a 
major health hazard on Taiwan's 
heavily populated and industr- 
ialised west coast. Emissions 
from the island's 94,000 or so fac- 
tories combine to see an average 
of 60 days a year registering an 
unhealthy air pollution count. 
While emission controls for vehi- 
cles and other sources of five key 
pollutants — airborne particles, 
carbon monoxide, ozone, sulphur dioxide and nitrogen oxide — 
are slowly being tightened, legislation still falls far short of US 
standards. 

Factories are currently allowed to emit 750 parts per million 
(ppm) of sulphur dioxide. Between 1993-96 this level will be low- 
ered to 500 ppm and 250 ppm, respectively. This compares, for 
example, with Los Angeles — which allows only 150 ppm of 
sulphur dioxide. 

However, even achieving this relatively small decline in air- 
borne pollutants is likely to prove difficult. Small enterprises can- 
not afford adequate anti-pollution equipment, and illegal compa- 
nies simply do not bother. Even companies with scrubbers, filters 
or more sophisticated pollution control equipment tend to turn off 
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the machines at night to save money. The Bureau of Air Quality 
Control estimates that 9,000 factories are in violation of emission 
standards. While fines for violations are steep, the bureau has so 
far only been able to inspect 1,000 factories. 

Water pollution regulations are also widely ignored. Many 
companies, for example, reroute effluent pipes up to 3 km away 
from their factories in order to escape detection. In addition, one 
of the major problems in southern Taiwan are pig farms that 
ignore regulations and dump raw animal waste directly into the 
rivers. As a result, half Taiwan's 20 million population are drink- 
ing water from heavily polluted sources, according to a survey 
commissioned by the EPA. Beginning next year, the EPA will start a 
programme to improve groundwater quality. 

Sewage, the more visible form of water pollution, is receiving 
more attention. Currently, only 3.4% of household sewage in Tai- 
wan is treated — a figure the EPA plans to raise to 14% by 1996. 
According to the EPA, this will be accomplished through the Clean 
River Project, which aims to meet minimum water quality stand- 
ards in some 44 polluted rivers by 1998. 

A planned clean-up of the Tan Shui River, the most polluted 
river in northern Taiwan, is the test case for better sewage treat- 
ment. The key link in the plan is the Pali Wastewater Treatment 
Plant, which will handle primary treatment and ocean outfall for 
Taipei. Construction of the plant 
was delayed in the 1980s because 
rapidly escalating land prices 
and inadequate funds left the 
government without the money 
to acquire land from villagers. 
Work on the plant finally began 
in July and will be finished in 
1993. 

Besides better water treat- 
ment, Taiwan also needs im- 
proved solid waste control. All 
of Taiwan's annual 30 million 
tonnes of solid waste is buried, 
often carelessly. The old Neihu 
landfill site — a 60-m-high 
mountain of garbage outside 
Taipei — stands as a monument 
to Taiwan's preferred method of solid waste disposal. 

Lacking alternatives for waste disposal sites, local municipali- 
ties are now opting for burning instead of burying, despite the 
added cost. The current Six-Year Plan contains provisions for 21 
incinerators across the island by 1996, including a pilot incinerator 
for industrial waste. 

Taipei currently boasts the only working incinerator facility in 
Taiwan. But this facility, which began operating in May, has 
chocked on unsorted rubbish. Certain items, such as vehicle tyres 
and large pieces of steel, must be removed before the trash is 
burned. When it resumes operations, it will be able to handle 900 
tonnes of garbage a day. Meanwhile, solid wastes continue to pile 
up at Taipei's Fu Te Kang landfill, which is nearing capacity. œ 
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Remember the time when the. 
only thing you could expect 
from an industrial site in Asia 

was a tract of land? 


Times have changed. More so at 

a site like no other industrial 
estate in this part of the world— 

GATEWAY BUSINESS PARES in 


Cavite, Philippines. 


Gateway Business Park is more —_- 
than just a 160 hectare site with _ 
broad avenues, a power . 
substation ofits own, abundant . 
water from giant tanks, 10000 
telephone lines, microwave |. . 
communications and more. | 
Gatewayisapower-packedteam . 
ofpropertymanagementexperts —  - 
that takes care of your need for 
an ideal workplace-from . 
investment plan, togovernment 
clearances to manpower 
sourcing for labor and 
management... even construc- 

tion of the plant itself. Clearly 

not your usual industrial estate, 
Gateway Business Park is 
envisioned to be where Asia's 
greatest rewards await the 
dynamic investor. 



















Gateway 
Business 


Where Asia's Greatest Rewards Await 2 


A commitment of Gateway Praperty Holdings, Inc. 
4th Floor, Filipino Merchant’s Bldg. 135 de la Rosa 
cor. Bolafios.& Legaspi Sts. Legaspi Village, Makath. 0 000) 
Metro Manila, Philippines Tel. No. (632) Bi91146 Fax — 
Ie i632) 8175815 Telex 667 74 RONDEL PN 
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equipment as well as other Open Systems. 

Tocomplement this, we have the widest 
range of Open Systems platforms. From 
low-cost single user PCs through LAN 
servers and workstations, up to powerful 
mainframe-scale systems supporting over 
1000 users. 

Unisys also offers a comprehensive 
range of fully compatible applications and 
databases which are available from Unisys 
or our extensive Value Added Reseller 
network. 


ture is an open system. — 


What's more, we also have Open 
Systems Support Centres strategically 
located throughout Asia, including Hong 
Kong, Singapore and Taiwan to provide 
the service, sales and technical support 


you want — when and where you need it. 


We make it happen. 








SOUTH KOREA 


Wealth can 
damage health 


By Mark Clifford in Seoul 


n January 1990 South Korea's Pesident Roh Tae Woo "de- 
clared war" on pollution and established a new environment 
ministry. But since then most of the fighting has been done by 
angry and frightened citizens, lashing out at the government and 
business. 

Public concern over pollution erupted in several incidents in 
the past year. In November 1990, some 10,000 residents of 
Ammyon Island, about 150 km southwest of Seoul, rioted in re- 
sponse to reports that a nuclear-waste dump might be located 
there. The minister of science, who is responsible for finding a 
dump site for the country's growing volume of nuclear waste, 
was dismissed as a result of the protests. 

In February, a large number of people became ill after an affili- 
ate of the Doosan group dumped 30 tonnes of phenol into the 
Naktong River, the water source for much of the southeastern 
part of the country. National protests against pollution flared in 
the wake of the incident and consumers 
staged a brief boycott against Doosan prod- 
ucts. Roh subsequently dismissed the envi- 
ronment minister. 

The government has poured money into 
water pollution control in response to wide- 
spread public concern. Spending on water 
quality preservation and management will 
more than double to Won 137 billion 
(US$187.7 million) this year. The problem is 
huge, with only 31% of sewage treated before 
it is dumped into waterways and many of the 
rivers and streams that run through cities and 
industrial estates effectively dead. 

Most South Koreans, while remaining 
publicly passive about pollution, try to protect 











Silver lining 


Pollution control, while still an infant industry in South Korea, 

is growing fast as a result of heavy government g on 
water treatment and proposed pollution control laws that will 
force most private firms to install or upgrade environmental 
protection equipment. 

to US Embassy estimates, imports of pollution 
control equipment totalled about US$200 million last year and 
the market is growing about 12% annually. Japanese firms 
dominate about 75% of the market, with German companies a 
distant second. There are few restrictions on imports of envi- 
ronmental equipment in order to encourage its use by domes- 
tic firms. 

Although the government has repeatedly said that it wants 
to diversify its import sources in order to reduce its US$6 bil- 
lion deficit with Japan, there has d little shift to alternative 
suppliers. 
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Dumping on nature. 


themselves against its effects. In doing so, they also have to con- 
tend with a government that often pushes whimsical solutions to 
pressing environmental problems. One result of the Doosan con- 
tamination was a bitter controversy over whether South Koreans 
should be allowed to buy bottled water. The government has long 
prohibited its sale on the basis that social tensions would be in- 
flamed if bottled water were available but only to those who could 
afford it. 

In another example of their curious sense of priorities, the au- 
thorities earlier this year banned shampoo from bath houses in 
the wake of growing concern about water pollution. This type of 
measure, analysts say, is typical of the way the government is 
trying to clean up the environment in what is quickly becoming 
one of Asia's most polluted countries. 

More practically, the legislative National Assembly overhauled 
the country's environmental laws in August 1990 and more money 
is going into anti-pollution efforts. But the Environment Ministry, 
with its small and inexperienced staff and limited administrative 
jurisdiction, is very much a junior player in a government domi- 
nated by growth-first ministries. An example of this attitude was 
evident when the ministry recently proposed that recycling should 
be encouraged, a suggestion firmly resisted by the Ministry of 
Trade and Industry. 

Air pollution is also a serious and visible problem. A sulphur- 
ous haze darkens the skies of Seoul and many of the country's 
other industrial areas on most days, though the Environment 
Ministry claims the situation has improved slightly. To a casual 
observer, however, the situation appears to be visibly worsening. 

The government is trying to take some 
steps to reduce sulphur dioxide concentra- 
tions. Major new buildings must now use 
liquefied natural gas rather than oil in an ef- 
fort to cut pollution, while the government 
has ordered refineries to complete de- 
sulphurisation facilities by 1993. 

A huge increase in vehicles, particularly 
private cars, has also contributed to pollution. 
The number of motor vehicles in South Korea 
leaped from 530,000 in 1980 to 3.1 million in 
1990, and are expected to reach around 7 
million by 1995. The government strength- 
ened emission control standards in 1987 and 
new car models must now be fitted with 
catalytic converters. * 
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The domestic industry is extremely fragmented. At the be- 
ginning of 1990 there were 445 firms registered to manufacture _ 
or install pollution control i sain Most of these were ei- - 
ther small firms or minor | | anies. A - 
pollution-control fund, set up in 1983, provides long-t m low- 
interest loans for pollution control investments. E 

In a measure intended to control what many experts con- - 
sider to be pinta tanner Amar g kn em br 
National Assembly passed an ozone layer protection law in 
December 1990 covering the production, use and imp rt of : 
chlorofluorocarbons (CFC). LN 

The law allows the government to license domestic manu- 
facturers and approval for imports from the Ministry — 
of Trade and Industry. South Korea is also expected to sign the 
Montreal Protocol before the end of 1992. _ 

The government is in the process of ; up a committee - 
to focus on technical development of alternatives to CFCs, while — 
also seeking ways to minimise the impact of phasing out CFC T 
usage on local industry. The South Korean market for CFCs and 
related chemicals is currently worth about US$56 billion. ra 
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THAILAND 


Victims of 
success 


By Paul Handley in Bangkok 
F our years of double-digit growth have accelerated the dam- 





age done to the Thai environment over the past 20 years. 

While problems ranging from deforestation and destruc- 
tion of watersheds to air and water pollution were evident in the 
early 1980s, competition for natural resources intensified between 
industry, agriculture, housing and tourism when foreign invest- 
ment began pouring into the country in 1987. 

The gravity of the problem has been manifested in public 
conflicts over land use and ownership, and in rising ill-health 
brought on by pollution. Theodore Panayotou and Dhira 
Phanthumvanit, senior researchers from the Thailand Develop- 
ment Research Institute (TDRI), stressed in a 1990 report that: “The 
sustainability of growth could be undermined if resources degra- 
dation, poverty and resource conflicts persist for long. 
Sustainability calls for the maintenance of the productive base and 
for the enhancement of both society's and nature's resilience. Yet 
advancing deforestation, a growing income gap and proliferating 
natural resource conflicts serve to under- 
mine this . . ." 

The problems are serious, and set to 
become worse, in nearly every aspect of 
the environment: 

»> Air pollution in Bangkok, 70% derived 
from motor vehicles, is among the worst 
in Asia. Particulate matter in the air ranges 
2-4 times higher than the acceptable maxi- 
mum level. Carbon monoxide is 50% or 
more above the standard, while lead is 
double the standard. 

> Thailand’s Chaophya River is nearly 
dead south of Bangkok. Dissolved oxygen 
content is nearly zero and many types of 
fish and prawn life have disappeared from 
the lower stretch of the river. Coliform 
bacteria, originating in human waste, sur- 
passes acceptable limits even in the mid- 
sections of the river north of Bangkok. 
Studies covering the lower 100 km of the 
river attribute 40% of pollution directly to 
waste from riverine residents, and another 
32% from restaurants, markets and hotels. 
Industry accounts for 25% of the waste. 
P» During the 1980s Thailand's forests 
were being destroyed at a rate only sur- 
passed in Asia by Nepal. Ecologists say the country now only has 
about 18% forest cover, though the government maintains the 
figure is at 28% — including degraded areas in official forests. 
Ideally the country should have 40% forest cover, the government 
says. Forest destruction has caused a fall in water supplies around 
deforested watersheds — and while a ban on logging slowed 
forest encroachment, some 8 million people live illegally in re- 
serve forests. 

> Greenhouse gas emissions are far above average for a country 
of Thailand's level of development, TDRI says. While per capita 
emissions of carbon dioxide and methane and chlorofluorocarbons 
(CFC) usage is lower than more developed countries, when com- 
pared on a basis of emission levels measured against GNP, Thai- 
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From klongs to chaos in a generation. 






land outranks most other developed and underdeveloped coun- 
tries. In a few vears time, at present growth rates, Thailand's per 
capita emission level is likely to surpass more industrialised coun- 
tries. 

> Growth in irrigation-intensive farming, soaring water con- 
sumption by industry, households and the tourism industry and 
the growing need of water for power generation, have led to 
tension over water resources. In Bangkok, the extraction of 
groundwater has caused seawater to seep into wells 20 km from 
the coast. 

These problems, as TDRI points out, have already led to serious 
social and economic repercussions. The most obvious is tourism. 
Visitors find the once-pleasant northern capital of Chiangmai 
shrouded in smog, the waters of seaside resorts Hua Hin, Pattaya 
and some parts of Phuket heavily polluted and Bangkok over- 
whelmingly unpleasant from air, water and noise pollution. For 
many visitors, Thailand's attaction as a holiday destination is ra- 
pidly declining because of these factors. 

Less obvious, but increasingly apparent, is that potential for- 
eign investors now cite the poor environment and shortage of 
water for industry as important negative points when considering 
Thailand as a possible site for their factories. 

While the decline in Thailand's environmental conditions may 
be seen as a largely domestic issue, the country's use of green- 
house gases is an international problem. According to a report by 
Peter Brimble and R. J. Gurley of Seamico, a Bangkok consultancy 
group, Thailand's use of CFCs has all but violated its commitment 
to the Montreal Protocol. The use of CFCs doubled between 1986- 
89, and Seamico forecasts at current growth rates, Thailand will 
surpass the 0.3 kg per capita ceiling set in 
Montreal by mid-1993. 

This growth is directly related to the 
country's economic boom of the past four 
years, as massive investment — mostly 
from East Asia — has brought industrial 
users of CFCs to Thailand. The electronics 
industry has been one major CFC user, 
while the influx of mainly Japanese export- 
oriented refrigerator and air-conditioner 
producers is another. 

In the previous government under 
Chatichai Choonhavan, environmental 
problems were either ignored or treated as 
political issues. The current technocrat 
government, installed by a military junta 
in February, has done more to bring the 
problems to the forefront. 

A USS2 billion plan for sewage-treat- 
ment plants in major cities was announced 
in June. Mining permits in forests are still 
allowed, but tougher constraints have been 
set to protect the environment. Unleaded 
fuel was introduced for vehicles and 
priced cheaper than other types as an in- 
centive to users. An ambitious plan is be- 
ing mapped out to establish an anti-pol- 
lution fund, partially funded by polluters. And thought is being 
given to providing financial incentives to industries to invest in 
anti-pollution measures. 

But putting these plans into action is not assured. The current 
government expects to be voted out of power by April 1992. Their 
prospective successors have shown no commitment to the issues, 
neither has most of the bureacracy. Moreover, none of the propo- 
sals appear ready to directly tackle polluters and industries break- 
ing existing laws. The TDRI researchers say those ultimately re- 
sponsible for damaging the environment are not being forced to 
take responsibility. "[Polluters] are, in effect, asking society at large 
to bear the cost for them, any cost for any waste they happen to 
produce." w 
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Like any good farmer, we have to be in employment for over 3,500 local people. 
harmony with Nature. And we have to keep Unlike oil and minerals, with proper 
planting in order to keep harvesting trees for management, our natural resources will never 
the manufacture of wood-pulp. be exhausted. With skillful reforestation, 

To guarantee the continuance of our forestry tomorrow's harvests promise to be even 
resources, Indorayon plants 16 new trees for more rewarding than today's. 


every one harvested. This assures ever greater 
yields of timber for the future. 

Another resource we require is water - pure 
clean water. So we're careful to return what we 
use to its source in the same unpolluted state. 

To prevent pollution we use the latest 
chemical extraction techniques and state-of-the 





art machinery. Our plant is a hybrid of the very BARU oe 
best components from the world's most modern 


pulp mills. In this addition to protecting the PT INTI INDORAYON UTAMA 
environment, this actually gives us a INDUSTRY IN HARMONY WITH NATURI 
technological advantage over our foreign 


Jakarta Office 


competitors. BNI BUILDING, 20TH FLOOR, Jalan Jend. Sudirman Kav. t, JAKARTA 10220 
; Ri als ! ESIA, Telp. 5706047, Fax. 57 
The extent of our investment in high ia ia 
! - Medan Office 
technology reflects the importance of this UNIPLAZA BUILDING 7/F, Ji. M.T. Haryono A |, MEDAN, INDONESIA 
industry in Indonesia's development. We Teip. 323055, Fax. 530007 
i i Mall 
generate an increasing percentage of the Desa Sosor Ladang, Porsea, Tapanuli Utara, SUMATERA UTARA, INDONESIA 


nation's foreign currency earnings and provide Taip. 524433, 327144, Fax. 523133 
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iter contemplates the interior of the Utrecht Power Station. 
(Sculpture by Dutch artist PH. d'Hont. Turbine housing design by K.D. Sie.) 
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To help it do so, UNA has completed the 
largest, most efficient gas turbines operational i 
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“We have made full use of ABB’s mos 


meet demanding targets," says Mr. de Ruiter. 
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its power plants have also won praise with local commur 
At the Utrecht power station, Mr. de Ruiter's 


efforts have gone one step further. He has turned d the ir i 


environment. And we are A of having the world's bod mode n. 
A hundred years of expertise in 

e Power Generation, Transmission and Distribution 
e Industrial Automation © Transportation 


e Environmental Systems 





makes ABB the world leader in electrical engineering. 
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By Michael Schuman in New Delhi 


largely from mounting population pressures and the effects of 

often ill-conceived and under-regulated industrialisation. The 
country's population — 844 million according to the 1991 census 
— is growing at 2.1% a year, placing India's agricultural, grazing 
and forest lands under relentless stress. Overgrazing, damaging 
agricultural practices and the encroachment of farming into mar- 
ginal areas have combined to cause massive deforestation and soil 
erosion. 

A Ministry of Environment study estimates that 175 million ha 
— or 54% of India's total geographic area — are now degraded, 
with productivity on another 90 million ha in decline. Deforesta- 
tion in the 1980s averaged 147,000 ha a year, and now only 11.5% 
of India has forest cover. 

In desperate attempts to increase yields, farmers overuse and 
over-irrigate their land. This leads to topsoil erosion and raises its 
saline content, which reduces 
productivity and eventually 
renders the land useless for culti- 
vation. Further, irrigation canals 
are often not properly lined or 
maintained, which can waterlog 
the surrounding fields in addition 
to wasting a precious resource. 
Further, some migratory tribal 
communities still practise "slash 
and burn" cultivation, which de- 
stroys large tracts of forest. 

Many damaging agricultural 
techniques, however, are embed- 
ded in the economic culture of 
farming communities. As a result, 
the most successful government 
programmes aimed at protecting 
the soil and forests have been 
schemes designed to educate the villagers responsible for the 
damage. In West Bengal, for example, 700 "village protection 
committees" were created, with each held responsible for the wel- 
fare of a patch of forest. In return, villagers received employment 
in forestry projects and a proportion of the timber harvest. This 
programme has already succeeded in rejuvinating many West 
Bengal forests. 

But there are more examples of the government being the root 
of the problem rather than the solution. This is particularly true in 
irrigation schemes, many of which have been poorly planned, 
executed and maintained. In the deserts of Rajasthan, the still 
unfinished Indira Gandhi Nahar project — India's largest irriga- 
tion scheme — has already led to soil salinisation and 
waterlogging that have ruined much potential farmland. 

The government also bears part of the responsibility for India's 
industrially created air and water pollution problems. The legal 
framework of environmental regulations is impressive, but en- 
forcement is so poor that many rules fail to be acted upon. In 
addition, the state pollution control boards and regulatory agen- 
cies responsible for monitoring industries are simply not armed 
with enough sanctions to do the job. 

Although the government requires that heavy-polluting indus- 


| 5 present and looming environmental problems stem 
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tries, such as pesticides, pharmaceuticals and paper production — 
as well as any project in any industry costing more than Rs 200 
million (US$7.75 million) — must get approval from pollution 
control boards before being licensed. However, such environmen- 
tal clearances are often mere formalities, as industries have been 
able to pressure the government by arguing the cost of adhering 
to regulations will cause a loss of jobs or production. The govern- 
ment, unless pressed by the public or environmental activists, 
rarely acts to ensure its own environmental standards are met. 

The result is escalating pollution. New Delhi is now consid- 
ered the third most polluted world capital. Levels of harmful sus- 
pended particulates in the air over industrial areas of the city 
exceed the maximum acceptable standard set by the World Health 
Organisation by an average of five times, occasionally peaking at 
12 times. Over 30% of air pollution is produced by industry and 
53% by vehicle emissions. 

Poor air-pollution controls have also made India the fifth-lar- 
gest producer of so-called greenhouse gases. Carbon dioxide out- 
put has risen by almost nine times since 1950, with coal account- 
ing for 72% of the total. But the problem of greenhouse gases has 
become entangled in North-South issues, with many Indian envi- 
ronmentalists arguing that ozone depletion and global warming 
are problems created by the developed countries, and which 
should therefore be solved by the industrialised nations. 

However, Indian industry has also shown itself incapable of 
instituting environmentally sound practices, with firms unwilling 
in the absence of financial incentives to invest in systems to pre- 
vent pollution or clean up their production processes. 

Environmentalists are now 
concerned that the government's 
new industrial policy — crafted 
in response to India's huge eco- 
nomic problems — means that 
exisiting environmental guide- 
lines will be increasingly ignored, 
or even abolished, in order to 
promote output. More flexible lo- 
cation and expansion policies and 
decreased licensing could spell 
even less monitoring and enforce- 
ment. 

Amitaba Bhattacharya of the 
UN Development Programme, 
however, argues that increased 
freedoms for industry and grow- 
ing foreign involvement in the 
economy will change the business 
culture in India in favour of environmental concerns. The influ- 
ence of techniques used by foreign investors, increased techno- 
logy transfers and a longer-term view, Bhattacharya believes, will 
improve industry's environmental record. 

The only certainty about the future of environmental issues in 
India is that hard choices will have to be made, as development 
and poverty alleviation conflict with environmental concerns. The 
conflict over the extensive hydroelectric and water scheme for the 
Narmada River valley illustrates the problem. Here, the issue is 
whether the benefits of building the dam — intended to provide 
water for the parched lowlands in Gujarat state and electric power 
for the cities — outweigh the displacement of tribal villages and 
the loss of more forests. 

Regional disparities and political pressures will also force the 
government into more projects that are potentially damaging to 
the environment. The recent escalation of the conflict over the 
distribution of the Cauvery River waters between the southern 
states of kerala, Karnataka and Tamil Nadu — where upstream 
Karnataka has refused to abide by a tribunal's decree to provide a 
certain amount of water to downstream Tamil Nadu — shows 
how forcefully local interests will fight over development re- 
sources. E 
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In nature, nothing goes to waste. By-products from 
e» one organic process form the essential ingredients 

for another—and so it goes, around and around the 
ecosystem. NKK is applying these same principles at 
our new steelworks, minutes from downtown Tokyo. 
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NKK CORPORATION 


Headquarters: Tokyo 
U.S. Subsidiary: NKK America inc., New York, Washington D.C., 
Detroit, Houston, Los Angeles, Santa Clara 
U.S. Affiliates: National Stee! Corp., international Light Metals Corp. 
Principal Overseas Offices: Vancouver, Rio de Janeiro, London, 
Düsseldorf, Rotterdam, Bening, Hong Kong, Bangkok, 
Singapore, Jakarta, Taipei, Al-Khobar 
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BBA TRADE POMXMT9rT 


Carrying a 
big broom 


By Gordon Fairclough in Washington 
T he Bush administration's decision to include environmen- 





tal issues in its free-trade talks with Mexico, coupled with 

new environmental legislation before the US Congress, may 
foreshadow a closer connection between conservation and com- 
merce in future US trade policies. 

As tariffs have fallen in recent years, trade negotiations have 
increasingly focused on subsidies and other more subtle sources 
of trade distortion — such as differing product and pollution- 
control standards. This, combined with conservationists' efforts to 
use trade sanctions to force other countries to improve their envi- 
ronmental performance, will make environmental protection "the 
trade issue of this decade," predicted one congressional aide, who 
added: “I fully expect it to be a component of any new trade 
legislation that is passed." 

This is an worrying prospect for many developing countries, 
who fear the industrialised world will increasingly use environ- 
mental concerns to justify trade barriers against their products. 
Asean members in particular, with Ma- 
laysia in the lead, have been resisting 
recent attempts to link environmental 
issues and trade in the Gatt. A joint 
communique issued after the Asean 
ministerial conference in July empha- 
sised that global environmental initia- 
tives must take into account "the ability 
of developing countries to respond to 
environmental challenges." 

US officials and trade experts said 
the administration's decision to add 
environmental concerns to the list of 
issues under negotiation in the Mexican 
trade talks showed environmental pro- 
tection as a factor in domestic politics, 
reinforced by protectionist sentiments. 

Conservationists have argued that 
Mexico's lax enforcement of environ- 
mental protection laws would draw 
pollution-prone US industries into the 
country, where they could avoid the 
cost of complying with more stringent 
US standards. Labour leaders and 
others who oppose the agreement 
have seized on this point, arguing that factory relocations would 
harm the environment and cost US workers their jobs. 

Labour groups and business leaders also assert that strict envi- 
ronmental regulations governing US industry and agriculture in- 
crease production costs and put them at a disadvantage in compe- 
tition with producers in countries with lower standards. With a 
few exceptions, however, economists say studies have found that 
so-called environmental control costs are minimal in relation to 
other costs of production and have little effect on a firm's global 
competitiveness. 

While some US officials have called for a "harmonisation" of 
world environmental standards in order to "level the playing 
field," others fear that environmental concerns could be turned 
into a "protectionist tool," as one administration official put it. A 
bill now before the Senate links efforts to protect US industry with 
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measures to raise other countries’ environmental standards. It 
would authorise President George Bush to impose countervailing 
duties on imports from countries whose environmental standards 
are less strict than in the US. 

Another bill would require government agencies to study the 
competitive impact of other countries’ environmental and health 
laws and their adherence to international environmental agree- 
ments. The bill also seeks to link trade and environmental issues 
in the Gatt, and would authorise the administration to take steps 
— including trade retaliation — to encourage other nations to 
abide by international environmental agreements. 

Among the provisions of a third bill, which seeks to promote 
natural resource conservation, is one that would institute an even- 
tual ban of imports of tropical timber not grown under sustained- 
yield programmes. 

A recent ruling by a Gatt panel, however, has shown the limi- 
tations of efforts by environmentalists and others in the US and 
Europe to use trade policies to achieve their goals. On 16 August, 
a Gatt panel ruled that a US law banning tuna imports from 
countries whose fishing fleets kill more dolphins than US fisher- 
men violates the trade agreement. While the Gatt allows its 
members to use trade measures to protect human, animal and 
plant life and conserve natural resources, the decision shows that 
“you can't just go . . . applying your own domestic standards 
internationally," said Robert Reinstein, Deputy Assistant Secretary 
of State for Environment, Health and Natural Resources. 

Economists also dispute the effectiveness of trade policy as an 
means of improving other countries’ environmental efforts. “There 
are few, if any, situations where the use of trade policy is the 
optimal or best way to improve envi- 
ronmental protection performance," 
Charles Pearson, a Johns Hopkins Uni- 
versity economist who specialises in 
environmental issues, said. 

And, as Judith Dean — another John 
Hopkins economist — noted, unilateral 
trade actions can actually exacerbate 
the problems they are trying to solve. 
Efforts, such as those intended to slow 
the destruction of rain forests by ban- 
ning the import of tropical timber, 
could backfire and lead to increased 
logging if falling prices increase de- 
mand in other countries, Dean said. 

The root of environmental trade 
problems, economists and environ- 
mentalists agree, is that the price of 
manufactured goods and natural re- 
sources frequently does not reflect the 
social costs of production. The costs to 
society of pollution, and other environ- 
mentally harmful side-effects of pro- 
duction, must be assessed and incorpo- 
rated into pricing decisions to ensure 
fair trade and environmentally sound production. 

But growing public concern about the global consequences of 
environmental degradation is likely to keep the pressure on US 
legislators and policymakers to take action using the tools at their 
disposal. Historically, the US has used its trade policy to enforce 
its will on other countries, and observers like former congressman 
Bill Frenzel believe it will continue to be a "convenient vehicle" 
for environmental efforts. 

Despite the position taken by the Gatt and the doubts of econo- 
mists, the political strength of the US environmental lobby means 
that environmental issues will increasingly "creep into trade 
talks," said Frenzel, who had served as a congressional delegate 
to the Gatt. "New treaties and free trade associations will continue 
to be the targets of opportunity for environmental interests," he 
predicted. " 
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Japanese anc English. Nor how to 
present and receive a business card 
properly. I soon learned. 

When I met my potential joint- 
venture partners - Mr. Yamada and 
. Mr. Sato - I quickly produced two 
of my business cards. 

-. “Here,” I said “One for both of 
you". 

They hesitated, then both tried 
to take the same card. Mr Sato 
apologized to Mr. Yamada and Mr. 
Yamada apologized to Mr. Sato. 
Then I think they apologized to 
each other for apologizing to each 
other, or something like that. 








When they presented their cards 
to me - meishi, they are called in 
Japanese - they were slow and 
deliberate. Both of them bowed 
deeply as I took their meishi. | 
watched them carefully study my 
business card for a long time. This, 
I thought, was strange since we had 
communicated by both telephone 
and fax and I knew who they were 
and they knew who I was. While 
they continued to study my card, I 
stuffed theirs in my pocket. 

"Welcome to Japan, Mr. 
Vieoha...Veeta... Veewong,” Mr. 
Yamada stumbled. 

“Viycharatanawong,” I said, 
helping him out. “It’s a long Thai 
name. Just call me Wong.” 

“Please have a seat, Mr. 
Beatchong-wrong” said Mr. Sato. 

After a long discussion, Mr. 
Yamada concluded that our 
companies had the bases for a long 
lasting joint-venture. 

“But you must learn how to 
present your meishi in the Japanese 


Your Business Line— JAL 


JAL can provide bilingual business cards for our passengers complete 
with a traditional Japanese cloth carrying case and a practical "user's guide". 
Phone your local JAL office for details and allow three weeks for delivery. 


JA 


Japan Airlines 





A WORLD OF COMFORT. | 





way," he said. Mr. Sato laughed. - 
What was so funny? : 
That night, during drinks after — 
dinner, they had me practice proper 
meishi presentation. | 
What I learned was that I did 
almost everything wrong. First, 
treat your own meishi with respect — 
and respect other's meishi even 
more. Never present more than on 
meishi at one time. Bowing when 
you present your meishi is a sign 0 
deference. You should also state 
your name when you present your. 
meishi, even if the other party. — 
knows who you are. Look at the - 
meishi you receive, not to find out e 
more about the person, but to hos d 
respect. And, by all means, make — 
sure your meishi is in Japanese as 
well as English. The Japanese 
syllabication allows the person 
receiving your meishi to | 
approximate a good pronunciation: 
of your name. Which, as you can - 
imagine, is particularly important it 
my case. E 





As soon as you enter a Meridien hotel, you'll 
notice the difference — wherever you are in the 
world. 

| It’s something to do with our local hospitality, 
— French flair and efficiently informal service that 
“sets us apart from the rest. : 

Of course, with 55 hotels on five: continents, 

you could argue that we've had a world of experience 
|. in the art of making guests feel rather special. 
And yet we feel it’s our very savoir faire that 
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Everyone deserves a little 
Meridien treatment. 


makes people come back to stay with us time after 






So whether you're in Phuket or Paris, Singapore — 
or New York, Tokyo or London, B. mgkok or — 
Vancouver, look for the little chic touches that give 
us so much panache. B c 4 

And then remember. You deserve it. — 

Find out more about Meridien hotels by 
contacting Meridien Reservations, your travel. 
agent, or any Air France office. [T 2 









ECONOMICS 


pay 


By Gregor Hodgson | 


ow do you determine the future value of whales? How 
à ful view of the mountains worth? These 
ind of questions conventional economists tend to 
ilities." But such questions are grist for the mill 
of a new bran ch of economics known as ecological economics, or 
eco-economics for short, that attempts to weld ecological and 
economic the 
Proponents of the new discipline formed the International So- 
ciety for Ecological Economics, which met for the first time in 
May 1990 at the World Bank in Washington. It was an appropri- 
ate meeting places as many of the issues addressed by eco-eco- 
nomics revolve around the idea of sustainable development and 
much of the theory has been developed by economists at the 
bank. 
One World Bank economist and proponent of eco-economics, 
Herman Daly, joined forces with theologian John Cobb in 1989 to 
co-write For The Common Good, a book that describes a new tech- 

















I ET Plastic rubbish has s been a target for "greenies" and is 
~ more and more criticised by the general public. Computers, on 
the other hand; are often thought to be squeaky clean. 

In fact, neither the ubiquitous plastic bag nor the "paperless 
office" fully deserve their reputations. In several ways plastic 
is more environmentally friendly than paper or glass — less 
energy is used in its production, meaning it is cheaper to make 
and contributes less to global warming. Plastic bags and bottles 
are lighter and therefore cheaper to transport; plastic takes up 
less space in landfill; and, in general, less energy is used in 
recycling it. 

Plastics are also criticised for being made from non-renew- 
able resources — oil or natural gas. The first counter to this is 
that transporting paper and glass products consumes more oil, 
which tends to balance the equation. The production of paper 

-. also causes pollution and environmental damage, while non- 
"renewable fuels are used to supply energy in the manufactur- 
$5 ing | process. 
= A study done in the US last year for the Council for Solid 
c Waste Solutions found that making plastic grocery bags from 
.. virgin material used between 20-40% less energy than making 
paper g grocery bags. Although this disparity decreases as re- 
^. cycling rates increase — because energy savings in recycling 
. occur at a greater rate for paper — the plastic bag continued to 
. use less energy in most cases than the paper bag. 
he study also looked at the environmental impacts caused 
by the production and disposal of the two types of bags. It 
d that virgin plastic bags "contribute between 74% and 
less solid waste by volume than [virgin] paper sacks." The 
ction of plastic bags produces between 63% and 72% less 
pheric emissions (though levels of one pollutant, hydro- 
| are higher) and 90% less total waterborne wastes, such 
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nique to measure economic changes. According to Daly nd C 
a basic problem with conventional economic indices such : 
is that they do not account for losses to the natural: 
and costs caused by environmental damage. | 
Their new method, called the Index of Sustainable 
Welfare (ISEW), takes into account depletion of natura 
used to produce goods and services, costs of pollutio: 
income generating government spending. Daly 
like to substitute their index for conventional m 
When US economic performance is examined u 
very different than that indicated by GNP. Where 
almost uninterrupted rise from 1960-86, the ISE 
with small declines in the period. n 
In their 1986 book of case studies, Economie 
niques for the Environment, World Bank economist Johi 
and Maynard M. Hufschmidt of Honolulu's East-Wes 
describe how to determine the worth of such things às a city p a 
Working with Thailand's Thammasat University researchers, 
Dixon applied two types of a technique known as contingent 
valuation to determine the 1980 value of Lumpini Park — a mu- 
nicipal park in Bangkok. The local government, which does not 
charge usage fees, was interested in developing the park com- 
mercially as the opportunity cost of maintaining the area asa park 
had risen sharply with the price of land. uo 
The first eco-economics technique assumes that the time and: 
money spent to visit the park are a reflection of people's willing- 
ness to pay. The researchers estimated a demand function for the 
recreational service provided by the park based on the results of a € - 
travel-cost survey of residents living various distances from it. 





as dissolved solids, suspended solids and acids. Br cr 
Like the equation for energy, these disparities gencially de o 
crease as recycling rates increase. The exception is the last cat- 
egory, waterborne wastes, where recycled paper producesa = 
greater volume of pollution than virgin paper. Given these — 
figures, one might think twice about throwing out re-usable —— 
envelopes or whether those extra photocopies are really neces- iem 
sary. One could also question whether less paper really is used a 
in the so-called computerised “paperless office.” o 
The growth in the number of facsimile machines as ben um 
phenomenal, photocopies are usually made of faxes if thelat- — 
ter are to be preserved, computer printers spew out reams of = 
printouts and hardly a day goes by where one does not pho- 
tocopy something. While in the old days, writing a business — 
letter required one piece of paper, sending a business fax now 
uses three — the original letter, the fax, copy and the . 
photocopy of the fax, though of course envelopes are no longer e 
necessary. UN" 
Nick Moynihan, managing director of Wiggins Teape, one — 
of Hongkong’s larger suppliers of office paper, estimates the 
annual growth in demand for fax paper in the colony is 
30% a year. The rate for photocopy paper is less, bu 
year it is still well above the rate of GDP growth. Interm 
number of photocopies made annually on A4 
Hongkong, he calculates it works out at 4.3 billion shee 
though demand for telex paper has gone down, a wh 
market has opened up for laser printers, which require 
quality and heavier paper than photocopy paper, Moy 
says. "s 
A few years ago Wiggins Teape was worried. 
possible effects on its business of the "paperless 
carried out a study to assess the situation. “The b 
sion was that it was not something we needed t 
This has certainly been borne out. What we hav 
there are changes of [usage such as from telex t 
and BINE in areas such as laser printers," Moy: 

























. . The difference between tossing a piece of paper into a recy- 
Ü cling bin or into a garbage bin can make a world of difference. 
. We should know. As one of the world's largest computer and 
: i communications companies, we go through astounding | 
amounts of paper. 

This experience led us to begin examining the prospects of 
paper recycling over 17 years ago. And after much trial and 
error, paperwork if you will, we've developed ways to help 
produce recycled paper of such a high quality that it can be 
used with office automation equipment. In doing so, we've 
.. used 240 million recycled sheets, saving a significant number 
-of trees in the process. 
: — Paper recycling has never saved NEC any money. In fact, 
.. it costs considerably more to produce the kind of recycled 

| paper that can be used within our offices. But by recycling 

. paper as well as completely eliminating the use of CFCs and 
~~ harmful chemicals within our operations, we're able to invest 
i -in something much more meaningful than company profits. 
. That being the future of our environment. 











lease contact: Environmental Control Division, NEC Corporation, Tokyo 108-01, Japan. 









NEC Corporation {s a leading 
global supplier of computers. 
and communications systems 
and equipment. From 
marketing toresearchand 
development, while producin 
everything from satellites 
to semiconductors, our basis 
of operations is to promote. - 
a world of mutual E 
understanding through the 
synergistic integration of 
‘C&C’ — computers and 
communications. 































Based on survey — the EN ihe 2 

was calculated to be about Baht 13 million 
= (US$505,000). Using the second technique, 
; the hypothetical valuation approach, resi- 
= dents were asked how much they were 

willing to pay to keep the park intact. 
*  . Based on this method, its value was put 
at Baht 116 million, possibly an overesti- 
<- mate as people may say they are willing to 
. pay more than they can. In any case, trans- 
~ forming the aesthetic value of the park into 
-© money terms helped convince officials to 

. maintain it. While some purist environ- 

 mentalists may protest that reducing the 
spiritual beauty of nature to mere dollars is 
the biggest sell-out of all, some green 
campaigners are convinced monetary val- 
ues are their best weapon against apathetic 
~~ decision-makers. 

. Politicians, particularly in developing 
." countries, have long become immune to 
.. green petitions aimed at stopping develop- 
,. ment projects. But demonstrating a mone- 
== tary loss if they develop a patch of wilder- 
* ness that has a high economic value as a tourist attraction may 

make them think twice. 
d One of the biggest complaints eco-economists have about con- 
.. ventional economics is the use of discount rates in the technique 








| Showing the 


dvertisements which promote an environmentally con- 

scious corporate image or products that do not harm the 
n environment have been a part of the advertising scene in 
-the US and Europe since the 1970s, but are only now catching on 
in Asia. 
"Green" advertising finally stood up in the Asian public arena 
last year. Industry analysts say the turning point was a Hongkong 
Government anti-pollution campaign with TV commercials that 
Shocked the public into acknowledging the horrendous state of 
the colony's environment. The commercials attracted huge public 
attention in Hongkong and won advertising awards in Hongkong, 
France and the US. 
Currently, only 3% of regional print advertising can be classi- 
fied as having an environmental slant. But the proportion is set to 
rise quickly as the guardians of corporate image (CI) are pulled 
head first into greener pastures. The green movement is gaining 
ground fast in Asia, making the public receptive to green sales 
pitches and demanding "corporate responsibility." 
. "Although environmental advertising is in its infancy here," 
says Leo Burnett (Hongkong) executive and creative director, Gary 
Conway, "people are receptive to it." 
. Green advertising has already captured a small but well-re- 
ceived part of the market in the Philippines. A recent three-page 
pullout in the Philippine Enquirer newspaper was a green CI pro- 
motion for Tiple-V, a food and restaurant business. The company 
is sponsoring a special Earth Care project involving children from 
every province in environmental education programmes. Shell 
(Philippines), the Philippine National Oil Co., Philippine National 
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known as present-value analysis. Discount : 
rates are used to estimate the present value — 
of a service or product delivered at some 
point in the future — this assumes society 
values more highly a dollar, or indeed an 
orange, delivered today than one promised 
in the future. Under this system, it would 
be more profitable to harvest all the whales 
or trees today rather than wait 30 years for 
the young and comparatively worthless to 
mature. 

This brings up the question of inter- 
generational equity: will there be any trees, 
coral reefs or food left for our children? 
Traditional economists claim it is not a 
question that can be handled by econom- 
ics but a problem that should be solved 
with government policy. : 

But more radical eco-economists claim 
that the basic assumption of conventional 
economics is wrong. Rather than valuing 
future delivery of products or services 
less, citizens now value future mainte- 
nance of environmental quality more 
highly than exploitation today. 

Natural scientists have put forward their own suggestions. The 
American ecologist Howard Odum propounds a radical approach 
of using energy units he calls "emergy" to replace economic ones. 


Bank and Philippine Long Distance Telephone have all promoted 
their CIs with environmental issues. Javier J. Calero, chairman and 
CEO of J. Walter Thompson (Philippines), says that "because of 
our close relationship with the US, we are ahead of other Asian 
countries in environmental awareness. Within two or three years, 
we will lead Asia in environmental advertising." 

In Japan true environmental advertising, such as for biode- 
gradable packaging, takes less than 1% of the market. However, 
Gus lizuka, chief operating officer of J. Walter Thompson's Tokvo 
office, says the time is ripe for it to take off in Japan. 

In two recent sales presentations, one to a gas retailer and 
another to a giant trading firm importing large amounts of raw 
natural resources from tropical countries, Thompson suggested 
using green ads. For the gas retailer, they suggested a clean-air, 
ride-the-bus campaign with give-away bus tickets, something that 
has worked in the US. For the trading company, they promoted a 
TV and print campaign based on the slogan “we care about the 
earth." Although the deals are not yet finalised, "the response was 
very positive," says lizuka. 

Manako Ooshima, of advertising agency Dentsu Inc.’s creative 
division, says small companies will follow the lead of the big 
firms. Dentsu client NEC has bought a series of TV and print ads to 
promote both its green Cl and its green products, particularly pol- 
lution monitoring equipment. “Our creative director recom- 
mended this approach to show that NEC is a company that cares 
about the environment, and they bought it,” says Ooshima. 

Hongkong is the last place an environmental advertisement 
would be expected to win prizes. But as more residents have the 
opportunity to travel and live abroad, they have brought back a 
more enlightened environmental consciousness that is beginning 
to spread. 

This is why the Environmental Protection Department (EPD) 
decided that the time was right to begin a hard-hitting anti- 
pollution advertising campaign. According to Anthony 
Armstrong, director of client services at J. Walter Thompson 
(Hongkong), the EPD asked them to come up with an ad that 
would have an impact on Chinese at all levels of society. “We 
chose to use a fish, which is the traditional piec ' de resistance of a 
Chinese banquet. Although the dockworker mi igl t attend a ban- 





























is method, a study of Ecuador's shrimp-export industry 
is losing emergy while importer Japan is a net-gainer. 
"words, Ecuador's revenue for shrimp exports is not 
| to balance the environmental losses it suffers as a 


environmental scientist, Richard A. Carpenter of the Fast- 
Center's Environment and Policy Institute, says the problem 
the economic models is that though their ultimate goal is to 
point the way towards sustainable development, this remains as 
^ yet an undefined term. To rectify this, the centre and the UN 
-< University are sponsoring an international conference on the 
‘measurement of sustainability, to be held in the US capital during 
February 1992. 
- The financial offshoot of the eco-economics boom is environ- 
.. mental accounting, the valuation of all environmental damage or 
- "repair, caused by a company. Training programmes in ecological 
economics are being set up in Sweden, the US and Australia. 
' of the techniques of eco-economics have already been 
he Asian Development Bank (ADB) and World Bank 
use in project review. 
Says ADB resource economist Ivan Ruzicka: "I am more and 
more convinced that ecological economics is the right way to go." 
At the World Bank, Dixon has just published a book with Paul 
Sherman, The Economics Of Protected Areas, giving many examples 
of the applications of ecological economics to valuation of na- 
tional parks in various countries. "The challenge now is to apply 
the theory of ecological economics to solve real world problems," 
says Dixon. E 
















quet once a year while the business executive goes twice a week, 
they can both relate." 

In the commercial, diners surround a delicious-looking fish. 
When the fish is sliced open, sewage pours out while the voice- 
over delivers an anti-pollution message. The ad was considered 
so disgusting by some viewers that they petitioned the TV stations 
not to show it during meal times. Armstrong says the ad was 
extremely successful in generating public awareness. 

In litter-conscious Singapore, the chlorofluorocarbons aerosol 
issue got a lot of media play recently. The Ball Partnership ad- 
vertising firm and Body Shop, a health-care products retail chain, 
joined forces to create an award-winning print ad showing an 
aerosol can with the text reading, “kills bugs instantly, and chil- 
dren eventually." But Jamie Pfaff, creative director at Leo Burnett 
(Singapore), says it is mainly the multinational companies that 
have pushed green advertising in Singapore. "I could only rec- 
ommend a green ad campaign for a local company in a tactical 
sense and for the secondary media. I would not put the majority 
of my advertising money into it," says Pfaff. 

Recent environmental disasters in South Korea have generated 
intense media attention. But there is a large gap in environmental 
awareness among South Korean companies, as shown in recent 
magazine advertisements by the Samsung Group and Hyundai. 
The Samsung advertisement includes a picture of a whale and 
plugs the company's care for the environment through its manu- 
facture of double-hulled supertankers. In contrast, the Hyundai 
ad shows a petrochemical plant and a stack of freshly cut logs — 
both guaranteed to infuriate an environmentalist. 

With green advertising in Asia about 15 years behind that in 
the West, companies have a chance to avoid the mistakes of their 
Western counterparts. US advertisers' first attempts at green mar- 
keting involved labelling products as "organic." This evolved to 
"green" and "environmentally friendly.” Eventually, so many 
products, from detergents to pesticides, were being marketed un- 
der these labels that consumers rebelled and legislation was 
passed to regulate the use of the terms. In some states companies 
now have to show evidence that their products will not harm the 
environment, a costly affair that Asian companies can avoid by 
keeping their claims realistic. m Gregor Hodgson 
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it’s the new force in Japanese finance 
It was created on April 4, 4994 when 
two of Japans most powerful financial 
institutions, the Kyowa Bank and the 
Saitama Bank, merged to form one of 
the largest banks in Japan. it's a 
bank you'll want to know. 





KYOWA SAITAMA BANK 


The new force in Japanese finance. 


HEAD OFRCE: TOKYO, JAPAN 
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By Collin Piprell in Bangkok 


© n September 1990, a truck carrying liquefied petroleum gas 
< (LPG) overturned at a busy intersection in the heart of Bang- 
. kok. The subsequent fire and explosion killed 89 people and 
caused over US$6 million in damage. 

— On 15 February this year, a truck carrying dynamite and blast- 
* ing caps overturned in Southern Thailand and later exploded, 
* killing about 200 people. 
(0. On 2 March, a fire and explosion in Bangkok’s Klong Toey 
-> port destroyed a warehouse containing a toxic and inflammable 
. brew of phosphorus, methyl alcohol, thinners, insecticides and 
.. other chemicals. The known toll was five dead, dozens injured 
|. and much of an adjacent squatter area razed. To this needs to be 
, added the unknown long-term effects on some 30,000 people re- 
_- portedly suffering from exposure to toxic chemicals. 
^... While all these incidents took place in Thailand, the problems 
|» associated with storing and transporting hazardous materials are 
|... by no means confined to that country. A recent fire at a Melbourne 
_ chemical plant that spread a cloud of toxic fumes over much of 
_ the city, derailments of trains carrying dangerous chemcials in the 





| THE FUTURE 


Apocalyptic 


_ By Jacqueline Rees in Canberra 

E lobal warming caused by the ever-increasing emission of 
7 ( greenhouse gases into the Earth's atmosphere has poten- 
7 tially disastrous implications for much of Asia. The viabi- 
> lity of many of the region's staple crops — and by extension much 
-< of Asia’s economic base — is threatened, not merely by increased 
.. temperatures, but also by changing rainfall patterns. In addition, 
_ rising sea levels could inundate islands and low-lying coastal ar- 
“eas — which are often the most fertile — while also putting fur- 
-ther pressure on the remaining cultivatable land. 

. Barrie Pittock, who leads the Climate Change Impact Group at 
the Commonwealth Scientific and Industry Research Organisation 
Division of Atmospheric Research in Melbourne, said “the present 
rate of increase in concentration of greenhouse gases in the global 
atmosphere is producing an enhanced greenhouse effect, which 
will lead to global warming and related effects at a global and 
regional level.” 

- Pittock continued: "The exact magnitude and rate of climate 
change and sea-level rise which can be expected depends on future 
human behaviour and various uncertainties in our understanding 
of the climate system. Nevertheless, it is likely that by the middle 
of the 21st century the Earth will be warmer than at any time in 
human history." 

| Acting like a greenhouse, the Earth's atmosphere traps the 
'un's rays during the day and stops heat loss at night. Few scien- 
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hal concentrations of pollutants found in Bis 
t countries of Eastern Europe illustrate that the 
problem is a global one. Nevertheless, the Thai examples offer 
important. lessons to other developing countries as they seek to 
industrialise or introduce more complex, and therefore potentially 
more hazardous, manufacturing processes. 

The proliferation of complex technologies, most specifically 
chemical substances and processes, has spread at enormous speed 
throughout the developing world. Some 1,000 new chemicals are 
produced every year in North America and Europe, adding to the 
approximately 80,000 substances already on the market. Of these, 
5-10% should be considered dangerous. 

Investment in hazardous industries is usually. initiated. by the 
private sector, interested mostly in rates of return, and supported . 
by governments for development reasons. Meanwhile, public 
investment in infrastructure and legislation regulating health and 
safety measures generally lag far behind. Indeed, for some in- 
dustries, this lack of a regulatory infrastructure is a key incentive 
to investing in a developing country in the first place. Major ac- 
cidents are therefore most likely to occur where complex tech- 
nologies are transplanted to communities lacking the infrastruc- 
ture to support them. 

It was only luck that prevented the Klong Toev disaster from 
being far worse. The fire fighters knew little about the chemicals 
involved, and as a result sought to control the fire with water — 
which exacerbated an already critical situation when it came into 
contact with certain oxidising agents. Further, where safety warn- 
ings on containers existed, they were often only in English. 

Dealing with the chemicals posed other problems. There are 
no disposal facilities, such as high-temperature incinerators, in 
Thailand. There was no agreement among the authorities as to 


tists and other specialists now disputes that over-dependence and 
use of fossil fuels that produce gases like carbon dioxide have 
upset the balance. 

Australia's own contribution to the greenhouse crisis is sub- 
stantial. On a per capita basis, the country emits 11 tonnes of 
carbon dioxide, methane and chlorofluorocarbons into the at- 
mosphere each year. This is more per head than any other nation, 
and nearly twice the OECD average. 

While some claims about the effects of global warming border 
on the sensational, Pittock and his colleagues have reduced the 
degree of doubt involved in predicting the future climate with the 
use of sophisticated computer models. Using these tools, they 
have predicted, for example, that the southwestern region of 
Western Australia is likely to be drier next century as a result of 
the greenhouse effect while the northern and eastern parts of the 
continent are likely to be wetter. 

The Australian Government has responded to these and simi- 
lar forecasts by undertaking to reduce the country's greenhouse 
emissions by 20% by 2005. The 20% figure has been contested by 
some environmentalists, who maintain Australia must aim at two 
or three times that target. 

While scientists are now able to speak of the predicted climate 
changes with some certainty, there remain several uncertain fea- 
tures — notably in relation to rising sea levels, according to Pittock. 

He said that because of their enormous capacity to absorb heat, 
the oceans will help delay global average warming by at least a 
decade or two. Other scientists, primarily in the US, have also 
suggested the eruption of the Mt Pinatubo volcano in the Philip- 
pines — which vented enormous quantities of dust into the upper 
atmosphere — may also contribute to short-term global cooling, 
especially in the tropics. 

However, Pittock pointed out that changes in the oceans, in- 
cluding surface currents and deep ocean circulation, could intro- 
duce local and regional anomalies. 

"One such mechanism of great significance to climate in south- 
ern Asia and Australia is the El Nino effect," no said. "When there 












how other contaminants should be disposed of or even trans- 
ported. The military eventually trucked the chemicals to 
Kanchanaburi province for burial, which led to protests by villag- 
ers that disposal procedures were inadequate. 


evertheless, accidents are inevitable as many of the haz- 

ardous substances in use today have become essential to 

the community. For example, LPG products such as bu- 
tane and propane cannot be banned and must therefore be stored 
and transported. However, a policy framework within which such 
risks can be minimised is well established in theory, and is based 
around the concept of defining a "major hazard" (MH). A MH is 
understood to exist wherever there is production, transportation 
or storage of toxic or explosive substances in quantities sufficient 
to pose a serious danger to people or the environment. 

MH's corollary, major hazard control, gained currency after the 
release of methyl isocyanate gas from the Union Carbide insecti- 
cide plant at Bhopal, India, in 1984 killed 2,500 and injured 200,000. 
It was in large part the analysis of the Bhopal disaster which led to 
detailed international prescriptions for safety measures and emer- 
gency procedures. 

Identification of MH sites is the first step, and it is not easy. For 
example, neither Thailand's National Institute for the Improve- 
ment of Working Conditions and Environment (NICE) nor the 
Bangkok offices of interested agencies, such the International La- 
bour Organisation, have information on MH sites or related acci- 
dents in the Asian region. 

Identification is only the first step, however. Another problem 
is a worldwide scarcity of experts in MH assessment and control. 
One pressing requirement is the training of on-site supervision 
and safety personnel, specialist inspectors, risk assessors, emer- 


is an El Nino year, we generally experience 
drought conditions in much of southern 
Asia and in northern and eastern Australia, 
as in 1982-83. Wet conditions usually occur 
in the same regions during anti-El Nino 
years, such as 1974-75 and 1989. At present 
we do not know how the El Nino effect 
will change with global warming and this 
is a major uncertainty." 

Nevertheless, the Australian scientists 
are confident there will be a gradual rise in 
sea levels due to expansion of the warming 
ocean water and as glaciers melt. The glo- 
bal rise in sea levels is expected to average 
about 6 cm every 10 years for the next 50 
to 100 years. After this period, the rate at 
which the sea level rises could increase as 
the huge West Antarctic ice sheet begins to 
break down. The end result would be an 
addition of several metres to the sea level 
over the next few hundred years, though 
some Pacific islands and other low-lying 
areas of the world would have become un- 
inhabitable well before then. 

"For Asia and Australia, a doubling of 
carbon dioxide emission will see temperatures rise 2-3°C on 
coastal areas and up to 4 or 5°C inland,” Pittock said. 

Jeni Evans, another member of the Melbourne-based group, 
noted that while there is no evidence that the frequency of tropical 
cyclones and typhoons would increase, her research suggested 
they may well occur a lot further south than they do at present as 
well as becoming more intense. 

The increased availability of moisture in the warmer atmo- 
sphere is also expected to contribute to a widespread increase in 
rainfall, with all the changes that would entail. Pittock put some 
rainfall changes at up to 20% or more, which could have pro- 
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gency planners, evacuation and emergency medical personnel and 
land-use and environmental planners. 

NICE is attempting to set up a system to deal with major hazard 
planning in Thailand. The group's own Major Hazard Control 
Section is now operational. It is still trying to solidify links between 
various government agencies to make the body fully effective. 
NICE has proposed a national board which would exchange views 
and offer advice to policymakers. 

This board should include representatives of the Land Use 
Planning Department (siting and zoning); the Public Works De- 
partment (regulations affecting the storage of flammable sub- - 
stances); the Department of Land Transport (movement of haz- 
ardous substances); the Department of Industrial Works (licensing 
of factories); the National Environment Board (environmental is- — 
sues) and the Ministry of Defence (licences to produce or store 
certain chemicals, such as chlorine), as well as people from in- 
dustry, academia, public health and organised labour. 

Yet new MH installations are being planned or built without — 
official advice on hazard control. Thailand's Eastern Seaboard 
Development project, for example, is a planned integrated indus- 
trial development in Chonburi and Rayong provinces southeast 
of Bangkok. There have already been 10 MH sites identified in the 
area, most of them petrochemical plants in Rayong. According to 
Chaiyuth, a housing complex is being built adjacent to a large © 
storage facility for flammable substances. 

NICE has asked the province to zone residential areas, but it is 
difficult, Chaiyuth says. "On one hand, prices of land are very 
high — the owners don't want to leave such prime land unoccu- 
pied. On the other hand, potential residents find the convenience - 
of the area outweighs any consideration of risks entailed, even 
where these risks are actually considered." | 





T found effects on current agricultural prac- 
de ati tices and on the frequency and intensity of 
$ floods and droughts. 

“Where moisture is not a limiting fac- 
tor, an increase in temperature would al- 
low some crops to be grown further to- 
wards the South Pole and at higher eleva- 
tions, while lengthening the growing sea- 
son at existing sites. However, some crops 
would suffer from extreme heat stress and 
horticultural crops may become unviable 
in areas with insufficient winter chilling," 
he said. 

Some of Australia's wheat strains, for 
example, are incapable of withstanding a 
mean temperature increase of 1°C without 
suffering substantial loss of yield. Ex- 
tremes of temperature will also make ef- 
forts to reverse the huge soil erosion prob- 
lems across Australia — and indeed other 
parts of Asia — difficult, if not actually 
impossible. 

Over-use of chemicals, massive defor- 
estation, introduced weeds and pests, have 
made Australia one of the most degraded 
of all continents in terms of her soils. 

Predictions of future climate changes are, by their nature, open 
to dispute and interpretation. Differences between scientists over 
data and conclusions, the apathy of many governments with more 
pressing priorities and businesses' generally short-term view, have 
often combined to make the issue one of debate and vague pro- 
nouncements rather than effective action. 

However, Pittock said: “The enhanced greenhouse effect is a 
world problem, which demands both global and local solutions. 
We will have to adjust to that change, which is unavoidable, and 
work together to minimise the future rate of change." a 
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Capital siphons workers, resources from provinces 


Tokyo rising 


By Louise do Rosario in Tokyo 


ich Japan, poor Japanese. No- 
where else in Japan is this des- 
cription more relevant than in 
greater Tokyo, where nearly one 
third of the population lives. Overcrowd- 
ing has trashed the average Tokyoite's 
quality of life, despite a surfeit of cash. 

Young salarymen in European designer 
suits cram like sardines onto commuter 
trains. Big BMWs and Mercedes Benzes 
squeeze through narrow, patchily paved 
streets. Young couples sip coffee (at hun- 
dreds of yen a cup) from genuine gold 
demitasses in microminiaturised — but 
exquisitely appointed — bistros three sto- 
reys underground, where shop rents are 
marginally less exhorbitant. 

Life is immeasurably nicer in smaller 
Japanese cities: wider roads, more green- 
ery, fresher air, bigger and more affordable 
housing and lower food prices. Yet the hick 
towns languish and haemmorhage popu- 
lation, while people from all over Japan 
continue pouring into Tokyo. 

The capital has its unmatchable attrac- 
tions: interesting, high-paid jobs and a 
world-class panoply of theatres, restau- 
rants, shops, concerts — all the best things 
money can buy. But, if it goes on burgeon- 
ing at this rate, in another 20-30 years, To- 
kyo will be like New York, a place to work 
and play but not to live, warns engineering 
professor Toshio Ojima of Waseda Uni- 
versity. 

Roads, parks and sewage facilities are 
grossly over-utilised and under-main- 





tained. Electricity and water supply sys- 
tems are stretched to their limit. The basic 
infrastructure, jerry-built in haste and on 
the cheap after World War II, needs ex- 
tensive replacement. “All engineers know 
about the potential hazards of the city, but 
few are saying it in public for fear of trig- 
gering mass panic,” says Ojima. 

Tokyo has always been crowded, 














TSS 
Source: Economic Planning Agency 
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thanks to Japan's highly centralised polity 
and economy. The great Tokyo job-rush 
gathered momentum with the onset of the 
Economic Miracle in the 1960s. The inau- 
guration of the bullet train, by halving (to 
three hours) the journey time from Osaka, 
helped siphon off people and businesses 
from Tokyo's long-time rival city. 

Except for just a brief lapse during the 
oil shock of the 1970s, Tokyo has consist- 
ently swallowed up most of the national 
population growth. The city's drawing 
power has only accelerated with the late- 
1980s economic boom, which was led by 
the sectors at which Tokyo excels: finance, 
services and the cutting-edge information 
business. More than ever, the best jobs and 
the best deals are now concentrated in the 


capital. 
The losers in this zero-sum game have 
been the outlying regions — especially 


erstwhile centres of sunset industries. To- 
kyo has drained off the workforce they so 
desperately need for re-tooling. As a result, 
the income gap is widening between the 
capital and the hustings. At this rate, even 
the richer of Japan's outlying regions will 
start to feel the pinch, while some of the 
smaller cities will implode, leaving just a 
residue of elderly retirees. 

To stave off these grim prospects, local 
and regional administrations have given 
up relying on the central government's 
power sharing ploys, and instead started 
floating their own programmes to keep 
people and business at home. Initiatives to 
counter over-centralisation include: 
> Strengthening ties between Japan's out- 
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Jig t tégions and their "i 
bouring foreign countries. 
. Kyushu touts itself as a gate- 
«< way to Asia, Hokkaido looks to 
e Soviet Far East. — 

Linking up several smaller 
| cities around a provincial 
-metropole to make a regional 
growth zone. Sendai in the 

northeast and Fukuoka in the 

southwest aspire to become 
such hubs. 

M Tapping into Japan's im- 

proved and cheaper: telecom- 

munications facilities: to get 
things done, even at some re- 
move from Tokyo. 

> Moving some central gov- 

ernment functions out of To- 

kyo, or even creating a second 
capital somewhere else. 

> Giving up the city lights and heading 

back to the old hometown — the so-called 

U-turn — an individual choice that is gain- 

ing popularity with a small, but growing, 

number of disillusioned Tokyoites. 

It could be years, though, before these 
initiatives pay off. Ironically, those mayors 
and governors who most aggressively pro- 
mote localisation find themselves flying to 
Tokyo once or twice a week to lure inves- 
tors or to lobby for pet projects. Major 
companies which proudly boast of diversi- 
fying to outlying localities still keep their 
most strategic sections and people in To- 
kyo. And the proposed second capital re- 
mains on the drawing board as few minis- 











Finding the 


centre 


Tokyo — or Edo, as it was then called — 
only achieved the status of a capital in 
1868, when the Meiji rulers moved there 
from Kyoto. Since then, however, it has 
been the unshakeable locus of all signifi- 
cant money, power and information in 
. Japan. Successive decentralisation efforts 
by feudal mossbacks, post-World War II 
administrators, provincial politicos and 
planning bureaucrats have all come to 
 nought. 

. No wonder; parliament, the head- 
quarters of the ruling Liberal Democratic 
Party and the biggest opposition party, 
the ministries and the courts are all 
within 15 minutes' walk of one another 
in central Tokyo. Headquarters of the 
major corporations are close at hand. 

The political, business and bureau- 
cratic elites that roost in these Tokyo 
aeries have for decades run Japan on a 
highly personal and informal basis. Ma- 
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tries or departments want to be the first to 
move. 

Even the U-turners mostly comprise 
people on the fringes: middle-aged 
salarymen with limited career prospects, 
eldest sons inheriting the family property, 
or nature lovers fed up with the hectic life 
of the capital. And for each urbanite who 
heads back to the land, thousands of new- 
comers stream in. 

Weekdays, trains and aircraft are 
crowded with dark-suited salarymen on 
business trips to Tokyo, where many of 
them wind up spending nearly half of their 
year. Weekends, teenagers from remote 
hick towns flock to the discos of Roppongi 


jor decisions are often made at evening 
parties in Akasaka, the entertainment 
area near parliament. Face-to-face contact 
is the only way to get key information 
and concessions. Even the most ad- 
vanced telecommunications is no sub- 
stitute. The outlying hustings offer no 
power base for a challenge to Tokyo's 
hegemony. The country's 3,300 local as- 
semblies have little say, since the bulk of 
local funding comes from the centre and 
local politicians rely on their factional 
bosses in Tokyo for campaign support. 
Control of scarce resources like foreign 
exchange and technology has also been 
ceded to central government ministries 
in Japan's concerted economic mobilisa- 
tion. 

So Tokyo relations are crucial for 
businesses seeking subsidies, tax ex- 
emptions and other concessions. That is 
why nearly two thirds of Japan's top 
companies have their head offices in the 
capital. Even those firms which retain a 
stubborn loyalty to their provincial roots, 
like Matsushita in Osaka or Toyota in 
Nagoya, maintain a second headquarters 
in Tokyo. 
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or open-air punk o concert: 
Harajuku. When they are 
enough to move out on. 
own, many of them wil 
tainly choose Tokyo — if 
for the shops, as one. 
school girl explains. 
Tokyo snares not only 
country's youth, but also. 
best brains. All of Japan's to 
universities are in the capital 
which plays host to nearly 40% 
of the nation’s university stu 
dents. And, once they grad 
ate, more than 70% of the 
stay on to work in town. = 
No wonder, with near 
90% of Japan's leading res 
institutes in Tokyo, plu 
merous think-tanks attac 
top companies and 
Even foreigners tend to concentrat 
kyo — seven out of 10 legal entrants 
Japan from abroad in 1986-89 lived in th 
metropolitan area, as well as countless. 
thousands of illegals who throng to the- 
city's sweat shops and red-light districts. 
The single biggest problem caused by us 
this high concentration of people is hous- — 
ing. Since 1985, the influx of people, com- 
panies and money pushed land prices in | 
Tokyo up by two or three times. A 75-m?. 
apartment 30-40 km from the city centre 
now costs ¥70 million (US$506,000) or 10^. 
times the average salaryman’s annual in- c 
come. n 
Just five years ago, a flat might still have |. 








One third of all Japanese companies 
and employees are in Tokyo. Overall, 
Tokyo also accounts for over half of all... 
Japan's bank loans and 70% of all stock — 
transactions and a third of the nation’s — 
workforce and corporations, across the . 
board in all sectors. In the fast-growing = 
service sector, the proportion is even > o 
higher: more than 50% of all workers. . 
Eight out of 10 foreign companies in Ja- — 
pan are Tokyo-base ad. 

Increasingly, the city is emerging asa 
worldwide finance and information hub. m 
Here is where Japan's megacompanies - 
plan the globalisation of their production - - 
and marketing. Here is where they raise 
cheap cash from the bourse for thei 
ternational corporate predations. Here 
where intelligence is gleaned. and ai 
lysed about the latest contracts, k ans a and. 
deals. | pu 

















first in Tokyo' S bee b el fi fo 'e 
marketed nationwide. An Osaka i 

official moans that everything “4s first fil- E 
tered in Tokyo. The rest of the nation 
gets [it] only second-hand.” | 
E Louise do Rosario ue 








Tokyo or eee 


bust 


.. Every great. city creates its own hinter- 
^ land. Hongkong has Guangdong, and 
ingapore, southern Malaysia. Tokyo, 
s pulled scores ODE Aae and 








. and agriculture zone. Rather, it com- 
-. prises a huge residential belt. 

. Japan’s capitali used to cover 23 wards 

-of 6177 m’. As land became more expen- 

sive and scarce, both newcomers and 

- long-time residents were pushed further 

out. The city grew in concentric rings, first 

10-20 km from the city centre, then 20-30 

| _km in the early 1980s, and most recently, 

SOL 4-90 km, and still I growing fast. 





«t. been affordable to middle-class Japanese 
-; who were brought up to regard home- 
.,.. ownership as a birthright. Now, for a typi- 
<; cal salaryman aged 20-40 with a family of 
three or four, it is no more than a distant 

dream. 
While nearly 60% of Japanese nation- 
_.. Wide own their own homes, in Tokyo the 
proportion drops to barely 40%. The rest 
... live in rented housing, which is usually 
“sub-standard because tight rent controls 
discourage landlords from spending 
money to renovate such low-yield proper- 

ties. 

Floor space is cramped: just 80 nv, on 
¿= average, in 1990, down 12% from a decade 
.. earlier. The next generation of apartments 


View from 
the countr 


At some point on the outer rim of Asia’s 
metropolises, city life ends and the world 
_of the farmer begins. This line of demar- 
cation, though, is fading in Japan as af- 
fluent urbanites in search of pastoral 
- playgrounds turn the countryside into a 
. battleground pitting the urban against the 
rural, 

Consider northern Ibaraki prefecture. 
Here, some 150 km north of Tokyo, "real" 
countryside still exists, and the differences 
. between country and urban lifestyles are 
. getting wider. Yet, the country ways of 































Each day, died to kar ‘militon 
people come to Tokyo. At night, they 
disperse and Tokyo once again be- 
comes a "doughnut," as the local joke 
has it: hollow inside, but thick on the 
fringe. Commuting lines radiate from 
the city centre. Where they converge, 
picturesque semi-rural areas are. 
transformed into ugly, concrete mew : 
towns. 

As the railway network expands 
from the heart of Tokyo, it is snaring 
ever more prefectures and small 
towns in its web. Already, govern- 
ment reports are starting to men- 
tion several previously unincluded 
prefectures as part of the Capital 
Area Circle: Guma, Yamanashi, 
Ibaragi and Tochigi. By this new, in- 
clusive definition, greater Tokyo ac- 
counts for 32% of Japan’s population 
and 10% of the nation’s land. 

Bi Louise do Rosario 


will be even smaller and further away — 
50-60 m° and as much as two hours by train 
from downtown. 

That would increase the penumbra of 
greater Tokyo to a radius of 100 km, just 
about double its current size. More Japa- 
nese will have to commute to work on the 
bullet trains. Once regarded as a deluxe 
conveyance for occasional, long-distance 
travel, the prestigious Shinkansen looks 
doomed to become just another commut- 
ing hell for the white-collar Tokyoite. 

What this means for the poor passenger 
can be inferred from the official definitions 
of overcrowding. When a railcar is packed 
to 200% capacity, “bodies are firmly 
pressed together but you still have enough 


northern Ibaraki are threatened by the 
imaginings of developers who see week- 
end resorts for Tokyoites instead of hill- 
side villages and rice terraces. Develop- 
ers, of course, are drawn by the land 
prices which can be as little as one thou- 
sandth of the central Tokyo level. So far, 
few of the farmers who live in such dis- 
tricts as Daigo, which stretches over a 
wide swath of the prefecture and en- 
compasses a population of 28,000, have 
succumbed to the developer’s tempta- 
tions. This is one reason why many 
salarymen remain ignorant of country life 
— except for glimpses from a Toyko- 
bound traffic jam on a Sunday afternoon 
after an exhausting country day trip. 

But when farmers face financial disas- 
ters or other kinds of pressures, they do 
sell and developers are there ready and 
willing to buy. The reluctance of country 
folk to sell their land is partly cultural. 
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elbow room to read à magazine.” At 250%, 
"you cannot move your hands," and at 
300%, “you cannot move physically at 
all." 

The Tokyo administration proudly 
boasts that, by 1988, rush-hour crowding 
on trains had dropped to a mere 200-240%, 
a 20% improvement in a quarter cen- 
tury. Nevertheless, according to Ojima, 
"the two or three million people who pass 
through Ikebukuro or Shinjuku stations 
every day are like refugees, pushed and 
rushed every second and packed like hu- 
man sushi.” 

And in this condition, the average To- 
kyo worker spends about five years of his 
life, according to one estimate. “I am very 
angry that I have to spend close to two 
months a year on trains,” says a young civil 
servant who lives in the suburbs. "I could 
have used that amount of time to do some- 
thing more useful, like studying a foreign 
language." 

Salarymen who begrudge the commut- 
ing time opt for innovative “multi-habita- 
tion" arrangements, as the current buzz- 
word has it. This means cramming one's 
family all week into a small, rented apart- 
ment in Tokyo, and then spending week- 
ends in a suburban "dacha" way out where 
land prices are cheap. Or else, the wage- 
earner can rent a small room in the city 
while family members stay in the suburbs. 
The household enjoys a reunion just once a 
week. 

Fathers who spend so little time with 
their families, whether because they come 
home at midnight or because they camp 
out most of the week alone in town, find 
they need professional counselling on how 
to get along with their wives and children 
— à new-fledged service industry spun off 
by the "commuting hell.' 

Such miseries go a long way to depress 


The mid-August Bon Festival, when the 
spirits of ancestors travel the short. dis- 
tance from the family graveyard to visit. 
the homes of the living, would make no. 
sense if land changed hands. Farmers still 
care. about keeping. up traditional. cere- 






meet the. spirits of their ancestors. - 
. Import controls on farm pan also i 
help. to keep people on the land. In the 
; between the forests that cover much 





of northern Ibaraki, farmers grow rice on 
the same tiny terraced plots. as earlier 
generations, though mecha: 





schanical planters 
and handy t wo-wheeled tractors have 
helped to take the sweat out of farm 
work. They can do this because rice in 
Japan costs five times as much as in Cali- 
fornia and because imports are still 
cer consi insi and ; a à tradi- 

























the TUA of life in i Tokyo, though the ef- 
fects are hard to measure. Other "social 
utility indicators" are more quantifiable, 
though, and the picture is just as depress- 
ing: the metropolitan area's per capita stock 
of hospital beds, sport facilities, paved 
roads, parks and other public amenities is 
only 30-50% of national averages. 

Greater Tokyo gulps down about one 
quarter of Japan's water supply, but its 
water reserve per person is just 2776 of na- 
tional norms. Electricity reserves, too, have 
been dropping alarmingly this summer. 
Current garbage-processing facilities, built 
for a smaller population, will be used up 
by 1995, the government says. 

What these statistics add up to is a vi- 
sion of Tokyo that confirms the direst 
American charges about how Japan fuels 
its mercantilist expansion by skimping on 
social spending. Nor is it likely to improve 
soon: land prices, construction costs and 
building regulations have by now become 
so formidable that the government cannot 
afford to build more amenities. And com- 
prehensive, efficient city planning is ham- 
pered by metropolitan Tokyo's lack of au- 
thority over its neighbouring independent 
towns. 

Some of the pressure would be taken 
off the capital if major companies began to 
move out of town to create jobs elsewhere 
in Japan — unlikely, though, unless the 
costs of staying in Tokyo are seen to out- 
weigh the benefits. No sign of that, yet, for 
most Tokyo firms; profits and productivity 
continue to rise. 

So the only quick fix in sight, some sug- 
gest — only half facetiously — may be a 
major earthquake in the Kanto plain where 
Tokyo sits. If that occurs, as predicted fre- 
quently, it would be a good starting point 
for better city planning. Maybe, even, a 
new capital. a 





tiny plots under cultivation. 

In the forested areas, lack of develop- 
ment and sparse population have done 
wonders for flora and fauna. In much of 
northern Ibaraki you can still find snakes 
(including poisonous ones) and the occa- 
sional wild boar. Wysteria and lilies grow 
wilds in the woods. 

Farmers in areas like Daigo do have 
worries. Modern young women, even 
those who went to school locally, would 
often rather marry an urban "salaryman" 
than devote their lives to bringing in the 
harvest. Hence, concern about whether 
there will be someone to marry is one of 
the big threats to village life. Amenities, 
. however, are not lacking, in fact they can 
; sometimes be better than in Tokyo. 
^" * In Daigo, which is a typical small 
machi in northern Ibaraki, a farmer can 
drive 10 or 15 minutes into town to play 
tennis on a free municipal court before 
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Any rabbit 


hutch will do 

he Japanese Government has an of- 

| ficial body in charge of moving sec- 

tions of the bureaucracy out of To- 

kyo: the National Land Agency (NLA). A 

visit to its downtown Tokyo offices tells a 

lot about how urgent is the agency's sense 
of mission. 

In a stuffy room rather smaller than a 
standard volleyball court are crammed the 
NLA's 40-odd officials, their clerical staff 
and a battery of cabinets, computers, pho- 
tocopiers, facsimile machines and printers 
— everything a diligent workforce needs 
to put in 10- to 12-hour days. Desks, piled 
chest-high with files, are lined up in close- 
packed rows, leaving just enough clear- 
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starting work. (The Tokyo salaryman 
would pay a monstrous club membership 
fee for the same privilege and would face 
a tiresome train ride to the court.) Music, 
art galleries, and fine dining have not yet 
reached Daigo but the prefectural capital, 
75 minutes away by car, has its own 
professional symphony orchestra. All this 
is recent; before the war there were nei- 
ther paved roads nor electricity. Lighting 
was by oil lamps in the 1930s and, in the 
1920s, by wood splinters dipped in resin. 

Apart from the amenities, the striking 
difference between rural Ibaraki and ur- 
ban Tokyo is the competition factor: tra- 
ditional Japanese farming methods re- 
quire farmers to work on each other's 
land so the emphasis in daily life is more 
on mutual help than on getting ahead of 
the Watanabes. A lack of private educa- 
tion and the assumption that everyone 
will go to the local primary and second- 
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ance for the average slim Japane 
pass. 
If it were not for the ind alex 
gear and the well-dressed, work 
employees, the shabby room could 
a government office in India or Chin 
it is, it looks much like any of the oth 
thousands of offices in the bureaucrat 
ghetto of Kasumigaseki in the heart of tk 
capital. : 
But the NLA seems in no hurry ton 
itself, nor has it had much success in “pe 
suading other arms of government to va s 


decades, decentralisation proposals have 
gone unheeded. As recently as 1988, the 
cabinet selected 110 official and semi-offi- 
cial bodies to quit the capital; so far, only a 
two have moved. Deadlines (some as late __ 
as 1995) have been set for a few more. As > 
for the rest, the move is still "under cons 
sideration” — a polite way to say “no S 
One such euphemistic nay-sayer is the. 
Ministry of International Trade and Indusi 
try's Institute of Developing Economies = 
(IDE). As an official there explains, ‘ "we 
need to be here to do our job well" since 
all the researchers and officials the IDE 
deals with are in Tokyo. “If the govern- 
ment was serious [about decentralisation], —. 
it should have moved all or part of the. 
capital elsewhere. Until that happens, all 
we can say to those who are pushing us to. 
move is: ‘After you . . .'" GU 
Stalling tactics are legion: many minis: 
tries dawdle about searching for alternative 
sites or applying for moving expenses.  . 
Others nominally shift their registered ad- 
dress out of town and then immediately 
re-christen their existing premises as a. 
"Tokyo branch." The staffers hardly notice... 
the change. Neither does the locality of the. 
supposed "new" head office. SR 
W Louise do Rosario 


ary schools eliminates the merciless 
"education hell" of Tokyo where mothers 
spend much of their time and energy 
urging their children through the exami- 
nation system. Community feeling can go 
too far though. A villager would have to 
be strong minded to opt out of the local 
over-60s gateball championship. 
But life as those in northern Ibaraki 
know it probably is doomed in the long- 
run. Agricultural liberalisation will even- | 
tually force consolidation of small farms .. | 
and the resort developers are gradually . 
getting their hands on some big tracts of | 
land (though individual purchasers. still- 
have trouble finding a plot to build a- 
house on). When resort companies move | 
in the effect is to create a patch of subur- 
ban Tokyo in the midst of the older rural | 
communities. This may suit Tokyoites, | 
but the loss may be irreparable. E 
m Charles Smith 
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- Desperately seeking Phibun 


pue —M———— P ——— ÁREA 


. Siam Becomes Thailand: A Story of Intrigue 
c by Judith A. Stowe. Hurst & Co., London. 
a £27. 50 (LIS$45). 


On 2 December 1941 Japan’ s ambassa- 
dor in Bangkok received instructions from 
Tokyo that a few hours before Japan de- 
clared war on the Western powers, the 
|» Thai premier and supreme commander, 

= Field-Marshal Luang Phibunsongkhram, 
was to be asked for transit rights for Ja- 
panese troops moving into Thailand to at- 
tack the British in Burma and Malaya, as a 
prelude to a full military alliance. Precisely 
when Japan was to declare war, and thus 
when Phibun was to be approached, the 


im ambassador would be informed later. 


That same day Phibun asked to see the 


_ Japanese ambassador to plead that Thai- 
_. land be kept out of the war, now seen as 
... inevitable. The ambassador, ignoring To- 
= kyo's time-table, stated Japan's require- 

. ments. Phibun responded indirectly by 


saying that if no Japanese troops moved 


"into central Thailand when war broke out, 


he would ignore a movement of Japanese 
forces into the far south of the peninsula. 
On the morning of 7 December Tokyo 


instructed the Japanese ambassador to 


present Japan's requests to Phibun before 
|. midnight. But Phibun had left Bangkok the 
v. previous day to inspect troops on the east- 
ern border. Throughout that day, the Ja- 
panese ambassador, anxiously determined 
that Japan's timetable for the declaration of 
war should not be disrupted, pressed for a 
reply. 

Senior Thai ministers, shocked by the 


: ... evidence of Japan's plans for the invasion 


of their country, asserted that only Phibun 
<- = could respond to the Japanese demands, 
| ..and urgently set about finding him. The 


-= deputy premier and the foreign minister 


made for the post office and attempted to 













"reach Phibun by phone. Another minister 


«Set off by car for Aranyaprathet. But these 
actions were not successful. By the time 
Phibun returned to Bangkok, just after 
dawn on 8 December, the Japanese ulti- 
matum had expired and war had 
in. 

_ Why did Phibun leave Bangkok? Was 
he aware of Japan's intentions, and fled to 
^ avoid or delay making some unpleasant 
. decisions? Or did. he intend to leave his 
. colleagues to face the Japanese request, es- 
tablishing them as scapegoats, perhaps to 
.. allow a token show of resistance to take 
. place? Or should no particular significance 
be read into his absence: on 6 December 
. Phibun believed that war was days if not 
. weeks away, and therefore he felt there 
-. was sufficient time to inspect his troops. 


Fully explored, this episode should 
throw light on one of the central issues in 
the modern history of Thailand. As war 
threatened in Southeast Asia in late 1941, 
was Thailand, with little prospect of sub- 
stantial armed support from the Western 
powers, forced into an accommodation 
with Japan? Or did dominant interests 
within the Thai administration exhibit, at a 
much earlier stage, a more positive attach- 
ment to Japanese ambitions in the 
region? 

The Japanese dimension 
is a central element in Judith 
Stowe's detailed account of 
Thai politics from the over- 
throw of the absolute mon- 
archy in 1932 to the end of 
the war in Asia. She divides 
her study into four periods: 
the coups and counter- 
coups of 1932-35; the con- 
solidation of military power, 
1935-40; international pres- 
sures, 1940-41; and the years 
of war and peace, 1941-45. 
Her aim is to provide a 
“straightforward account of 
what happened.” And in- 
deed her narrative is well organised and 
presented, though in places a deeper 
contemplation of the broader issues would 
be welcome. Even so, this is a strong ac- 
count of an important and fascinatingly 
complex period in modern Thai history. 

m lan Brown 





Mao bit by bit 


The Cambridge Handbook of Contemporary 
China by Colin Mackerras and Amanda 
Yorke. Cambridge University Press. £30 
(US$37. 90). 


It is hard to see for whom this book is 
published. The blurb says it is designed for 
students, specialists, educationalists, jour- 
nalists and those in business and govern- 
ment as well as the general reader. A book 
that tries to serve such a wide readership 
runs the risk of pleasing no one very much. 

At first glance, this handbook appears 
to be a treasure trove of facts and figures, 
organised under such categories as 
economy, education, politics and so on. But 
on closer inspection it turns out to be a 
curiously unambitious work. 

The authors have been so selective in 
some places that partial rather than com- 
prehensive information is offered — the 





worst fault for à we rk of reference. There 
is, for example, a contemporary "Who's 
Who” which excludes all those who died 
or “were rendered politically inoperative” 
before 1980, a date that goes unexplained. 
however decrepit and 
er seem to retire, 
this selectiveness ‘conspicuous gaps 
in the potentially most useful section of the 
book. Having died four years before the 
cut-off date, Chairman Mao is disqualified 
from appearing in the catalogue of biogra- 
phies; instead one has to piece together his 
political life from more than 60 references 
listed in the index. The absence of Zhu 
Rongji, former mayor of Shanghai, is sim- 
ply too glaring to be ignored. 

The other categories, in 
contrast, are less contempo- 
rary: population growth 
rates are given from 1949; 
a "Chronology" begins in 
1900; China's economy is 
described in the context of 
progress since 1978. Nor is it 
clear on what basis the en- 
tries have been compiled. 
China's minority nationali- 
ties are covered in 13 pages; 
"Culture and Society" gets 
nine and includes some bla- 
tantly uninformative tables 
and out-of-date statistics. 
Only five of China's main 
museums are listed, while 
"Main Sporting Organisations" runs to two 
thirds of a column, embracing the Kite-fly- 
ing Association as well as the Taiwan Pro- 
vincial Sports Liaison Office. 

Another chapter which readers might 
be expected to consult frequently is the 
gazetteer. A random check, however, re- 
veals some omissions and raises questions 
about its reliability. For instance, Hainan is 
summarily dealt with under Guangdong 
Province, and its promotion to provincial 
status is mentioned only as an afterthought. 
One looks for it in vain on the sketchy line 
map of South China, though. The small 
maps in the gazetteer are simply outlines 
of the regions under discussion, with the 
provincial capitals marked but otherwise 
serving no apparent purpose except possi- 
bly as graphic devices to break up the 
text. A detailed all-China map is sorely 
needed here, and the book's format is large 
enough to support one. Calling Shanghai's 
famous creek the Whampoa is sheer care- 
lessness. 

Is this work an example of opportunis- 
tic bookmaking — a haphazard cobbling 
together of disparate material under the 
vague title of handbook? The large type 
and abundance of white space seem to 
confirm this suspicion. With more tho- 
rough research and a stronger editorial 
hand, this book could have been a much 
better referencë work than it is. 

m May Holdsworth 


















been just as remarkable 


These days, British Aerospace is an even more 
attractive organisation to do business with. 

We've extended our infrastructure into several 
related areas of engineering and complementary 
services. 

Our main activities now include commercial 
aircraft, defence systems, motor vehicles, property 
development and construction. 

So we can offer an even greater bank of personal 
skills, experience and resources for solo, co-ordinated 
or consortium projects. 

This means that apart from providing you 
with the world's quietest airliner, we can build the 
airport from which it operates. 


And not only providing highly acclaimed cars 
but also the working and leisure environment which 
is part of the driver's lifestyle. 

British Aerospace is responding positively to 
market needs on a world scale. And has acquired the 
muscle to ensure that it can meet with total 
confidence whatever challenges present themselves. 

When British Aerospace spreads its wings, the 
world draws its breath. 


-— X Em 
British Aerospace plc, 11 Strand, London WC2N 571 Lt E 
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Seoul government acts to broker peace in company feud 


| F Family at War 


t could have been a | script from the 

US soap opera Dallas: a cash-strapped 

oilman sells a 50% stake in his com- 

pany to a rich and powerful brother- 
in-law, the two quarrel and engage in a 
bitter boardroom struggle while the firm 
lurches towards insolvency. Instead, it is 
the synopsis of a still-unfolding drama in 
South Korea's petrochemicals industry that 
has alarmed government officials. 

The company at the centre of the 
wrangling is Kukdong Oil; the oilman is its 
now-deposed chairman, Chang Hong Sun; 
and the brother-in-law is Chung Ju Yung, 
founder and honorary chairman of the 
giant Hyundai group. The government's 
alarm stems from the strategic role the oil- 
derivatives industry plays in the domestic 


Rx economy. Because of rapid expansion by 


v. rival groups, the industry is facing a tu- 
... multuous decade. 

.  Atthe government's instigation, Chang 
‘was forced to step down as chairman on 1 
.. August. He was replaced by former min- 
|. ister of energy and natural resources Choi 


... Dong Kyu. Many of the company’s 28 di- 
rectors are also expected to depart. 


The government has installed new 


^. management and taken a 5% interest in the 





/^— INDUSTRY . 


refinery through Petroleum Development 


Corp. (Pedco), leaving Chang and Chung | 


with 47.5% of the equity each. Contrary to 
appearances, the government's decision 
appears to be a victory for the Kukdong 
camp. It has forestalled, if not foiled, 
Hyundai's bid for control of the company. 
Observers believe Chang will continue 
to cast a covetous eye over Kukdong. A 
Hyundai executive expects Pedco to dis- 
pose of its stake, which will allow the 
government agency to decide who is 
granted effective control of the company. 
Kukdong Oil has taken on a significance 
in the petrochemical industry which belies 
its negative net worth of Won 46 billion 
(US$62.5 million) in 1990. Two petro- 
chemical complexes built on reclaimed 
land on the country's west coast, near the 
town of Daesan, will be fed with naphtha 
produced by Kukdong's adjacent refinery. 
Hyundai Petrochemical and Samsung 
Petrochemical, units of the two largest 
business groups, have each invested nearly 
US$2 billion in the past two years in the 
complex. The Samsung plant is already on 
stream, and Hyundai's is expected to start 
producing by the end of this month. 
Although their complexes are only 500 
m apart, they are uncompromising rivals 
and anxious to steal a march on the other 







in what is expec 
petition for marke ai 
stance, has refused to allow a pipeline from 
Kukdong to be extended to the Samsung 
facility.) 

Hyundai's ambitions to own an oil re- 
finery would allow it to export potentially 
lucrative oil products: Also, with its own 
refinery, the new Hyundai plant would 
receive its raw-material supplies to specifi- 
cations that produce the maximum 
amounts of ethylene (the main feedstock 
for a host of downstream chemical inter- 
mediates and commodity plastics). 

Government opposition to increased 
competition in the oil-refining sector pre- 
vented Hyundai from building its own re- 
finery, so it was forced to consider seizing 
control of an existing operation. With a 
50% stake in Kukdong — and relations 
between the two major shareholders at 
their most acrimonious — the choice was 
obvious. 

The rift between Hyundai chairman 
Chung and Kukdong's Chang dates back 
to the early 1980s, though before then the 
careers of the men had been intertwined. 
Chang's family even helped bankroll 
Chung when he was expanding Hyundai 
during the 1960s. Kukdong supplied about 
one third of the asphalt on the Seoul-Pusan 


That other market is likely to include Japan, China and 


_ The problems of plenty 
- South Korea's two new petrochemical complexes could hardly 
have picked a worse time to enter the market. The price of eth- 
-< = ylene is dropping as a result of a huge increase in capacity by 
-. multinational producers. The new entrants are expected to make 
à bad situation worse. 
. Before the end of September, Hyundai Petrochemical will 
gin operations at its petrochemical facility on South Korea's 
est coast, which will produce 350,0 000 tonnes a year of ethylene. 
lar sized facility at Samsung Petrochemical, sited 500 m to 
st, started production during the summer. 
Corea Petrochemical, Hanyang Chemical Corp. and Honam 
Petrochemical will bring naphtha crackers on line next year, 
adding a further 950,000 tonnes of ethylene capacity. 
“The market situation is quite severe," says Lee Kye An, fi- 
nance director for Hyundai | : emical. Domestic demand is 
believed to be no more tha illion tonnes a year. But once 
< all the new facilities come acity will be well in excess 
. of 3 million tonnes. "We r another market," says Lee. 
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Southeast Asia. According to Lee, the Japanese have cancelled 
two naphtha crackers and delayed two others, partly because of 
worries about South Korean overcapacity. Two units, however, 
are under construction in Japan, and some analysts question 
whether there will be any scope for significant exports of the 
South Korean product across the Sea of Japan. | 

Hyundai and Samsung believe domestic demand should take 
much of the slack capacity by the mid-1990s. More e disinter res d | 


















' observers consider rat Hs to be highly optimistic 


age private petro- 
aoe crass "has ak E delayed plans for 
market. When the US$3. 
three years, it will raise Taiw 

China, which once regarded ; 
ket by international petrochemica 
its own expansion prograi 
stages of ponang in Gui ngd 
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highway built by Hyandat t The 
am ily cemented their ties with the 
marriage of one of Chang’s sisters to 
-hung's younger brother. 

-When Kukdong needed cash in 
977 | to finance the a and 













7 change fot 50% of the company. 
^^ Butrelations started to unravel in 
| the 1980s, when Chang proposed 
building a larger refinery with a 
daily capacity of 60,000 barrels and 
an advanced hydrocracker. "We ei- 
ther had to shut down the Pusan 
refinery and close the company or 
expand,” says a confidant of Chang. 
"We made a decision to expand." 

The hydrocracker, one of the 
most advanced in Asia, takes less 
expensive "sour" crudes — heavier 
oil with greater sulphur content — and 
produces higher value-added products 
such as diesel fuel, kerosene and petrol. 
Hyundai sources say they were sceptical 
of the project from the beginning because 
of the investment (initially budgeted at 
Won 540 billion) required, but they went 
along with the expansion. 

Chang's ambitions outstripped his 
ability to raise the money, and he looked 
around for a partner. A joint venture was 
agreed with British Petroleum (BP) when 
Chang visited Britain in 1985 with presi- 
dent Chun Doo Hwan. BP also agreed to 
provide critical technical expertise in run- 
ning the hydrocracker. 

Hyundai's Chung was furious at not 
being notified of the BP deal in advance. 
Part of this may have been egotism on the 


z Kukdong refiner 





part of one of the country's richest and 
most powerful men. "He is a tycoon," says 
a source familiar with the honorary chair- 
man’s thinking. “He is used to getting what 
he wants." The reluctance to accept BP as a 
partner also reflected Hyundai's tradition 
of going it alone. 

Under the terms of the agreement with 
BP, Kukdong's Chang would have had 
nearly complete control over the Daesan 
refining and hydrocracker facility, which 
was organised as a separate joint venture. 
Kukdong and BP would each have 40% of 
the equity, and Chang would have 20%. BP 
was eventually forced to withdraw from 
the project by Hyundai, and Kukdong 
went it alone. 

The loss of BP cost Kukdong dearly. 
Construction delays and an expansion of 


Ton to 5 100,000 ya 
pushed up costs, and the. ! 
was forced to rely heavily on short 
term borrowing. Cost overru 
(charged by Hyundai's constructioi 
unit) and heavy interest obligatic 
pushed the final tab for the proj 
to Won 780 billion. : 

By the end of 1990, Kukdong O 
was technically insolvent. It had 
crushing debt burden of Won 
trillion, more than half of whi 
(Won 882 billion) was short-term. 
borrowing. To make matters worse, 
the oil market turned against the 
company. The plans had been base 
on a price differential of US$4. 50a 
barrel between sweet and sour 
crude, but in the late 1980s, the dif- 
ference fell to as low as US$2. E 
The loss of BP 





expertise. Shortly after midnight on 
14 February this year, a devastating ex- 
plosion ripped through the hydrocracker 
when a pipe blew out as hydrogen and = 
petroleum were being pumped through at - 
high pressure. The ideis will not 
be back in operation until early next year. = 
The explosion brought relations between 


Chung and Chang to a head and forced - 


the government to step in. E 
The government will also oversee a... 


debt restructuring. About Won 200 billion 
is to be raised in new capital from its. 


shareholders, most of which will be used 
to pay down debt. With the exception of a. 
US$200 million syndicated overseas loan, _ 


most of the other debt is expected. to be 


refinanced on softer terms. Shareholders 
say they expect Kukdong to return to. 
profitability in 1993 or 1994. BO 










meant that 
Kukdong was lacking in technical ^. 


"Liaoning province in the northeast. While it is not certain all 
_ these projects will come to fruition, China's appetite for imports 
will certainly be reduced to a minimum. 

.. Hyundai is counting on a conservative debt structure and 
- deep pockets to carry it through the expected difficulties. Lee 
says that Hyundai Petrochemical has a gearing ratio of just over 
1:1. Other Hyundai affiliates and the Chung family, which con- 
trols the group, contributed Won 540 billion (US$734 million) in 
capital. (Some Won 250 billion of this is in the form of convert- 
ible bonds bought by affiliates.) A total of US$250 million in 
offshore loans was financed at 50-75 basis points above the 
London interbank-borrowing rate. 

Domestic borrowing costs are higher. Hyundai Petrochemical 
borrowed Won 350 billion at 12.5%, primarily from state-owned 
Korea Development Bank and Korea Exchange Bank. 

This prudent financial structure should go a long way to- 
wards making the Hyundai facility more competitive. But there 
are still doubts about the viability of South Korea’s petrochemi- 
cal industry in the face of competition from low-cost producers. 

-. Lee says that when Hyundai planned the project, South Ko- 

-rean officials asked how the company could be competitive. 
“They said that we have no resources, no technology, not enough 

markets, just high interest rates," Pe remembers. The executive 
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says, however, that the South Korean industry compares well 
with its prime competitor, Japan. Bo 
"Japan has no raw materials, the labour cost for workers is... 
higher and the construction cost is much higher," Lee says. icm 
The comparison with Japan may be a false one. Japanese jx 
output is aimed at satisfying domestic demand, rather than = =- 
breaking into export markets. Thus, the same price considera- Em 
tions do not hold. d 
Nonetheless, Hyundai knows that it will lose money. Lee 
says that the worst-case scenario is that the company loses Won 
30 billion next year. That red ink, however, will be minimal 
compared to what he expects some domestic rivals to have. 
Hyundai and Samsung's new complexes, whatever their eco- 
nomic merits, are monuments to a bitter corporate rivalry. An 
lysts say that the two companies have steadfastly refus ed. 
cooperate on shared facilities, even though the complexes are 
nearby each other. Hyundai and Samsung will receive naphthz 
from nearby Kukdong Oil, but Hyundai has refused to allow a 
pipeline to run through its complex to the Samsung facility. — 
Samsung, for its part, located its flare stack (used to burn off 
waste products) on the eastern edge of its facility. With prevail- 
ing winds coming from the west, smoke will drift over 
Hyundai's complex for most of the year. m Mark Clifford - 
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Philippine power plan in jeopardy 


Heat and dust 


By John McBeth in Manila 


nvironmental opposition in the 
E Philippines to a US$750 million coal- 

fired power station on the western 
coast of Luzon Island is threatening to 
blow a hole in the electricity-supply plans 
of the National Power Corp. (Napocor). 
Without the services of the 600-MW power 
station, the company may have to resort to 
costly stop-gap measures to avoid a new 
round of brown-outs in the next few years. 

With the plant on hold at Masinloc in 
Zambales province, the Asian Develop- 
ment Bank (ADB) may have to cancel an 
approved project loan for the first time. The 
loan's requirements call for bidding on the 
first phase to be held by 15 October — but 
only if the project has received public ac- 
ceptance. 

In an apparent acknowledgment that it 
has failed to consult sufficiently 
with local authorities, Napocor re- 
cently named a new team to handle 
what may be the final negotiations 
on the plant. Company officials also 
now believe they can turn public 
opinion around, and they have 
good reason to try. If Napocor has 
to back down on the Masinloc 
project, resistance to two other 
power projects could mushroom. 

It is particularly worried about a 
planned 700-MW station at 
Pagbilao in Quezon province that is 
to be installed under a build-oper- 
ate-transfer arrangement with 
Hopewell Energy Corp. and a 
planned 600-MW facility at Sual in 
Pangasinan province. 

The Pagbilao and Sual power plants are 
expected to be commissioned in the mid- 
1990s to enable Napocor to meet demand 
increases after 1992. But the Masinloc sta- 
tion, scheduled for completion in 1995, is 
the main element in the company’s plans 
because of the environmental concerns in- 
volved and the need to prove that pollu- 
tion-free operations in its coal programme 
have been perfected. 

The first phase of the Masinloc project 
— the installation of a 300-MW generating 
unit, coal and ash handling equipment, 
coal-unloading facilities, water systems 
and a powerhouse — is to cost US$441 
million. The ADB is to pick up US$200 mil- 
lion of the tab, while Japan's Export-Import 
Bank is to finance US$150 million and the 
Philippine Government US$91 million. 

The second stage, scheduled to be fin- 


Inefficient geothermal power 
plugs power gap. 


ished well before the first phase at a cost of 
US$350 million, will include a second 300- 
MW generator and a 130-km double-circuit 
transmission line connecting the seaside 
plant to the Luzon power grid. The fi- 
nancing for this phase was to have been 
finalised later this year but, as with the 
first-stage, credit approval must wait for 
public acceptance. 

Public approval of the project, though, 
is doubtful, despite the determination of 
Napocor chairman Ernesto Aboitiz and 
other company officials to get the project 
completed. Aboitiz unfairly took a lot of 
the criticism for the energy shortage in 1990 
that left Manila and other areas of Luzon 
powerless for up to eight hours a day. He 
does not want a repeat of that experience, 
even if the blame should go to the govern- 
ment and previous Napocor administrators 
who failed to fill the gap created by the 












1986 cancellation of 
the 620-MW Bataan 
nuclear power sta- 
tion. 

The capacity of 
the Luzon power grid at the time of the 
1990 brown-outs was 4,320 MW. Low wa- 
ter levels at hydro-electric dams, 
geothermal-steam limitations and inter- 
mittent breakdowns at Napocor's ageing 
oil-fired thermal plants, however, left the 
grid with 2,900 MW to meet peak-period 
demands of 3,000 MW. 

Napocor has sought to make up for the 
discrepancy by adding more capacity from 
gas turbines. A 120-MW power-generating 
barge is scheduled to begin operating later 
this year, and two 30-MW plants should be 
running in 1992. But these stations are little 
more than emergency measures to ease 
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peak loads. Moreover, they will add sig- 
nificantly to the country's fuel bill. 

Napocor officials say they cannot give 
an estimate of the heavier costs, which 
have since been translated into a predict- 
able round of price increases for consum- 
ers. Those costs are likely to increase even 
further in 1993, when Sweden's ABB is ex- 
pected to complete the installation of a 300- 
MW combined-cycle power plant in Limay 
on the eastern side of the Bataan peninsula. 

Luzon's power demand is forecast to 
reach 4,510 MW in 1995 and 6,627 MW by 
the year 2000. To bolster capacity, a 300- 
MW Calaca II coal-fired project at Calaca 
in Batangas province and a 150-MW 
geothermal plant at Bacon-manito on the 
boundary of two provinces in the Bicol 
region are expected to be commissioned in 
1994. But Napocor officials say the 
Masinloc power plant and a 440-MW Leyte 
I geothermal station at Tongonan on Leyte 
Island are necessary to enlarge the com- 
pany's base-load generation. 

The Tongonan project will go ahead at 
the same time as engineers are laying the 
first cable to link the Luzon power grid 
with the one on Leyte Island to bolster fur- 
ther Luzon's capacity. But while there ap- 
pear to be some obstacles to that undertak- 
ing, Masinloc represents perhaps 
the best example of the democratic 
changes that have taken place un- 
der Corazon Aquino's presidency 
and the subsequent difficulties of 
matching industrialisation with 
ecological concerns. 

Backed overwhelmingly by 
his constituents, Masinloc 
Mayor Jessu Edora wants the 
project scrapped because of fears 
about environmental damage. 
Zambales province Congress- 
woman Pacita Gonzales agrees 
with Edora's stand, pointing to 
the fact that the southern half of 
the area has already been devas- 
tated by the Mt Pinatubo erup- 
tion. 

Edora gets much of his 
ammunition from the public 
outcry about the Calaca I coal- 
fired station. Pollutants from the 
plant are alleged to have re- 
duced rice and sugar production in 
Batangas province by as much as 60%. 
Coal dust from the operation is also 
blamed for a sharp increase in respiratory 
ailments in the area. 

Although the Calaca I plant was com- 
missioned seven years ago, Napocor vice- 
president for engineering Hector Campos 
says the last of its problems were overcome 
only in the past several months. "We were 
beginners in the coal business," he ex- 
plains, “so there had to be some mistakes. 
We admit Calaca had adverse affects, but 
we should be judged on the situation as it 
is now." * 
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COMPANIES 


Hongkong manufacturer plays venture capitalist 





hen Tomei Industrial was listed 
on the Stock Exchange of 
Hongkong (SEHK) three years 
ago, the issue was oversubscribed a record 
309 times. Remarkably, the company has 
not disappointed this almost unseemly 
sense of anticipation. 

From manufacturing bases in China's 
Guangdong province, Tomei has forged 
one of Hongkong's most successful verti- 
cally integrated industrial companies. Not 
only is it the world's largest producer of 
polyvaricon capacitors (the tuners on pre- 
digital radios), it has diversified to become 
the third-largest maker of personal cassette 
players. In addition, the company has won 
596 of the world market for earphones, and 
is responsible for six out of every 10 com- 
pact-disc players produced in China and 
Hongkong. 

Analysts expect Tomei to build on this 
success. "Within the next five years," pre- 
dicts Paul McKenzie of Credit Lyonnais, 
"the Tomei group will become the 
world's dominant supplier of low-to- 
medium-end audio-and-video consumer 
products and components." 

Profits have grown to HK$100 million 
(US$13 million) on turnover of HK$1.7 
billion in 1990, from HK$57 million (be- 
fore extraordinaries) on HK$1.3 billion 
turnover in calender 1988. This is despite 
traumas in China after 4 June 1989, and 
despite recessions in the company's major 
markets of the US and Britain. This year, 
analysts expect the company's profits to 
be HK$130-140 million. 

But Tomei is seemingly not content 
merely to conquer the low-margin con- 
sumer electronics industry. For the past 
18 months, the company has diversified 
into something very like venture capital- 
ism, spending more than HK$200 million 
on an array of small stakes in Hongkong 
electronics companies and nursing them 
towards a listing on the Hongkong 
bourse. 

The attraction is the fat margins which 
its straightforward industrial operations 
are unable to match. Group managing di- 
rector Jack Lau says the company's aim is 
ultimately to have one third of its profits 
coming from this source. 

The company has had close Japanese 
connections since it was founded in 1974 
by Japanese-educated and -trained 
Johnny Lau (no relation to Jack Lau) and 
his partner Tetsuo Tsumura to distribute 
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A earls of the Orient 


electronic components for TWD Inc. of Ja- 
pan. Tomei's Japanese links remain strong: 
four of the company’s 11 board members 
are Japanese, and it employs 20 Japanese 
senior managers and engineers, including 
an entire engineering team permanently 
seconded from Toshiba. 

But lately, Tomei looks to be outgrow- 
ing its Japanese roots to become a uniquely 
Hongkong company. Its direction can best 
be described as cultural arbitrage. 

For the technology-rich Japanese, Tomei 
represents a partner that can help them 
harness Guangdong’s cheap production 
facilities. The company was one of 
Hongkong’s first to move into the prov- 
ince, signing its first subcontracting agree- 
ment there in 1980. At any one time, it has 
10-12 subcontractors in the area as well as 
three fully fledged joint ventures. 

"There are a lot of component manufac- 
turers struggling in Japan, South Korea and 


Tomei’s stable 
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Taiwan,” managing director Lau says. “We 
can act as a conduit for them to expand- 
their business in Indonesia and China." 

One example of this strategy is the 
company's 75%-owned subsidiary, TWD. 
Acoustic Products, a maker of earphones 
which was acquired in Japan and has been 
relocated to larger premises in Guangdong. 
While the Japanese partner received only 
25% of the China-based enterprise, revenue 
at the new company was 15 times larger 
than at the Tokyo-based operation. 

For Guangdong authoi ities, Tomei pro- 
vides a steady stream of business. The 
company and its affiliates count for no 
less than 10% of Hon; | 
exports, and 90% of its. p 
from China. Tomei also accounts for 60% 
of the compact-disc. players produced in 
China. Most of this. output is produced by 
subcontractors at. the: village e level, and of- 
ficials compete for it by offering Tomei 
competitive tenders and extraordinary 
flexibility. Lau says the company can bring - 
a production line on stream in Guangdong: 
within three months. a 

For its European and US. partners, 
Tomei offers to mobilise Hongkong's fi- 
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nancial and fiscal infrastructure to their. D 
benefit. The company usually takes mi- . . 


nority stakes in these distributors — such. 
as its 20% shareholding in Lansay Tomei _ 
of France and its 5% equity position in 


Emerson Radio of the US — though it : 


bought 51% of Cascade Electronics of Bri- 
tain. 

Once having secured these stakes, 
Tomei typically proposes to establish 
funding and sourcing for joint-venture 


subsidiaries in Hongkong. A Tomei gua- = 


rantee on a joint venture's borrowings 
lowers funding costs far below prevail- 


ing rates in Europe and the US. In addi- S 


tion, a small invoicing operation in the 
colony brings the entire operation under 
Hongkong's fiscal jurisdiction. 

If Tomei is expanding its margins by 
progressive vertical integration, it is also 
building another parallel business, which 
should dramatically widen its margins. It 
is a different version of Tomei's cultural 
arbitrage, buying small stakes in Hong- 
kong 's local Chinese electronics industry 
and preparing to present the companies. 
to Hongkong's international financial 
community. “We are pearl finders,” Jack — 
Lau says. "We are looking for pearls in - 
the mud. We find [a company], polish it 
up and try to find someone to buy it” 

The string of purchases was kicked off 
in May 1990, when Tomei bought a 40% 
stake in telecommunications-equipment 
maker Team Concepts for HK$40 million. 
A month later, it took a 15% shareholding 
in consumer-electronics company Great 
Wall Electronics for HK$47 million. 

The buying spree intensified this year. 
In March, Tomei spent HK$38 million on 
an 11% stake in Hanwah Holdings, a 
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maker of audio and video products. In 
May, the company bought two stakes: a 
22% shareholding in Yanion, a high-preci- 
sion metal stamper, for HK$40 million, and 
a 15% holding in S. Megga Telecom, a 
cordless-telephone maker, for HK$27 mil- 
lion. In July, it paid HK$12 million for a 
25% stake in Harmonic Hall, an audio- 
video duplicator that says it has 30-35% of 
Hongkong’s market for Chinese-titled 
videos. 

In the rush to secure small stakes in re- 
lated companies, some analysts have seen 
a Japanese-style keiretsu growing in 
Hongkong. To some degree this is justified: 
the funds that Tomei invests in these 
companies are often used to buy more 
production capacity, which means in- 
creased orders for Tomei's components. 
But the parallel is not exact: all of these 
small stakes are potentially for sale. 

Tomei likes to invest in companies that 
have lengthy track records in businesses 
connected to it that offer prospective in- 
vestment returns of 30-40%. Moreover, the 
companies must also be potential candi- 
dates for listings on the Stock Exchange of 
Hongkong (SEHK). 

For example, Tomei's gamble on Har- 
monic Hall was hedged with à buy-back 
agreement under which the audio-video 
duplicator could repurchase its shares if it 
failed to make it on to the exchange within 
two years. 

Team Concepts and Great Wall Electro- 
nics, which were listed on the SEHK in Feb- 
ruary and March, have yielded the kind of 
margins impossible in Tomei's core busi- 
ness. When Team Concepts was listed, the 
40% shareholding which Tomei bought for 
HK$40 million was diluted to 30%. A third 
of this stake was later placed with institu- 
tional investors for HK$23-24 million. 

The remaining 20% stake has just been 
sold to Grande Holdings for HK$48 mil- 
lion. In addition, Tomei was paid a HK$11 
million pre-listing dividend by Team 
Concepts. In just 16 months, Tomei has 
managed a return on its investment of 
more than 100%. 

Great Wall Electronics' listing in March 
diluted Tomei's stake to 11% from 15%. But 
the consumer-electronics company's net 
income for the fiscal year ended on 30 June 
soared 186% from a year earlier to HK$80.5 
million. Tomei's stake in Great Wall is 
currently valued at about HK$105 million, 
a return on investment of nearly 125%. 
Also, Great Wall paid Tomei a pre-listing 
dividend of HK$5.2 million. 

Tomei is planning on Yanion, Hanwah 
Holdings and S. Megga Telecom obtaining 
their listings on the SEHK by year-end. 
Managing director Lau is well aware of the 
risks of a Tomei-linked listing turning sour. 
"You could only do it once," Lau admits. 
"We aren't silly enough to sell them off 
when the earnings are at a peak or in a 
decline. a 





ECONOMIC MONITOR: 


VIETNAM 


Going for a dong 


allooning demand for foreign ex- 
change has forced a serious 
weakening of Vietnam's currency 
in the past two months, raising 
fears that the economy may soon be hit by 
another round of hyper-inflation. The free- 
market exchange rate fell from Dong 8,930 
to US$1 at the beginning of July to a low of 
Dong 11,700, before strengthening to Dong 
10,800 on 10 September. At its lowest point, 
the currency was down 38% since the be- 
ginning of the year. 

The main reason for the dong's abrupt 
devaluation is the surging demand for 
hard currency to pay for imports on the 
world market. Until last January, the Soviet 
Union had supplied Vietnam with most of 
its strategic goods — oil products, fertiliser, 
steel and cotton — at concessionary prices 
calculated in roubles. 

Economists fear the dong's continuing 


Dong:US$1 rate 
(Left scale) 
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free-fall could force the government to 
raise its controlled prices for imported oil 
products and fertiliser, which would drive 
up the cost of local products, particularly 
foodstuffs. Increased food prices have a 
devastating impact on inflation because 
even medium-income families spend at 
least 60% of their salaries on food. 

Inflation hit a monthly rate of 13.2% in 
January, but dropped below 3% a month 
in the second quarter. The government 
managed to hold back food price increases 
by sharply curtailing rice exports from the 
fertile Mekong Delta in the south and 
moving its surplus stocks to the grain-de- 
ficient north. Overall prices rose 32% be- 
tween January and June, far lower than the 
annualised rate of 200% feared by many 
economists early in the year. 
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Much of the inflationary pressure is 
caused by the government's budget deficit, 
estimated at Dong 2.3 trillion in 1990, or 
roughly one third of the government's ex- 
penditure. The lion's share of this shortfall 
is paid in subsidies and cheap credits to 
state enterprises, at least one third of which 
are losing money. 

The budget deficit is aggravated by 
massive tax evasion and sharp drops in 
foreign aid, mostly from the Soviet Union. 
Ho Chi Minh City is reported to have paid 
only 38.3% of its 1991 tax bill during the 
first six months of the year. Newly elected 
premier Vo Van Kiet told the national as- 
sembly in July that foreign aid in 1991 
would provide only 6-79; of the govern- 
ment's revenue, down from 25-30% last 
year. 

However, chaos in the Soviet Union, 
long Vietnam's main trading partner, and 
the north's poor spring rice harvest, have 
not hit Vietnam's exports as hard as some 
observers had feared. Although trade with 
the Soviet Union in the first six months of 
the year reached only 15% of its 1990 level, 
Vietnam managed to export goods worth 
US$715 million and Rbl 69 million by the 
end of June. Last year's export figures to- 
talled US$1.17 billion and Rbl 1 billion. (It 
is difficult to give a single US dollar value 
for the country's exports without distorting 
the trade picture.) 

Much of the resilience shown by Viet- 
nam's export sector this year is due to 
sharply rising sales of crude oil to Japan as 
well as stepped up exports of seafood, 
rubber and coffee. However, rice exports 
were only about 300,000 tonnes by the end 
of June, down 70% from the same period 
in 1990. The export of light industrial 
products such as garments, textiles and 
handicrafts also fell abruptly due to the loss 
of Soviet and East European markets. 

The loss of cheap Soviet goods forced a 
sharp drop in the country's imports. 
Economists estimate that imports reached 
only US$900 million during the first six 
months of the year, down from US$1.2 
billion and Rbi 1.4 billion for all 1990. 

Overall industrial production rose 2% 
in the first half of the year, but much of 
this growth was due to a 26% increase in 
crude oil production. This masked declines 
in output of 3% in state-owned industries 
and 4.37; in private factories. Unusually 
cold weather in the northern provinces 
caused the spring rice harvest to fall 1.1 
million tonnes below last year's level, even 
though production in the south increased 
by 270,000 tonnes. m Murray Hiebert 
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ECONOMIES 1 


Mongolia pursues a painful transition 


The cure hurts 


By Tai Ming Cheung in Ulan Bator 


ongolia's sleepy capital shows lit- 
M tle sign of an economic revolution 

in the making. There are no mill- 
ing crowds or banners or excited talk, no 
midnight lights burning in government 
ministries to give a clue to unseen but tu- 
multuous changes. Instead, Ulan Bator's 
empty shops and idle building sites point 
to an economy on the verge of collapse. 

The signs of immobility contrast with 
the bold aim of the country's new reform- 
ist government to make last year's political 
revolution the basis for an economic one. 

Yet dramatic changes are already under 
way. State assets are being sold under a 
large-scale privatisation programme, prices 
are being liberalised, foreign investment is 
being sought to help develop Mongolia's 
vast mineral and animal-husbandry re- 
sources, and a stock exchange is due to 
open soon. 

The vigour with which Mongolia's 
economic landscape is being transformed 
derives from a group of young, forceful 
economists who occupy key positions in 
the new government, a coalition of former 
communists and reformers. 

Foremost among them is First Deputy 
Prime Minister Dav aadorjin Ganbold, a 35- 
year-old former university lecturer who 
helped lead the demonstrations which top- 
pled the communist government last year. 
He and other leading policymakers em- 
brace the views of prominent Western 
economists such as Harvard's Jeffery Sachs, 
who has helped devise fast-track reforms 
in Eastern Europe. 

With the help of the IMF and World 
Bank, they hope to establish a market 
economy in two years of what is certain to 
be a wrenching transition. Their eventual 
goal is to turn Mongolia into another 
thriving Asian dragon. The obstacles, how- 
ever, appear huge: seven decades of so- 
cialist mismanagement have almost bank- 
rupted the country, leaving Mongolians 
with an annual per-capita GNP of around 
US$100, among the lowest in the world. 

Now they face a severe economic 
downturn, largely induced by the reforms, 
and fuel and food are being rationed. To 
prevent starvation this winter, the US, Ja- 
pan and other Western nations have sent 
millions of dollars of food aid. (Although 
Mongolia's 2.2 million people are out- 
numbered 10 to 1 by livestock, the coun- 
try’s food-distribution system has virtually 
collapsed.) 


70 


Mongolians, moreover, will have to 
adapt to a new way of thinking. "Most 
people do not understand the capitalist 
concept,” admits Naidansurenglin Zoljar- 
gal, a 27-year-old US and Hungarian-train- 
ed economist who will chair the new stock 
exchange. 

Among the most urgent problems 
Mongolia faces are the painful conse- 
quences of a dramatic shift in its relation- 
ship with the Soviet Union. 

Last year, Moscow sharply cut aid and 
trade to its former satellite and demanded 
payment in hard currency for its goods. It 
subsequently relented somewhat, agreeing 
in July to a stop-gap deal that would 
guarantee the supply of fuel, spare ma- 
chine parts, building materials and other 
essential goods on barter terms. But in the 
aftermath of August's failed coup in Mos- 


However, despite the passing of the 
special relationship, and Ulan Bator's ef- 
forts to get access to the Chinese port of 
Tianjin, the Soviet Union will inevitably 
remain Mongolia's biggest trading partner 
for the foreseeable future. 

The loss of Soviet inputs, combined 
with tough austerity measures, has sent the 
Mongolian economy into free-fall. Officials 
in Ulan Bator expect GNP to drop by 
around 6% this year — probably a con- 
servative estimate. All but the most essen- 
tial construction projects have been halted 
and by July around one third of factories 
were standing idle. Industrial output — 
mainly processing of livestock and animal 
products — slumped 3.9% in the first six 
months and is expected to be down by as 
much as 10% for the full year as factories 
run out of funds and supplies. 

This slide was accelerated by the gov- 
ernment's decision in January to free prices 
on most non-essential commodities as a 
first step towards introducing market 
mechanisms into the economy. At the same 
time, prices on state-subsidised essential 
items such as meat, sugar, soap, petrol and 
public utilities were doubled, and the 
goods themselves were put on ration. 





Ganbold; Ulan Bator's first private market: fast-track reforms. 


cow, there are worries that these guaran- 
tees may not be met. 

In addition, the Soviets have demanded 
payment of around Rbl 9.7 billion (US$16.2 
billion) for past largesse that Ulan Bator 
(and Moscow, for that matter) had consid- 
ered to be free. The ensuing dispute, over 
both the size of the amount and the rouble- 
US dollar rate to be adopted for payment, 
has reached stalemate. 

Moscow's assistance amounted to more 
than just cash and goods. Around 40,000 
Soviet advisers — most of them now going 
home — had helped build up Mongolian 
industry, particularly its vital minerals 
sector. And until recently Soviet rail links 
provided landlocked Mongolia with its 
only outlet to the sea, at Nakhodka, near 
Vladivostock, around 1,500 km away. 


FAR EASTERN ECONOMIC REVIEW 


The government simultaneously dou- 
bled all salaries, bank savings and pensions 
— and to meet the costs slashed its 1991 
spending plans by 30% to Tugriks 3.3 bil- 
lion (US$78.6 million). Subsidies to most 
state enterprises, the large majority of 
which are loss-making, were also cut. 

Although the price reforms allowed 
many producers to fix their own prices for 
the first time, they caused retail sales to 
plummet. The increase in wages and other 
benefits, meanwhile, is likely to push the 
budget deficit up to around Tugrik 1.7 
billion. Indeed, the deficit could be even 
higher because of a sharp drop in govern- 
ment revenues caused by shrinking tax and 
customs receipts. 

The government is meanwhile looking 
at various schemes to raise new sources of 
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funds. Mongolia's first-ever bond issue, 
expected to be worth Tugriks 300 million, 
is expected before the end of this year. The 
Finance Ministry is planning to offer a 
fixed 8% interest rate and five-year matu- 
rity. Critics, however, say few people will 
be interested in the bonds given the gov- 
ernment's near-bankruptcy and soaring in- 


flation (no official estimate of inflation is 


available, but it is probably several hun- 
dred percent). 

Officials are also considering setting up 
a foreign-currency swap market, which 
would enable the government to sell some 





of its foreign reserves to take advantage of | 


the high blackmarket rate of the tugrik. 
Deputy Finance Minister Sanjmiatavyn 
Ochirpurev says the government is looking 
to offload US$20 million. With blackmarket 
rates running at around Tugriks 120:US$1, 
three times the official level, the govern- 
ment could earn up to Tugriks 2.5 billion 





— enough to cover more than two thirds | 


of this year's budget. 

The tugrik's current official exchange 
rate of Tugriks 42:US$1 is the result of three 
devaluations that have brought it down 
from Tugrik 5.6:US$1.0 at the start of the 
year. Economists say at least one more 


devaluation is likely before year-end. The | 


government's eventual goal is to make the 


tugrik fully convertible, but Ochirpurev — | 


a conservative — is sceptical as to whether 
this is possible. "Every time we devalue, 
the blackmarket rate spirals up. It is im- 
possible to square the circle," he says. 

Others disagree, saying the government 
is too cautious and risks losing valuable 
time. Zoljargal, chairman of the soon-to- 
open stock exchange, calls for the tugrik to 
be floated as soon as possible: "Only then 
will we know the currency's real value and 
begin to integrate into the international 
economy." 

Zoljargal is one of the band of brash 
young reformers who are forcing the pace 
of change. He hopes to open the stock ex- 
change before the end of the year, though 


he admits it will take time to become es- | 


tablished. 

Its creation is one of a number of major 
reforms of the financial system. Earlier this 
year, Ulan Bator also implemented banking 


reforms that saw the central bank made | 


independent of the government and set up 
a number of independent "special" banks. 
These will not make non-guaranteed loans 
to state enterprises, as happened previ- 


ously, and will be responsible for their own | 


profits and losses. 


Even bigger changes have now begun, | 


with a massive sell-off of the state 
economy, orchestrated by a newly created 


State Commission for Privatisation. The | 
commission is headed by another young - 
economist, Yo Gerelchuluun, who will | 


oversee the transfer into private ownership 


of around 2,200 of Mongolia's 2,600 state | 
units — between them accounting for 57% | 
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of state-owned fixed assets. 

The sale of shops and small factories is 
due to be completed by next summer, 
while larger enterprises are expected to 
take up to three years to sell. Only public 
utilities and key transport, telecommuni- 
cations and mining enterprises will remain 
under state control. 

The government is handing out free 
ownership coupons worth Tugriks 10,000 
to all Mongolians, who will then be able to 
use them to buy shares in any privatised 
company (though company employees 
will have priority in the eventual allocation 
of shares). A total of Tugriks 27 billion 
worth of coupons will be issued. The gov- 
ernment will collect Tugriks 200 from each 
coupon as an administrative fee which will 
go into a fund to help retrain workers who 
lose their jobs in the restructuring. 

Gerelchuluun estimates that the privati- 
sation will force at least 10% of the state 
workforce out of jobs. However, unem- 
ployment is already rising rapidly as a re- 
sult of other reforms. Official statistics 
show more than 50,000 people out of work, 
though unofficial figures — probably more 
accurate — put unemployment at more 
than 100,000 workers, or roughly 14% of 
the total workforce. 

The threat of further, large-scale re- 
dundancies in the state sector has triggered 
protests and hunger strikes by some 
workers who want the privatisation pro- 
cess stopped. This growing labour discon- 
tent is a serious concern for the reformers, 
who say it could encourage hardliners in 
the government to slow down and perhaps 
even turn back some of the recent changes. 
Analysts point out that the coalition gov- 
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An alternative to the Soviet way 
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ernment still has a strong, formerly com- 
munist contingent, including Prime Minis- 
ter Dashiyn Byambasuren and President 
Punsalmaagiyn Ochirbat. 

Under a generous foreign investment 
law that was adopted last year by the Great 
Hural, the national assembly, foreigners 
have the same opportunity as Mongolians 
to buy stock and property in the privatisa- 
tion campaign. The law allows for 100% 
foreign ownership of enterprises, and also 
provides tax exemptions for the first three 
years of operation, as well as unhindered 
remittance of profits abroad. 

Only a handful of foreign investors 
have so far taken advantage of the oppor- 
tunities and started to invest, usually in 
amounts of around US$1-2 million and in 
small ventures. But growing numbers of 
businessmen can be seen passing through 
Ulan Bator these days to investigate what 


Road to recovery 
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On the face of it, the Mongolians, with 
their plentiful minerals and livestock, 
have much to offer a resource-hungry 
Asia. One of the biggest obstacles to 
stronger trade ties, however, is Mongo- 
lia's dependence on the Soviet Union for 
its links with the outside world. 

Most Mongolian goods bound for Ja- 
pan and other Asian states exit from the 
Soviet Far East port of Nakhodka, near 
Vladivostock, a journey of 1,500 km. The 
trip is prone to delays and the already 
overloaded railway is unlikely to be able 
to handle a big increase in traffic. 

As part of efforts to increase trade with 
Asia and the West, therefore, Mongolia is 
hoping to develop a shorter route to the 
sea through China, with whom it normal- 
ised diplomatic relations only last year. 

An agreement allowing Mongolia to 


use port facilities near Tianjin was signed 
when Chinese President Yang Shangkun 
visited Ulan Bator in mid-August. The 
deal is believed to grant duty-free, 
unimpeded passage to Mongolian goods 
sent through China to overseas markets. 

For Mongolia's trade to grow signifi- 
cantly, however, both it and China will 
have to upgrade their transport infra- 
structure. Trains crossing the Sino-Mon- 
golian border have to stop to change 
wheels because the two countries have 
different rail gauges. And this route, too, 
is working at close to full capacity. 

As a result, Mongolian officials are 
considering whether to switch their 
transport priorities from development of 
the railway to construction of a better 
road network. Analysts say construction 
of a major highway linking Mongolia 
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is on offer. Most are interested in mineral 
and oil extraction, transport and telecom- 
munications, and the processing of live- 
stock products. 

Many of these potential investors, how- 
ever, say they are unlikely to commit their 
money soon. Some say they will come back 
in a couple of years, when it is hoped the 
worst of Mongolia's economic transition 
will be over. 

Mongolian officials acknowledge the 
investment risks but say the returns are 
potentially lucrative. Some observers in the 
nascent foreign business community in 
Ulan Bator agree. "Prices are rock-bottom 
now. In a couple of years, the best oppor- 
tunities will have been snapped up,” says 
Michael Sautman, president of Pashmina 
International, a US animal-products pro- 
cessor which recently set up a small joint 
venture in Mongolia. a 


with China is likely to be a leading candi- 
date for financing from the World Bank, 
IMF and other development agencies next 
year. 

Mongolia’s annual trade with Asian 
and Western states has in the past aver- 
aged a token 5% of its total trade value. In 
1990, this share was US$120 million — 
paltry compared with Mongolia’s Soviet 
trade of almost US$2 billion. 

Trade with Asia and the West has now 
become vital, however, as a means of re- 
placing dwindling Soviet sources of sup- 
ply and of earning the hard currency the 
Soviets are demanding for their goods. 
The value of hard-currency trade with 
Asia and the West is expected to grow to 
more than US$200 million this year, ac- 
cording to Mongolian trade officials. 

Japan accounts for more than 50% of 
Mongolia's convertible-currency exports, 
buying US$32 million of Mongolian 
goods in 1990 (this was down slightly 
from 1989 because of a steep fall in cash- 
mere prices, the main export to Japan). 
Japan and the US granted Mongolia most- 
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E Y he good news about Mongolia is 
. that it sits atop a treasure trove of 

` mineral and energy resources; the 
bad news is that many of the deposits are 
hundreds of kilometres from the nearest 
road or railway, putting their commercial 
exploitation i in doubt. 

- Mongolia is rich in copper, fluorspar 
and coal, as well as producing tin, tung- 
sten, uranium and gold. It is the world's 
largest producer of fluorspar, with annual 
output in past years exceeding 800,000 
tonnes, or 15% of global supply. Overall, 
the mining industry accounts for 20% of 
Mongolia's GNP. 

Almost all its mine output goes to the 
Soviet Union, and accounts for about half 
its exports to the Soviets. But with the two 
countries trade plummeting in the post- 
communist era, Mongolia's minerals in- 
dustry is in jeopardy. 

The ending of Soviet financial assistance 
has dealt a further blow. Analysts estimate 
that Soviet aid to Mongolian mining 
projects had reached up to US$600 million 
annually in the past few years. Reflecting 
the cutback, fluorspar output in the first 
quarter fell to 28,000 tonnes, down 76% 
from a year earlier. 

- The decline is likely to continue as So- 
viet technicians pull out. Many of the 
40,000 Soviet specialists in Mongolia 


favoured nation status last year. 
Mongolia's trade with China is small, 
despite their shared border. This is partly 
because poor diplomatic relations ham- 
pered trade in the past, and because the 
two economies produce similar mineral 
and animal products, thus limiting the 
opportunities for trade. Nonetheless, 
since the normalisation of relations last 
year, bilateral trade has grown rapidly. 

. In 1990, Sino-Mongolian trade — most 
of it on a barter basis — rose 40% to 
US$40 million. Although the two coun- 
tries agreed to switch to a convertible- 
currency basis at the beginning of this 
year, their trade continued to grow im- 
pressively in the first quarter, rising 43% 
from the same period in 1990 to reach 
US$10 million. The growth would be 
even higher if the booming border trade 
between Mongolia and Inner Mongolia 
were included. 

"The expansion in Sino-Mongolian 
trade is certain to accelerate further as 
China steps in to fill some of the gaps left 
by the departing Soviets. Ulan Bator's ne- 
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Mongolia searches for accessible mineral deposits 


Splitting at the seams 


worked in the mining sector. 

Mongolia's dependence on the Soviets 
is best illustrated by the massive Erdenet 
copper and molybdenum complex in the 
centre of the country. Erdenet is the largest 
copper mine in Asia, producing more than 
350,000 tonnes of copper concentrate an- 
nually — roughly 16% of total national 
output. The mine, set up as a Mongolian- 
ooviet joint venture in 1978, was large- 
ly built, paid for and manned by the So- 
viets. 

The Mongolians hope to build up their 
expertise in order eventually to take over 
the running of facilities such as Erdenet. 
Ulan Bator recently set up an independent 
mineral processing centre with assistance 
from the UN Development Programme to 
help train local specialists. Already, local 
managers have taken over several small 
mines previously run by the Soviets. 

Development of new coal, ore and 
copper facilities, meanwhile, is continuing, 
as is the search for more deposits. Only 
about 10% of Mongolia's vast territory of 
1.5 million km? has been surveyed in de- 
tail, says Zaanhuugiin Baras, general di- 
rector of the State Geological Centre. To 
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Mongolia’s export custom 
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gotiations with Peking have included, 
among other things, the supply of Chi- 
nese oil to replace that lost by the reduc- 
tion in Soviet deliveries. 

Mongolia also sees itself a stepping 
stone to the future markets of Central 
Asia since the breakup of the Soviet 
Union. 

Meanwhile, Ulan Bator’s air links re- 
ceived a major boost in early August 
when China's national carrier, Air China, 
opened a twice-weekly service from Pe- 
king. Previously, the route was served by 
a single, antiquated Soviet airliner run by 
the Mongolian airline Miat and flights 
were frequently booked up months in 
advance. 

















speed up ego th f 
signed contracts with a numbei 
surveying companies. is 

Some analysts, however, say 
transport links may make commercia 
ploitation of many deposits. | 
Mongolia has only 1,300 km o! 
roads and 1,800 km of railway. ] 

Another priority is the search for oil, i 
severe shortage since the 
supplies at the beginning í o 
extent of Mongolia's own € 
unclear, again because only’ 
of the country has been si 
ration Associates Internatio 
based US consulting firm, rece: K 
country's oil potential is good. Baras 
however, tentatively estimates potential oil 
deposits at 400 million tonnes — sufficient : 
only to meet domestic demand. | COUTE 

Mongolia used to produce oil in the. 
1960s in the southeast of the country, but: 
this production — up to 30% of domestic «. 
needs — was stopped in 1970 because 
Moscow offered cheaper supplies from its... 
newly developed Siberian oil fields. Uu 

The search for new reserves is being —__ 
concentrated in southern and western —__ 
Mongolia, where 10 concessions of around 
40,000 km? each will be sold next year. 
Doobatyn Sengee, vice-president of Mon-  . 
golian Petroleum Co., set up last year to > 
manage oil-industry development, says . 
eight to 10 foreign oil firms have expressed. . 
interest in bidding for the blocks. Foreign |. 
oil companies will be allowed five-year — - 
contracts for exploration and 20-year con- 
tracts for oil production, and will be able to : 
keep up to 40% of output. us 
m Tai Ming Cheung 5 
























Miat's own efforts to build up interna- | 
tional services, however, are having little |. 
success. Its only route besides Peking is. | 
to Moscow. An order for two Boeing 757. |] 
airliners that would have enabled it to 
serve Japan, South Korea, Singapore and 
other parts of Asia appears to have fallen © 
through for lack of funds. a 

The lack of flights is holding back the 
development of tourism, potentially a 
major source of hard currency. Juulchin,. 
the state-run tourism monopoly, is amon 
the country’s most profitable companies 
with turnover last year of US$7 million. 
Of the 250,000 foreign visitors to Mongo- 
lia in 1990, 20% were tourists. E 

To cope with a hoped-for boom 
tourist arrivals and business travelk 
Juulchin is boosting investment in | 
and support services. The country's f 
international-class hotel, the 184-room 
Ghengis Khan, is currently under con 
struction at a cost of US$25 million. It i 
due to open next year under mages n 
by the Holiday Inn chain. " 
u Tai Ming Cheung 









































By ! Paul H Handley i in n Bangkok | MEM 


hailand's development plan for the 
five-years to 1996 recognises that the 
M economy is suffering from a hang- 
over caused by the breakneck growth of 
`. recent years, and it expresses concern over 
^no the widening gap between rich and poor 
and the deteriorating state of the environ- 
ment. But critics say it fails to offer any 
solutions to the country's economic ail- 
ments, preferring to prescribe a further 
c. period of expansion, albeit one not as diz- 
* -. zying as the last. 

The National Economic and Social De- 
|. velopment Board (NESDB), which released 
- s the country’s seventh five-year plan on 9 
vc . September, was originally intending to fo- 
cus on sustaining high growth. But a sharp 
-debate within the agency resulted in the 
|| Setting of social as well as economic goals. 
Rather than indicating any new strat- 
egy for dealing with the problems it iden- 
a tifies, the blueprint is mostly a generalised 
compendium of plans already under im- 
... plementation by government agencies. It is 
. short on specifics and notable for what it 
. does not say, critics suggest. This appa- 
| rently woolly thinking is likely to increase 
^os pressure, from within and outside the 
|. government, for the NESDB to be given a 
-defined role as a long-term think-tank. 

_ © Major themes are already established in 
/. current policy. The plan sees the private 
"sector as the main force for development, 
 emphasises industry and the services sec- 
-tor and talks of further deregulation in fi- 
.nance, trade and industry with tax revi- 
sions to boost competitiveness. It targets 
. average annual GDP growth at 8.2% for the 
forthcoming five-year period, against 
10.5% since 1987. 
© The plan foresees a 73% climb in GDP 
¿per capita, to Baht 71,000 (US$2,750), by 
the end of 1996. The main contributions to 
owth are expected to come from indus- 
rand construction, the sectors currently 
driving the economy. 
. The negative repercussions of the eco- 
nomic boom of recent years are detailed, 
‘among them: a large trade deficit, sus- 
- tained inflation, a wide savings-investment 
- gap, over-concentration of development on 
. Bangkok, deterioration of the environment, 
infrastructure bottlenecks and inadequa- 
‘ies in the education system with resulting 
"gaps in the labour market. Also mentioned 
.are growing health and social problems 
„associated with environmental degrada- 
: tion and unbalanced development. 





























iai economic blueprint is short on specifics 


artial vision 


It acknowledges that the gap betwee 
rich and poor has widened. In 1988 the o 
20% of the population had a 54.9% share of 
GDP, a sharp rise from 49.3% in 1977. The 
share of the bottom 20% fell from 6.1% to 
4.6%. The plan also shows that Greater 
Bangkok's share of GDP rose from 42% 10 
years ago to 48% in 1989, while declines 
were registered in the main rural regions. 

The plan's greatest significance may be 
in elevating and enshrining certain phi- 
losophies — for instance, the need to pro- 


A boom with | stamina 


tect the environment and fight pollution — 
to a national policy level. 

Land reform, improved education and 
decentralisation of both administration and 
budgets are all components of the plan. 
Mandatory schooling, it is envisaged, will 
be raised from six years to nine years for 
all Thais by 1996. Currently, there is a high 
level of basic literacy, but only 40% of pri- 
mary students. continue their education, 
low by regional standards. A plan to im- 
prove tertiary education is also included. 

Beyond that, however, the plan adds 
little to what is being done. Decentralisa- 
tion is a highly politicised issue to which 
the NESDB can hardly add anything. The 
problems of land reform, especially of 
protecting the rights of rural landowners 
and preserving agricultural land and re- 
sources, are well known. Critics say the 
seventh plan does not say why policies in 
place, and reiterated in the plan, have been 
so slow to be implemented. 

For all its new-found interest in the ru- 
ral poor, the plan is faulted by develop- 
ment economists for being biased towards 
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integrating the farm se sector with agro-in- 








dustry, an approach far more beneficial to 
industrialists than farmers. 

Some problems will not be overcome 
quickly. Although exports are expected to 
grow faster than imports — at an annual 
average of 14.7% against 11.4% — a size- 
able trade deficit is likely to persist, aver- 
aging 9.4% of GDP. But it foresees the cur- 
rent-account deficit, now at 9% of GDP, 
narrowing to a more manageable average 
of 5.2% over the period. Inflation will per 
sist at a high average of 5.6%. i 

One major projected change is in the 
balance between growth in investment by 
the government and the private sector. 
Government investment is expected to ex- 
pand at an average annual rate of 8.5%, 
compared with 6.5% over the 1987-91 pe- 
riod. Growth in private investment, which 
ran at a heady annual average of 2695 in 
the past five years, will fall to 8.8%. 

Critics say the lack of long-term plan- 
ning in Thailand has been at the root of 
many of its problems. Planners, for exam- 
ple, failed to focus on infrastructure and 
education shortcomings until both had 
become significant drags on the economy. 
Even when they spotted problems, their 
findings were not translated into action by 
responsible agencies. 

The growth of recent years has altered 
the country's economic and social land- 
scape. Sharp rises in wages and operating 
costs have reduced the country's com- 
parative advantage. Thailand is no longer 
an agriculture-based economy; nor is it just 
a cheap manufacturing site. Yet half the 
workforce is in agriculture, and the export 
sector is dominated by low-technology 
goods. 

There are increasing calls for the NESDB 
to take on a coordinating role, rather than 
perpetuate the system of government de- 
partments working at cross-purposes. 
Through much of the 1980s, the agency's 
overriding concern was to control projects. 
But in 1988, the government took away this 
power, and the agency was left struggling 
to find a role. 

A possibility under discussion is to 
make the NESDB responsible for long-term 
strategv. "They should be a lobby for the 
long term within the bureaucracy," says 
Ammar Siamwalla, president of the private 
think-tank Thailand Development Re- 
search Institute. 

One government planner argues that 
Thailand's greater integration into the glo- 
bal economy demands an agency be set up 
along the lines of Japan's Ministry of In- 
ternational Trade and Industry to act as a 
coordinator between various ministries 
and the NESDB. More thinking, says the 
official, must be done on how to harmonise 
trade, agriculture and industrial goals. This 
od: larly applies to Thailand’s policies 
towards its neighbours. " 
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Very relaxing in bustling Bangkok to 
enter calm, airy world of The Dusit Thani. 

Very ideally located in the centre of 
the city. 

Very luxurious the guest rooms and 
suites. Very rich the decor. Very traditional 
the Thai opulence. 

And very deliciously appetising the 
eight restaurants, 

Very lively the Bubbles Videotheque. 

Very sophisticated the Library 1918 
(read novel over cocktail). 

Very stimulating the Fitness Centre 
(gym, tennis, squash), (from time to time). 

Very courteous the service (always). 

Verily, there is nothing that quite 
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International trading would be a great 
deal less flexible if it could not rely on 


banks to meet the individual needs of 


buyers and suppliers: deferred payment 
in one case, cash in another, advance pay- 
ment in a third case. 

For an answer to your trade and com- 
modity financing questions you need to 
talk to a bank that specializes in creative 
new ideas. 

UBS is such a bank. We will seek a solu- 


UBS. The bank of experts. 


tion to your problems by applying our 
knowledge of sophisticated hedging pro- 
ducts, tailor-made pre-export financing, 
collateralized loans, financing under 
government risk guarantees and World 
Bank programs. That’s why you should talk 
to UBS, Switzerland’s leading financial 
institution and one of the few AAA-rated 
banks worldwide. 
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COMPANIES 


Philippine family poised to regain control of utility 


Power distribution 


By Rigoberto Tiglao in Manila 


wrangle over the ownership of the 

Philippine power monopoly Manila 

Electric Co. (Meralco) may soon be 
resolved after being deadlocked in the 
courts for three years. A scheme to sell the 
power utility's scrip to the public is now in 
place, though a number of legal and po- 
litical challenges could still wreck the two- 
phase programme. 

On completion of the stock-dispersal 
scheme, the Eugenio Lopez group will re- 
gain undisputed control of the enterprise 
through a 27% stake, held principally by 
the family controlled First Philippine 
Holdings Corp. (FPHC). The Lopez family, 
luminaries of the nation's patrician class, 
were forced out of the firm in the 1970s by 
former president Ferdinand Marcos. 

At present, FPHC technically owns 30.2% 
of Meralco's 86 million shares. In 
August 1987, after Marcos had been 
toppled, that portion of Meralco's 
equity was returned to FPHC because 
the utility had defaulted on payment 
for the assets seized on Marcos' or- 
ders. The Meralco Foundation Inc. 
(MFI), the government vehicle used 
by Marcos to seize control of the 
utility, was left with 61.7%. 

In the following nine months, the 
Aquino administration sequestered 
all Meralco shares, lifted the order, 
and then reimposed it on all the 
shares held by FPHC and 13.2% of 
those held by MFI. Since then, the 
resulting lawsuits have worked their way 
through the judicial system to the Supreme 
Court. 

Now, under the first phase of a stock- 
dispersal plan submitted to stockmarket 
regulators, 36% of the company’s equity 
will be sold next month to the public for 
P4.6 billion (US$171 million). This includes 
26.1 million unsequestered Meralco shares, 
or 30.3% of the existing equity, held by MFI, 
along with 7.5 million new shares to be 
sold to Meralco consumers. 

Proceeds from the sale of 1.1 million 
shares, or roughly P143 million, will go to 
Benpres Corp., another Lopez firm. This is 
part of an August 1990 compromise 
agreement between the Lopez family and 
the Presidential Commission on Good 
Government (PCGG), which was set up af- 
ter Marcos’ downfall to handle the recov- 
ery of illegally seized assets. 

The second phase of the stock-dispersal 
plan will be undertaken only if the seques- 
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tered Meralco shares are released by the 
Supreme Court. The PCGG has already 
recommended lifting the sequestration or- 
der. 

Under the later sale scheme, a total of 
22.3 million shares, worth approximately 
P3 billion and representing 23.5% of the 
firm, will be sold in the stockmarket. The 
proceeds from the sale of 5.1 million shares 
will go to FPHC, with the proceeds from 
another 1.1 million shares given to Benpres 
under the August 1990 compromise 
agreement. FPHC will also receive another 
3.5% of Meralco equity from MFI as part of 
the same agreement with the PCGG. 

This second phase requires bridge fi- 
nancing to clear liens on 17.7 million shares 
held by MFI and FPHC, which were used as 
collateral for loans to the two companies in 
1977. The loans, which are now in default, 
amount to approximately P2 billion and 


Dividing the Meralco cake 


9 





are owed primarily to state-owned Deve- 
lopment Bank of the Philippines (DBP). 

DBP itself, together with the Bank of 
Philippine Islands (BPI) and Philippine 
Commercial Capital Inc. (PCCI), intend to 
provide the bridge financing. These insti- 
tutions, along with PCI Capital — the in- 
vestment banking arm of PCCI — will con- 
stitute the domestic underwriting group, 
while Baring Brothers will be the interna- 
tional underwriter. 

Meralco is expected to sell its so-called 
A shares, which are reserved for domestic 
trading, at P130, and its B shares — re- 
served for foreign investors — at P138. Joey 
Salceda, chief analyst for Baring Securities 
Philippines, says that a P100-150 price 
range for Meralco makes it an attractive 
buy, since this represents a prospective 
1991 price-earnings (p/e) ratio of 4.5-7 
times. 

By comparison, Hongkong Electric has 
a 1991 p/e ratio of 10 times, while China 
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Light and Power, the colony's other power 
utility, has a multiple of 12.2. 

But even at these price levels, the sale 
will still yield a windfall for FPHC, whose 
holdings in Meralco have increased to 26.1 
million shares from 17.4 million shares ear- 
lier this year, due to a 50% bonus issue 
announced in June 1991. 

FPHC, 40%-controlled by the Lopez fam- 
ily, plans to sell only 5.1 million of its 
Meralco shares in the second phase. This 
would translate into a cash windfall of a 
least P663 million, while the Lopez fami- 
ly's control would be guaranteed through 
FPHC's 22.5% stake and Benpres' 1.1%. 

However, Meralco officials and the un- 
derwriters claim that FPHC intends to re- 
duce its stake after the stock listings to 1096 
of the firm's equity. This, they say, will be 
done to comply with instructions to the 
government-appointed MFI board from 
President Corazon Aquino that no single 
family or group of firms should hold more 
than 10% of the strategic monopoly. 

Yet an amendment in August 1988 to 
Meralco's articles of incorporation stipu- 
lates that the "two corporate entities which 
presently own or hold more than 10% of 
the corporation's issued common stock" 
are exempted from this requirement. These 
two entities are none other than MFI 
and FPHC. 

The share-sale scheme, however, 
is operating under a tight deadline. 
For one, the legal structure set up 
for its privatisation hinges on the 
existence of the Asset Privatisation 
Trust (APT), which holds the 
Meralco shares still registered under 
MFI. The APT's corporate life ends in 
December, and a bill pending in 
Congress allowing for an extension 
of its mandate appears dead in the 
water. 

If APT is forced to dissolve, the 
shares could revert back to the DBP, 
because of the delinquent loan payments 
owed by MFI and FPHC. But ironing out the 
legal details of such a move could take 
years. 

According to Philippine Commercial 
International Bank investment banking 
managing director Stephen Cuunjieng, if 
the Meralco listing goes forward this year, 
it will not have to compete for foreign in- 
vestors, since market offerings by other 
power firms in the region are not sched- 
uled until next year. 

Yet the real deadline may be political. 
With the Aquino administration's term of 
office ending soon, the Lopez family's most 
supportive voice may soon be silenced. 
Control of Meralco — the country's fifth- 
largest firm in terms of stockholders' eq- 
uity since its nationalisation in 1962 — has 
always depended on political largesse. A 
new administration may not agree to a 
stock-dispersal programme which leaves 
FPHC with a controlling block. * 
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Yaohan uses | 


By Carl Goldstein i in Hongkong 


hen department-store magnate 
W Kazuo Wada moved the head- 
quarters of Yaohan International 
.to Hongkong from Japan in May 1990, he 
“promised to make it the centre of his 
|. group’s international expansion pro- 
E DE gramme. 
^. Since then he has made good on his 
- ^. word. Wada has embarked on a spate of 
acquisitions and store openings in Hong- 
X. kong, southern China and Macau that has 
<> made his company into one of the most 
visible and largest retailers in Hongkong. 
It makes for a stark contrast with the 
company's position in Japan, where it 
barely reaches the middle ranks of depart- 
ment-store operators. 

Wada would like to accomplish the 
same trick in Southeast Asia. To that end, 
Yaohan in May opened a massive, 30,000 
m° department store/supermarket com- 

t plex in Bangkok. The company paid 

-o HK$560 million (US$70 million) for its 49% 

|» stake in a joint venture with Thai retailing 
group Siam Fortune. 


INDONESIAN 


























By Adam Schwarz in Jakarta 


^ Bankers and businessmen have given a 
cautious nod of approval to Indonesia's 
decision to set up a committee of 10 min- 
isters to approve all future requests for 
-. . offshore lending by the public sector. The 
.. move allays fears that a series of proposed 
multi-billion-dollar projects could over- 
. whelm Indonesia's ability to service its 
foreign debt in the medium term. 

Two important questions remain to be 
answered, however: the level of new 
overseas lending to be permitted each 
year and the criteria to be used in deter- 
mining a priority list of projects. 

"Our aim will be to ensure that 
projects seeking foreign funding enter the 
international markets in a more orderly 
| way,” said Radius Prawiro, coordinating 
.. minister for the economy. Radius will 
chair the new panel, dubbed the Foreign 
Commercial Debt Team (FCD). 

The FCDT decree defines public bor- 








: ongkong as base for rapid growth 


opping spree 


The new store comes on top of existing 
outlets in Singapore (four), Malaysia (five) 
and Brunei (one). Wada says Jakarta will 
be next on the list in Southeast Asia, 
though government restrictions on foreign 
retailers there may delay the realisation of 
the company's plans for some time. 

In all, the Yaohan group operates 92 
stores in Japan and 25 outside. There are 
plans for an additional 13 to be opened 
during the next several years, including 
new stores in Hongkong, the US, Britain 
and Taiwan. 

On 8 September, Yaohan made a small 
but significant start towards achieving its 
goal of a network of stores throughout 
southern China with the opening of a small 
shop in the town of Sha Tau Kok, just 
across the border from Hongkong. In May, 
Yaohan signed a letter of intent with the 
Shanghai No. 1 Department Store to build 
a US$100 million shopping complex in the 
new Pudong development district, billed 
as the city's largest such retail project. 

On 3 September, Yaohan broke ground 
on a HK$456 million shopping centre in 
Macau, the Portuguese-ruled enclave just 


BORROWING 


rowing in the broadest sense. All foreign 
commercial borrowing for government- 
related projects will require approval, as 
will private projects that have a govern- 
ment guarantee to supply raw materials 
or purchase production. 

The main impact will fall on US$40-60 
billion of "mega-projects" — chiefly con- 
cerned with energy, roads, water, tel- 
ecommunications, natural gas and petro- 
chemicals. Economists have grown in- 
creasingly worried that funding for these 
projects would put too much pressure on 
an overheating economy and strain the 
country's external payments. 

Preliminary estimates suggest Indone- 
sia recorded a current-account deficit of 


almost US$4 billion in the first half of 


1991, against under US$3 billion for all of 
1990. 

Bankers estimate that Indonesian firms 
borrowed about US$7 billion from over- 
seas sources in 1990 and maybe another 
US$6 billion in the first eight months of 
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across the Pearl. 













tuary : 
Hongkong. The venture is owned oan 
with Macau gambling and hotel boss 
Stanley Ho. = 

Yaohan made a late start in Hongkong 
compared with its bigger and bett: 
known competitors such as Daimaru and 
Sogo. Its first store opened in 1984 — al- 
most a quarter of a century after Daimaru's 
1960 entry into the colony and behind other 
Japanese retailers who had established 
shops in the 1970s and early 1980s. 

But Wada appears intent on making up 
for lost time. The fourth Hongkong store 
opened in June. The four are all located in 
working class neighbourhoods in Kowloon 
and the New Territories, in keeping with 
Yaohan's strategy of aiming solely for the 
local mass market, as opposed to many of 
its Japanese competitors, who do a large 
proportion of their business with Japanese 
and other tourists. Two more stores sche- 
duled to open next year will give Yaohan a 
broader penetration of the colony than any 
of its competitors, local or foreign. 

Yuji Sakuma, managing director of 
Yaohan Hongkong Corp., a locally listed 
company that operates the group's de- 
partment stores in the colony, said the 
firm planned to be operating 10 or more 
outlets by March 1996, with a projected 
turnover of HK$5 billion. Revenues for the 
year ended in March totalled HK$1.5 bil- 
lion. 

Hongkong holds a number of appeals 
for Wada. One is its low tax rate. While 








1991. This infusion of capital undermined 
government attempts to tighten money- 
supply growth in a bid to bring down 
inflation. "The rCDT allows the govem- 
ment to close the door on unwanted off- 
shore borrowing, which, in turn, enables 
the tight-money policy to really take ef- 
fect" said Jamieson Bryan, president of 
Westpac Panin Bank. 

Given the rise of Indonesia's overseas 
debt, bankers had assumed the govern-. 
ment would take some sort of action. The 
4 September announcement, therefore, 
did not come as a surprise. Many bankers 
noted that the move falls short of 
reimposing strict foreign-exchange con- 
trols — what one called the "dooms- 
day scenario" — and did not think it 
would discourage new investment in In- 
donesia. 

The debt-screening policy gives the 
government more control over the 
economy, one foreign banker pointed out. 
Before, he said, the demand for off- 
shore funds meant that banks, particularly 





» large Japanese institutions, were effec- 


tively deciding which projects would go 
ahead. 

It is unclear how the move will affect 
rupiah interest rates. A scaling back of 


19. SEPTEMBER. 1991: 









sk ifting apani hia donine to the terri- 
-tOr taped a bounty crop of headlines in 
xal press, where it was treated as a 
e of confidence in Hongkong's future, 
ida reckons his overall tax burden would 
3076 greater if he had stayed in 
'refecture, near Tokyo. 

: Profit margins on retailing operations i in 
Hongkong are also some 80% higher than 
in Japan. The fact that Hongkong's satellite 
.. towns were under-served by modern de- 
- partment stores was another attraction. 

Since establishing the Hongkong base, 
the company has also launched a strategy 
of business diversification. In 1990, it took 
over a local restaurant and catering opera- 
tion. Renamed Yaohan International Cater- 
ers, the company has become the vehicle 
for an expanding restaurant, bakery and 

- catering business. It now has 37 restaurants 
operating in Hongkong. 

In May, it completed the HK$112 mil- 

_ lion purchase of 80% of Hongkong's sec- 

 ond-largest chain of bakery shops, Saint 
Honore. The chain has 18 outlets in 
Hongkong and three in Singapore. 

In March, Yaohan International (the pri- 
vately owned holding company for the 
group) bought controlling interests in three 
local meat import and wholesale compa- 
nies for HK$165 million. The businesses 
had a turnover for the year ended in March 
of HK$387 million. Yaohan officials say 
they hope to use the newly named Yaohan 
Food Processing & Trading to expand sales 
of processed meats in China. u 














public-sector projects, many funded lo- 
cally as well as overseas, could allow 
domestic rates to fall. But the opposite 
could happen if big projects switch to 
100% local financing. 

Purely private-sector loans do not 
need FCDT clearance but all offshore 
borrowers, public and private, must re- 
port to the team how they use loan 
proceeds. This rule will affect mainly 
large companies, since smaller ones do 
not have access to the international 
capital markets. Private companies will 
be affected, however, where they have 
equity stakes or sub-contracting roles in 
public-sector projects. 

Analysts are divided on the broader 
implications. Some say the FCDT will 
enable the government to evaluate new 
projects from a macroeconomic per- 
spective, rather than on individual 
merit. Others are worried by precisely 
this possibility, fearing that the FCDT 
could find itself setting a national in- 
dustrial policy. 

"Someone is going to have to make 
the subjective decision on exactly what 
Indonesia's priorities are," said Mel 
Brown, a senior adviser to Bank Umum 
Nasional. B 
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ENERGY 


India prepares for new round of oil explore 





Back i 






ith the calling for new oil explo- 
W ration in India and some move- 

ment on stalled development 
plans, the government is starting to shake 
off the vacillation that virtually stopped 
new petroleum work for two years. The 
price of delay and mismanagement, how- 
ever, will be three years of stagnant or de- 
clining petroleum output. Combined with 
surging demand, this means further pres- 
sure on the country's precarious balance of 
payments. 

The new exploration round, the coun- 
try's fourth since 1980, comes five years 
after the third, which resulted in no dis- 
coveries. Thirty-nine offshore blocks will be 
up for bid, and in a major policy shift, for- 
eign companies will be allowed to partici- 
pate for the first time. 

Bidding will close in February 1992, and 
exploration contracts will be awarded 
around the following October, according 
to Petroleum Ministry Deputy Secretary V. 
Ramani. Oil-company officials say the most 
hotly contested areas will be four blocks 
west of the mainstay Bombay High off- 
shore oil field. Other sought-after blocks 
will be in the Kutch area of Gujarat, in the 
Rajasthan Desert and in the Ganges River 
basin. 

From the oil companies' viewpoint, the 
terms being offered by the government are 
an improvement on past production-shar- 
ing contracts and compare favourably with 
those offered in Southeast Asia. The split 
of initial oil entitlement has been improved 
to 70:30 in a company's favour from 60:40. 
The government is also not demanding 
upfront payments such as signature bo- 
nuses or royalties. Companies, however, 
must pay taxes on earnings. 

Moreover, should an Indian partner — 
either Indian Oil or the Oil and Natural 
Gas Commission (ONGC) — want a larger 
equity position, it may take only an addi- 
tional 1056. A larger shareholding will also 
mean the Indian concern will have to con- 
tribute 10% of exploration funds as well as 
40% of development costs. 

The third round of oil exploration drew 
a disappointing response, with five com- 
panies taking up just nine of 27 offshore 
blocks offered. But oil-company officials 
say the new round has better prospects, 
though they say the country's timing is off. 
Had the bidding occurred in 1988, when 
the idea for a new oil-exploration round 
was first mooted, India would have tied 
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into the Govel Union. | 
Much of the delay 
tinuing problems in th 
litical bureaucracy. : 
are involved, or ha 
with the ONGC: ‘hi 


in December 1989 ) follor ving 
the 1985-89 Rajiv Gandt Hu 

troduced layers of anas to an : EO 
ready cumbersome. cs. : me 
ONGC has some good. people but they are — 
all afraid of having their name attached to. 
any decision," à foreign. contractor com- un 
plains. s 
The ONGC's timidity” exends to an un oe 
willingness to consider outside advice be- —. 
yond that officially sanctioned. In technical 
matters, contractors say the commission __ 
clings to advice from a ‘state-owned cone 
sultancy, Engineers India. = ^ Sum 

Under S. L. Khosla, who moved from __ 
Indian Oil to replace Wahi, the ONGC apeo 
pears more ready to take advice. The 
commission is widely believed to have __ 
sought the government's clearance to shùt 
down wells to carry out repair work on. 
reservoirs and other facilities. TI 

This move will cut the ONGC's oil out- 
put to about 27 million tonnes in the fiscal 
year ending on 31 March 1992, down from 
30.3 million tonnes a year earlier and 325. . 
million tonnes in the peak period two years _ 
earlier. Indian refineries needed about 51 
million tonnes of crude in the past fiscal È 
year. = 

At the same time, the ONGC has been T 
sitting on oil reserves off Bombay High, 
largely because à now-ended 18-month 

ban prevented Japanese firms from bid- 
ding for the projects and because politic. 
turmoil kept South Korean compani 
from capitalising on their advantage. The 
ban was imposed by the government after 
a pay-off scandal involving a consortiu: 
led by Japan's Sumitomo Corp. During t 
ban, a bid by Hyundai Heavy Industries of 
South Korea for the core contracts in the 
Neelam oil-field project was delayed after 
receiving endorsements from three gov- 
ernments, the last being that of the Chan- 
dra Shekhar administration. 

The ban on Japanese companies was 
lifted in April, freeing stalled contrac 
worth U5$3.5 billion. But the delay h 
been costly. Hyundai's latest Neelam ten- 
der is believed to be about US$100 million 
above its original US$470 million offer. m 
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AID 


India asks donors 
to launch lifeboat 


Distress 
signals 


By Anthony Rowley in Washington 
T he annual meeting of the India Con- 








sortium of aid donors will take place 

in a crisis atmosphere when it con- 
venes on 19-20 September in Paris. With its 
foreign-exchange reserves badly depleted 
and access to commercial bank funding cut 
off, the Indian Government is in urgent 
need of cash. 

Apart from some supplier credits and 
access to the international bond market, 
New Delhi can look only to bilateral and 
multilateral donors to finance its balance- 
of-payments needs until commercial fi- 
nancing is resumed. In the meantime, it is 
seeking help from consortium members 
beyond their normal annual pledges of aid 
to finance various projects. i 

The World Bank wants donors at least 
to maintain total aid pledges of US$71.5 
billion for fiscal 1990. The members — 14 
leading industrialised countries and seven 
multilateral institutions — will also be 
urged to provide rapid-disbursing funds. 

Quick-disbursing funds are needed ur- 
gently because of the depletion of India's 
foreign-exchange reserves. The reserves are 
estimated to be enough to cover less than 
two months of imports, far lower than the 
six months normally regarded as the 
healthy minimum. 

So far this year, the IMF has provided 
India with US$2 billion of funds, and a fur- 
ther US$650 million is due almost immedi- 
ately. 

A US$2.2 billion standby credit is now 
being considered by the IMF to help restore 
the depleted foreign-exchange reserves. 
The loan, which is likely to be approved by 
the IMF's executive board in October, is ex- 
pected to lead to a resumption of bank 
lending to India. 

The standby facility has gained ap- 
proval at staff level in the IMF, signalling 
that the Washington-based institution is 
satisfied with the Indian Government's 
commitments to structural reform. Interna- 
tional credit-rating agencies are expected 
to re-rate India accordingly, permitting a 
resumption of commercial credits. 

Nonetheless, Indian policy makers will 
be under strong pressure from the IMF and 
other aid donors to push ahead with fiscal 
consolidation as well as with reforms in 
trade, industry and finance. n 
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INVISIBLE HAND 


Dubious dividend 


As President Suharto's controversial plan to promote cooperatives moves haltingly 
forwards, discussion of the p promises to become increasingly strident. 
It is easy to understand why, since the debate is focused on how big business is 
complying, an approach prone to easy finger-pointing. What is missing is a public 
discussion about what the plan hopes to accomplish. 

The plan dates back to a January 1990 appeal by Suharto to the nation's con- 
glomerates to transfer up to 25% of their shares to cooperatives. Suharto's primary 
target became apparent four months later when he gathered 30 Indonesian-Chi- 
nese tycoons to his ranch to reiterate his appeal. 

No one expects businesses to reach the initial goal or even come close, and the 
present target is 1% of the companies’ shares. These shares are to be sold to coop- 
eratives at a nominal value of Rps 1,000 (50 US cents) each and to be financed by 
the companies. The cooperatives are to repay them by using 75% of the dividend 
stream that accrues to their shares. 

In July and August, Suharto's step-brother Probosutedjo fuelled the campaign 
against Indonesian-Chinese businessmen by accusing them of ignoring the presi- 
dent's appeal and questioning their patriotism. He said ethnic Chinese-run con- 
glomerates had only sold Rps 17 billion of shares to cooperatives, much less than 
they had pledged. 

Sofyan Wanandi, a businessman and frequent spokesman for the Indonesian- 
Chinese business community, says Probosutedjo 
has his numbers wrong. In August, Wanandi said 
83 ethnic Chinese-owned companies sold 31.5 
million shares to 631 cooperatives. The nominal 
value of these shares was Rps 31.5 billion, he said, 
though the market value was probably 10 times 
that. Wanandi points out that the main reason for 
delays in selling shares is the time-consuming 
process of getting cooperative members to au- 
thorise a purchase. 

But the argument about the implementation 
obscures a more important question: what is 
Suharto's goal? The official answer is that it is to 
enable the poor to share in Indonesia's develop- 
ment. If this is the case, many businessmen — 
ethnic Chinese as well as indigenous Indonesian 
— are sceptical that cooperatives are the right 
vehicle. There are more than 30,000 cooperatives in the nation, and in most, gov- 
ernment bureaucrats have a greater say in their running than their members. 

Many businessmen say the cooperatives proposal is just a plan to transfer wealth 
from the rich to the poor without giving low-income Indonesians the skills or the 
opportunity to generate wealth on their own. Government-directed transfers of 
wealth have their place. But many businessmen question why the government 
should try to delegate this role to the private sector. "It's carrying privatisation a bit 
too far," one businessman says. 

A much better idea would be to put additional resources into collecting more 
taxes and let the government distribute the extra revenue, according to business- 
men and economists. This would be fairer, reach more people and be less open to 
abuse, they say. Tax revenue, as a percentage of GDP, is significantly lower in In- 
donesia than in neighbouring countries. 

Nonetheless, constructive discussion of the cooperatives plan is unlikely to be 
forthcoming. Cooperatives occupy a proud place in Indonesia's constitution, 
leaving advocates with a virtually unassailable position. Also, any negative analysis 
of the plan is likely to be viewed as an attack on the president. 

Without a fuller debate on the cooperatives proposal, two dangers arise. One is 
that the plan will be misused to bash the Indonesian-Chinese community. The- 
other is that alternative programmes to help the poor will be ignored. 

m Adam Schwarz 





Suharto: appeal. 
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BRIEFING 


Malaysia to construct 

new international airport 

P Malaysia is to go ahead with plans to 
build a new international airport in 
Sepang, Selangor, Prime Minister Datuk 
Seri Mahathir Mohamad confirmed on 3 
September. The M$20 billion (US$7 
billion) airport, about 60 km south of 
Kuala Lumpur, could be the biggest in 
Southeast Asia. Plans envisage four 
runways on a 10,000 ha site. The airport 
will supersede the existing international 
airport, at Subang outside Kuala Lumpur, 
which may be converted for military, 
domestic or cargo use. 


Jakarta agency limits 

price swings on bourse 

> Bapepam, the supervisory agency for 
the Jakarta Stock Exchange, issued new 
guidelines on 4 September setting limits 
on price swings for share transactions. 
The guidelines stipulate that buy and sell 
orders may differ by no more than Rps 
200 (10 US cents) from a stock’s previous 
posted price. The action apparently was 
in response to the price collapse of Argo 
Pantes’ shares on 29 August after the 
textile company announced lower-than- 
forecast profits. It was unclear whether 
the guidelines carry any sanctions for 
non-compliance. 


Cambodia clamps down 
on gold trade 


> Cambodia has halted the free trade of 
gold as part of efforts to stabilise the 
value of the country’s currency, Phnom 
Penh's official newsagency reported. The 
currency fell from around Riel 600:US$1 
to Riel 1,100:US$1 in early August, while 
the price of gold soared from Riel 460,000 
a tael to Riel 600,000. A rush to buy gold 
and US dollars has been fuelled by fears 
that the riel will be replaced by a new 
currency if peace talks lead to a settlement 
of Cambodia's 13-year civil war. Gold 
traders will only be allowed to sell gold at 
prices fixed by the government and will 
have to deposit their earnings in the State 
Bank, the report said. 


Conference agrees 

on aid to Mongolia 

> Mongolia will receive US$155 million 
in emergency aid following a two-day 
international conference in Tokyo co- 
chaired by Japan and the World Bank. 
The aid is needed for food, medicine and 
critical spare parts to keep Mongolia 
going through the winter following a 
drastic reduction in trade with the Soviet 


19 SEPTEMBER 1991 


Union. Japan's share will be US$35 
million in emergency commodity loans 
and US$15 million in grant aid. 
Separately, Japan's IDD agreed to help 
build an Intelsat satellite-communications 
earth station in Mongolia, to be completed 
by March 1993. The project, which will 
lessen Mongolia's dependence on the 
Soviet Union for its communications, will 
be financed by the Japanese Government. 


Ho Chi Minh City creates 
foreign-exchange centre 

»> Ho Chi Minh City has taken steps to 
establish Vietnam’s first foreign-exchange 
market. A transactions centre made up of 
25 members, including the city's major 
banks, trading companies and factories, 
opened on 30 August. About US$450,000 
was traded, according to a local 
newspaper. 


Business indicators 
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Japanese prosecutors quiz 
ex-Itoman executives 

> Japanese prosecutors held Yoshihiko 
Kawamura and Suemitsu Ito, formerly 
president and managing director, 
respectively, of Itoman Corp. for 
questioning about the alleged illegal 
diversion of a ¥1 billion (US$7.5 million) 
loan. Another businessman, Shigeru 
Kobayakawa, president of Arcadia Corp, 
was charged with breach of trust in 
relation to the case. Police suspect that a 
loan from Itoman Real Estate to Arcadia 
was diverted to interests associated with 
the Kobe-based Yamaguchi-gumi crime 
syndicate. 


Pepsi-Cola venture starts 
operations in Burma 


> US soft drinks firm Pepsi-Cola 
International has started production in 
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Burma under a joint-venture arrangement 
with a Burmese private company, 

Burma Goldstar. Pepsi invested US$1 
million in the venture, which has built a 
factory at Hmawbi, 48 km north of 
Rangoon. 


China restricts construction 
after first-half surge 


»> China put a freeze on most new capital 
construction, aside from what is needed 
for rural infrastructure, energy, health, 
education and communications. The edict 
was aimed at reining in new investment, 
which surged by 71% in the first half of 
this year, threatening renewed 
overheating of the economy. Most of the 
new projects were under Rmb 1 million 
(US$180,000), and so required no approval 
above local-government level. 


Thai cabinet approves 
securities-industry reforms 

> The Thai cabinet on 4 September 
approved sweeping reforms of the 
country’s securities industry. The 
measures propose an independent 
regulatory body, currently known as the 
Securities and Exchange Commission, to 
oversee existing markets and set up new 
ones. The cabinet altered a provision that 
would automatically make the minister of 
finance the chairman of the commission. 
Under the new version, the commission's 
board will be made up of both senior civil 
servants and members of the private 
sector. 


Seoul probes dealings by 
Banque Indosuez 


> South Korea's Office of Bank 
Supervision and Examination opened an 
investigation into "irregular" foreign- 
exchange transactions by the Seoul branch 
of Banque Indosuez. The branch is 
suspected of earning US$70-80 million 
during the past two years on currency 
trading and using the money to make 
loans at high South Korean interest rates. 
The bank admitted the procedure but said 
no wrongdoing had occurred. 


Hongkong exchange chief 
quits to head Hang Chong 

> Hongkong Stock Exchange chief 
executive Francis Yuen announced he was 
resigning to become chief executive of 
Hang Chong Investment, the trading 
giant currently being bought for HK$6.9 
billion (US$890 million) by a consortium 
headed by Hongkong-listed Citic Pacific. 
Yuen steps down on 26 October. 
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othing is sweeter in the glutton- 
ous world of corporate takeovers 
| | than turning the tables on one's 
: worst enemy. Malaysian tycoon 
| Tan Sri Khoo Kay Peng certainly thinks so. 
| For the moment, he is savouring just such 
| an experience. 
| Just three weeks ago, Khoo, executive 
*..| chairman of Malayan United Industries 
«| (MUD, was facing a takeover of gargantuan 
(|| proportions from Tan Sri Vincent Tan Chee 
| Yioun, a former ally, who amassed a 30.8% 
| stake in his company. The assault, which 
allegedly had the support of ruling party 
officials, was rumoured to be a payback 
for Khoo’s backing of opposition leader 
. | Tunku Razaleigh Hamzah in last October's 
...| general election. 
| Tan, who heads the Inter-Pacific Indus- 
| trial group, was within 
| sight of the 33% point at 
| which a general offer for 
| Murs shares would be 
| mandatory. Then MUI 
| dropped a bombshell. On 
| 6 September, it announc- 
(x E ed that its manufactur- 
v | ing arm, Malayan United 
| 
| 
| 
i 
| 
j 


a 


Manufacturing, was ap- 

_ = plying to the minister of fi- 

|. |nance for permission to 

¥ Jaunch a takeover of Inter- 
1: Pacific. 

The price: M$1.60 (57 

| US cents) for each Inter- 

Pacific share, to be satisfied 


















v» by cash and MUI shares. 
|| The takeover bid values 
[S | ; Inter-Pacific at nearly M$570 million. 

. Khoo's application still could run afoul 
“of an official veto on the strength of Tars 
i political ties. But Tan’s clout with certain 
| politicians appears to be waning. Even they 
4. know better than to become embroiled in a 
takeover which leaves them open to 
charges of interference. 
< For the moment, then, Khoo has called 
an's bluff and is calmly holding his 
ground. Khoo also knows he can mobilise 
about 51% of MUI shares to his own de- 
‘| fence, making a takeover by Tan as difficult 
;j. as pulling teeth. 
| “Khoo is a very shrewd cookie," notes 
| one well-informed source. “Vincent didn’t 
j know what he was chewing on when he 
took him on." 
- Tan must also smash his own 
-| piggybank to make good on the takeover, 

and yet still keep enough cash on hand to 
[fight Khoo's possible buy-up of Inter-Pa- 
















Khoo: counterattack. 






: cific shares in the open market. The hight y 


—— ae ted 


Prey turns predator 


leveraged Tan is still paying for his M$515 
million stake in MUI. Recently, he tapped 
the local unit of Chase Manhattan Bank as 
well as other institutions to raise a M$400- 
440 million syndicated loan. 

But this may not be sufficient for a war 
on two fronts: a general offer for MUI could 
cost over M$600 million. Even Tan's 
bankers are beginning to doubt the saga- 
city of his latest moves. “Vincent,” as one 
acquaintance puts it, "is up to his eyeballs 
in debt." 

Others question if Tan really owns the 
30% stake in MUI which he reportedly col- 
lected through two subsidiaries in late Au- 
gust. The actual tally, they say, may be 
closer to 25%, making any takeover even 
more expensive. 

In any event, Tan also is looking to 
unload his MUI stake to 
other interested parties. 
He has asked the gov- 
ernment-controlled Heavy 
Industries Corp. of Malay- 
sia (Hicom) to buy the 
stake at a 15% profit. But 
Hicom could hardly be ex- 
pected to pick up the 
shares at such an inflated 
price. 

Khoo, meanwhile, is 
sitting pretty. MUI is highly 
liquid and enjoys low 
gearing. Its assets alone are 
estimated at more than 
M$5 billion. With a pile of 
cash at his fingertips, Khoo 
could easily chase Tan 
back to the market to protect his Inter-Pa- 
cific shares or force him to re-consider 
an all-out proxy fight for MUI. 

a Doug Tsuruoka 
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Manila Electric Co. (Meralco) is one of at 
least three firms planning to tap the Philip- 
pine stockmarkets over the next three 
months. Together they could make a total 
cash call of about P10.7 billion (US$400 
million). Now may not be the most ap- 
propriate time to issue a flood of new pa- 
per, but corporate bullishness and political 
necessity are driving the offers forward. 

On the face of it, the timing looks poor. 
Ayala Land's disappointing market per- 
formance since its 5 July listing has cast a 
pall over the market. The Manila Stock Ex- 
change index is down 11% since then, with 
Ayala stock slipping to P2125 on 7 Sep- 
tember from its listing price of P26.5 — a 
20% decline for the bourse's largest-capi- 
talised scrip. 
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This disappointing performance also 
reflects market reactions to the devastation 
wrought by Mt Pinatubo, and to concern 
over the nation's macroeconomic perform- 
ance. Figures for the first-half show a 0.296 
decline in the nation's real GNP. Uncer- 
tainty also reigns over the new US bases 
agreement. 

Yet the planned listings are a rare 
signal that the Philippine corporate sec- 
tor is expecting an economic turnaround 
in the run-up to the May 1992 elections. 
The optimism is based on the belief 
that a consumption-led expansion can be 
expected before a national election, due 
to campaign spending and an increased 
government budget for infrastructure 
projects. 

Meralco has offered a P100-150 price 
range for its counter, representing a 1991 
prospective price-earnings (p/e) ratio of 
4.5-7 times. The actual selling price will be 
announced only prior to the Securities and 
Exchange Commission's issuance of the 
permit to sell. 

A share offering also is being planned 
by the government-controlled Philippine 
National Bank (PNB), the country's largest 
commercial bank. PNB plans to list an ad- 
ditional 1996 of its shares to bring its total 
public float to 49%, or about P4.7 billion at 
current market prices. 

Cebu-based food conglomerate General 
Milling Corp. is planning a new share offer 
as well. The closely held family firm is 
seeking to list 200 million new shares 
worth P1 billion. And to ensure more 
flexibility in an uncertain market, the firm 
will offer a simultaneous stock option 
scheme that could raise an additional P200 
million. 

The three companies are hoping to at- 
tract a slice of the uninvested funds of three 
Philippine country funds. The First Philip- 
pine Fund, for instance, still has about. m 
billion to invest in local stocks. | 

But Shroff takes note that, for Meralco 
and PNB at any rate, the decision to brave 
what is still an uncertain market is 
partly based on political imperatives. 
Coming to market with a new offering 
before the change of government should 
ensure that their ownership structure will 
not be politicised by the incoming admin- 
istration. 

Still, as long as the three companies 
phase their listings to avoid swamping the 
market, the new offerings could form 2 
critical mass to spark a market rally anc 
rekindle investor optimism. 

a Rigoberto Tiglac 
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World automobile industry: 
growing international integration 


In 1991, the global output of passenger 
cars will register its first marked decline 
in five years, with all three major markets 
- North America, Western Europe and 
Japan - being affected. 

In Germany, the economic boost from 
unification will enable the market to 
buck the general trend for the time 
being. However, it seems that here, 
too, business will slacken during the 
second half of the year. Demand should 
rebound next year above all in North 
America and Western Europe, but this 
upturn will hardly be felt in Germany. 

The similarity of business trends in 
the car industry worldwide underlines 
the high degree of international integra- 
tion that has been achieved in automobile 
manufacturing. 

Competition, which is still quite stiff 
despite the continued existence of trade 
barriers, is reflected among other things 
in better equipped standard models, 
improved quality and longer guarantee 
periods, and, in the traditional markets, 
foreign suppliers have often been the 
driving force behind such improvements. 


Market penetration varies 


The role of foreign manufacturers 
differs considerably in each of the 
world's three leading markets. While US 
companies, for instance, are well rep- 
resented in Europe through the local sub- 
sidiaries of Ford and General Motors, 
the operations of the major Europeans 
in North America are more modest. 

Close ties exist between Japan and 
North America, as restricted market 
access has prompted the Japanese to set 
up production facilities of their own in 
the U.S. However, American involve- 
ment in the Far East is limited to ac- 


BEER 


“Protective walls are not 
automatically used to 
improve competitiveness.” 





quiring equity stakes and manufacturing 
know-how. 

Penetration by the Japanese and the 
Europeans of each others’ markets also 
varies greatly. Due to restricted access in 
five EC countries, Japanese manufactur- 
ers are now keen to raise 
their share of the Western 
European market by es- 
tablishing local assembly 
plants. Such transplant 
factories already exist in 
the UK and Portugal. By 
1995, Japanese produc- 
tion capacity in Europe 
is to be expanded to one 
million units per year. 

Although European 
firms have seen their 
exports to Japan increase 
over the past few years, its 
import ratio remains very 
low. Europeans face the 
double challenge of de- 
fending their position at home against 
competition from the Far East and, at the 
same time, securing a stronger footing in 
the dynamic Asian-Pacific region. 

At the end of July, the EC Commis- 
sion and Japan agreed that the Commu- 
nity's post-1992 Single Market will not be 
fully opened to Japanese car exports until 
the end of a seven-year transition period 
during which Japanese manufacturers 
will not ship more than 1.23 million 
vehicles to Europe per year. This trans- 
lates into a Europe-wide market share of 
8% as against the current 11%. 


- in million - 
[3 Imports 
9.186 


North America 
* excl. imports from EC countries 


National shares differ greatly, though, 
ranging from less than 1% in Italy to 42 96 
in Ireland (15.4% in Germany). In addi- 
tion, the agreement envisages that, over 
the same period, Japanese firms will sell 
1.2 million cars produced at their Euro- 
pean plants in the EC market. This could 
bring the overall market share of Japa- 
nese producers up to 16% by 1999. 

French, Italian and Spanish manufac- 
turers would have preferred market 
access to have been restricted even fur- 


New registrations in the main automobile markets, 1990 


12.140 





EC* 


Japan 


ther. And, in a clear breach of the basic 
principles of the Single Market, they suc- 
ceeded in preserving national quotas until 
1999, What is more, the EC Commission 
soon intends to implement measures to 
ease the inevitable adjustment for car- 
makers in countries with high import 
barriers. Yet these measures should not 
penalise national car industries that are 
already exposed to foreign competition. 
In any case, the experience of the 
eighties has shown that protective walls 
are not automatically used by their ben- 
eficiaries to improve competitiveness. 
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German knowhow in global finance 


VIEWPOINT is presented as a service to the international business and financial community by Commerzbank Economics Department, PO. Box 100505, D-6000 Frankfurt/Main 1, Germany. 


Commerzbank in Asia: Hong Kong Branch, 
(Japan) Co. Ltd., Tokyo Branch, Phone 35922200 - Commerzbank (South East Asia) Ltd.. goa Phone 223 4855 - Bang 
Office, Phone 5004959 - Bombay Representative Office, Phone 221133, 231886/72 - »resentative Office, Phone 710231/34 - 


Affiliated Bank: Korea International Merchant Bank, Seoul, Phone 7 534244. 


Phone 8429666 - Singapore Branch, Phone 2234855 - Tokyo Branch, Phone 3$02 4371-75 - mee Phone 2021235/6 - Commerz Securities 


Phone 254-4506/7 - Beijing Representative 
Seoul Representative Office, Phone 7233142/5 
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A superbly positioned 
development site in central 
Surfers Paradise, Gold Coast 


STFORN 
- AUCTION, 





PROJECTS/ COMMERCIAL DIVISIONS 





@ Existing approvals: Tourist and recreational facilities, retail area, telecommunication 
centre and restaurants. € Possible use: A 3 to 5 star International Hotel with shopping 
centre @ Location: Gold Coast Highway, Surfers Paradise @ Land area: 5713m? 

e Zoning: "Special Facilities, Tourist and Accommodation" 


Contact John Doak, Special Projects Division, 
Phone (075) 88 0088 Facsimile (075) 92 1632 





Dedicated to Service 


AUCTION: Tuesday October |, 1991 at | lam. 
e Ramada Hotel, Surfers Paradise. 





PRD no Hae GC VAL 








For QUALITY response... 
advertise in this section 















Appointments 


demic sesame in aN ew Zealand 





T e » eS os 
um Eee us 


Applications are vied for a earki in pe Deparia 
of Accounting and Finance of the University of Waikato. 


| The Department, which has a staff establishment of 27, is in 
| the School of Management Studies. As well as a four year 


undergraduate programme, the School offers masterates, 
doctorates and an executive MBA is to commence in 1992, 


Applicants should normally hold an honours or Masters degree. 


. Alternatively they may have a good first degree coupled with 
- relevant professional qualifications and the ability and willing- 
. ness to undertake a higher degree on a part-time basis. As well 
. as being qualified to teach in Finance courses, an ability to 
contribute to introductory accounting courses would be useful. 


- Thecurrentsalary range for Lecturers is SNZ37,440-SNZ49,088 


per annum. 


Informal preliminary enquiries may be made to Professor Brian 
-$mith, Convenor of the Finance Group within the Department 
of Accounting and Finance, telephone (64) 7 838-4016 or 
(64) 7 856-9991 after hours, fax (64) 7 838-4063. E-Mail: 


- Internet:b.smith@waikato.ac.nz. 


Information. on the method of application and conditions of 
appointment can be obtained from the Academic Staff Unit, 
University of Waikato, Private Bag 3105, Hamilton, New Zealand, 
telephone (64) 7 856-2899, fax (64) 7 856-0135. Applications 


. quoting reference number A91/62 should reach the Academic 


Staff Unit by 14 October 1991. 


- Places for appointees’ children may be available in the creche 
“run by the Campus Creche Society (Inc). The University 


welcomes applications from suitable people regardless of race, 
creed, marital status, or disability. 

The University of Waikato 

Te Whare Wananga O Waikato 
Hamilton New Zealand 


REVIEW CLASSIFIED ADVERTISEMENTS 


| Cost: US$ 64 per column centimeter 
eet e olumn Width: 





1 column 41mm 
2columns 88mm 
3 columns 133mm 
4 columns 183 mm 
Column Depth: minimum 30 mm, maximum 230 mm 


~ Standard Units: 


1/4(v)page (230x41mm) US$ 1472 
1/4 (h) page (120x 88 mm) US$ 1536 
1/2 (v) page (230x88 mm) US$ 2944 
1/2 (h) page (120 x 183 mm) US$ 3072 
Full page (240 x 183mm) US$ 6144 


For more information please contact the classified 
advertisement manager, Far Eastern Economic Re- 


view, 4th Floor, Centre Point Building, 181 Gloucester 
Road, Hong Kong, Tel: 8328473, Tax 8346051 | 
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Seminars 








wy The Asian Development Bank - 
y, in cooperation with Be i 
« The Thai-Canada Economic Cooperation Found: 


presents 





AN LAO ) PDR 


Eurer rr vaN er t Ema del 





3-4 October 1991 
Dusit Thani Hotel, Bangkok, Thailand 


Explore a wide range of business opportunities in Laos and gain valable insight into How Ta 
Do Business in Laos’ by meeting with senior Laotian representatives. and international experts. 


PROJECTS indentified in: 













* Agribusiness * Transport 
+ Banking & Finance * Telecommunications 
* Industry & Mining * Tourism 







* Power & Water Management 






SPEAKERS: Get first-hand information from key decision makers: 
* HE. Phao Bounnaphol 
Minister for Extarnal £conormic Relations & Deputy Chairman of the Lao Bones ef i investiment 
* HE., Prof, Or. Bountiem Phitssamai 
Vice Minister, Ministry of Externat Economic Relations : 
* Vice President, Lao National Chamber of Commerce & industry. 
* Director, Permanent Office of the Forsign Investnient t Mássqement Committee, VU 
Lao POR 
Chairman, State Privatization Committee, Lao POR 
Director, Foreign Trade Bank of Lao PDR 
General Manager, Électricité de Laos 
Director, Department of Geology and Mines, Lid PDR 
and many more. 
Chairman of each session is of Ministerial rank 


REGISTRATION: 























Overseas Participants USS 250/ pension 
Thai Residents. Bnt — 4000/person 


Fees payatie to the Thaldranada Economic Coguperation Foundation andy and includi coffee 
Meeks, two hunches, aad farewell reception. 










For more details & registration, please FAX the following information 
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to: Thai-Canada Economic Cooperation or TOT Enterprise Co. Ltd, 
Foundation FAX lo. 16621. 27 1: 1938 
P.O. Box 15, Bangkok 10102, Thailand iTet, 22018758 of 
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Private non-traditional University offers 
external Bachslor and Master of Business 
Administration courses. Also Doctorate 
Ph.D programme. There are no residen- 






tial requirements and the courses may be 
taken anywhere in the world. (UK unap- 
proved). Full details from: 


Neil Gibson & Company, Dept. FERA, 
PO Box 3, Sudbury, Suffolk, England. 
Fax: 444/787 -27847B. die 
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Sony vs Sony 


ack in the Beta-vHs video wars, 

Sony fought Matsushita. Today, in 

the hand-held player stakes, Sony 

is fighting Sony. Competing divi- 

sions within the company are backing dif- 

ferent horses in the race. The main rivalry 

is between the general audio group's Data 

Discman and the video-disc player group's 
CD- Entertainment System 

The Data Discman is essentially a com- 

pact disc player of books, not music. It 


, consists of a palm-sized player portion that 
| accepts an 8-cm disc. On top sits a minia- 
| turised computer keyboard, complete with 


function keys. Text from the discs is dis- 


| played in black and white on a small liquid 


crystal display (LCD) screen. 

Sony's vision of Compact Disc-Interac- 
tive is a portable player which features a 
small, built-in colour LCD screen. It will 
play illustrated magazines with sound ef- 
fects, and karaoke backing tracks complete 
with pictures and animated cartoons. (The 
video group is also grooming a second 
entrant — a game machine called the Play 
Station which is based on the compact 


| disc.) 








Sony recently set up a high-level inter- 
nal committee chaired by deputy presi- 
dent Nobuo Konoi to decide corporate 
policy before the competition gets out of 
hand. 

Data Discman was not only first out of 
the starting gate, but it is already on its 
second lap. The first version was intro- 
duced in Japan last July. Since then, the 
company says, the Data Discman has sold 
around 100,000 units. Customers have 
mostly been male office workers and 
teachers in their late 30s or early 40s. 

The initial batch of titles for the Data 
Discman was mainly reference works, such 
as dictionaries and encyclopaedias, but it is 
intended to take advantage of the vast ar- 
chive of published books. Sony begins 
selling an English-language version of the 
model in the US this month. 

Meanwhile, the company has just an- 
nounced three new versions of the product 
for the domestic market. In addition to text, 
the new models can handle sound and 
images. But they are limited to single 
words and sounds, and the images are 
crude line drawings. In these incarnations, 
the Data Discman risks falling between two 
markets — computer and consumer. 

Sony leaves software preparation to the 
publishers and printers. The result is that 
one Data Discman title looks much like 


| another. Nor have the group's engineers 


given much thought to the crucial question 


of interface. They have simply co-opted an 
IBM-style personal computer keyboard, 
function keys and all. The short design cy- 
cles of consumer electronics products pre- 
clude protracted development. 

The current version of the Data 
Discman, scoffs an engineer from a rival 
group, is little more than a toy. But do not 
write it off yet. Sony chairman Akio Morita 
uses one in his office. And, as project leader 
Toshitaka Ukita is the first to admit, the 
product is still only a baby. 

Even as Data Discman Mark II hits the 
stores, its developers are testing a more 
powerful design, code-named Bookman. 
This machine could be capable of display- 
ing colour pictures and producing high- 
quality audio. In other words, it will com- 
pete head-on with the CD-I Entertainment 
System. 

CD-I has been a long time coming. Too 


Sony's Data Discman 
leads the field. 






long, say its many detractors. It has taken 
the Dutch company Philips, which has 
been developing the product to a standard 
agreed with Sony and Matsushita, almost 
seven years to bring CD-I to market. Some 
of the blame for this delay must go to the 
company's notoriously bureaucratic man- 
agement. 

But there are also other, more technical 
reasons. One is that when the system was 
proposed, developing the requisite video 
controller chips was prohibitively expen- 
sive. Since then, hardware development 
costs have plummeted. Today, the bottle- 
neck for CD-I is software. 

Producing CD-I software is extremely 
time consuming. And it is not cheap. In- 
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dustry insiders estimate that the 30-odd 
packages that Philips is releasing to 
coincide with the launch next month of its 
CD4 cost on average US$300,000 to pro- 
duce. 

In Japan, the software availability prob- 
lem is even worse. There are only a hand- 
ful of CD-1 production facilities, most of 
them located in the Tokyo area. But soft- 
ware developers, unlike the rest of Japan- 
ese industry, are spread all over the coun- 
try. Thus, access to the facilities is difficult 
for those few people who have the skills to 
produce interactive programs. 

A second big problem for CD-I in Japan 
has been a distinct lack of enthusiasm on 
the part of Sony and Matsushita. Neither 
has commited itself to a release date, 
though late this year seems likely. 

For Matsushita, such caution is par for 
the course. For a go-ahead firm such as 
Sony, it is most unusual. In part, Sony's 
indecision stems from inter-group rivalry 
within the company. But it is also the re- 
sult of a difference between Sony and 
Philips about the marketing of the pro- 


duct. 


Philips sees CD-1 as an add-on to the liv- 
ing-room entertainment centre. The com- 
pany's player does not have its own colour 
screen but plugs into an ordinary televi- 
sion set. Much of the software that Philip: 
has developed is relatively highbrow 
For example, a self-guided tour of the 
Smithsonian Museum in Washington. 

Sony's CD- targets a different market 
essentially late teen to early 20s. Takac 
[hashi, a Sony general manager with re 
sponsibility for CD-1, predicts that Japanese 
software will typically be simpler than U* 
packages. 

Current omens for CD- in Japan are no! 
auspicious. For one thing, there is the 
question of pricing. Industry folklore in. 
sists that for a consumer electronics prod: 
uct to be successful, it must retail foi 
Y50,000 (US$370) or less. But Sony's ver 
sion of CD-1 includes one very expensivt 
component — its colour LCD screen. 

Unusually for such a key component 
Sony is dependent on outside supplier: 
for its LCDs. Thus, whether the company 
can achieve the golden price point — a 
least on its first attempt — is open t 
doubt. 

Despite the omens, [hashi thinks tha 
CD-I players have the potential to become 
the “personal information tool” of choice 
for young Japanese. It remains for him k 
convince Sony’s top management that he 
is right. m Bob Johnstone 
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Hong Kong's leading financial adviser, and a largest companies and the world's most 
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and a range of financial services you can look to 


with a rare combination of talent, vision and 
Peregrine for a keen 


insight into Asia. 
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Aeroleasing is at your exclusive service for any 
special purpose from prestigious corporate or 
leisure travel to urgent medical evacuation. 


All you have to do is tell us where and when you 
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Europe’s No. 1 air charter company. 
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Were now pumping 
water from 
93 million miles away. 


As we're reminded only too often, for large parts 
of the world, a shortage of water is a major problem. 
Because when the rivers run dry, crops can't 
survive. And nor can the people who depend on them. 
It's a problem that's been with us since life began. 

But BP are using the very thing that took the water 
away, to bring it back. 

The sun. 

Using solar powered pumps, we're now supplying 
running water to places where for centuries it’s been a 
haphazard occurrence at best. 

Remote parts of Indonesia, Thailand and Zambia 
have been among the first to benefit. It’s even bringing 
life into regions that man has never dared live in before. 

Of course, to many people the sun seems a long 
way to go for a commodity most of us take for granted. 

But asa source of energy it has a major advantage 
over oil, electricity or gas. 

Because as far as anyone can predict, it's guaran- 
teed to come up every day. 

Using solar energy to improve life on earth is one 


of the things BP is doing today, for all our tomorrows. 





For all our tomorrows. 


Swissair Customer Portrait 130: Karel Van Susante, entrepreneur in the tobacco industry, Kampen, Netherlands. 


Only the very best is good enough for him. From selecting his tobacco blends to choosing an airline. So when he flies off for 
a personal assessment of the quality of the plantations, the outstanding comfort of the all-new M D-11 jet is a further reason 


for his choosing Swissair. The natural choice of someone who makes his selections with the greatest care. 
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LETTERS 


Nuclear franchise 

Richard D. Fisher's Safe under US um- 
brella [THE 5TH COLUMN, 5 Sept.] smacks of 
Big Bwana the Whiteman telling US na- 
tives how to save ourselves. And even as 
such it’s shot through with flaws. Many of 
these result from the basic assumption that 
the “nuclear blackmail” will necessarily 
come from North Korea or China. Ours is 
not to reason why such a blackmail won't 
be perpetrated by the US. 

Even within his own one-sided logic, it 
ought to have been obvious that the US 
wouldn't allow any country that it doesn't 
approve of to dominate its neighbours. The 
Gulf War's only the latest, and most spec- 
tacular, example of this fact. This poses the 
question: with no Third World country 
being allowed to be in a dominating posi- 
tion, what are we supposed to defend our- 
selves against? At the same time, with the 
Soviet Union out of the way and China 
permanently placed in the dock by the US- 
led international alliance of “human rights” 
crusaders, whatever ballistic missile system 
a given Third World country is likely to 
possess henceforth ultimately can only 
originate from one source: the US and its 
franchisee allies. 


Lobby retreat at the Shangri-La Hotel, Kuala Lumpur 


In Asia’s bustling cities, 


an oasis awaits the trader 
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For reservations and information please call Shangri-La Intemational or your travel agent 


and traveller. 
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So, the “threat” Fisher is warning us 
against is more likely to come from one US 
client against another — just as Saddam 
Hussein was initially a US client. It would 
then be solely up to the US to decide which 
one among its clients is to be considered a 
“threat.” Such an “upstart” Third World 
country will then be pounded to the 
ground as an example to all and sundry — 
just as Iraq was bludgeoned back to the 
Middle Ages because the US decided it 
was a regional, if not global, threat. It raises 
the question what good would a defence 
system — designed, manufactured and 
supplied by "the US-led military alliance" 
— be against a US-led military pummel- 
ling? 

As regards the Patriot missile, its record 
at the Gulf War is at the very best 
checkered. During that war there were at 
least three Patriot batteries defending the 
US Marines' base at Dahran. Yet the age- 
ing and comparatively low-tech Scud 
managed to slip through and kill scores of 
US Marines. Also, the Patriot missiles re- 
peatedly went off accidentally, at nearly 
US$1 million a throw. Since the Patriot 
missile system is clearly beyond the means 
of most Third World countries, they end 
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up incurring massive debts at crippling in- 
terest rates from the same countries which 
supply them with the hardware. 

In sum, Fisher's advice seems to me to 
be a recipe to make "the US-led alliance" 
get fatter wallets. For we natives are 
advised to buy weapons which would 
be no good except to flight among our- 
selves. 


London A. R. T. KEMASANG 


No hands in the mill 

With reference to an article by Salamat Ali 
entitled Hands in the till [REviEw, 19 
Sept.], I would like to convey that neither 
the Prime Minister of Pakistan Nawaz 
Sharif nor his family own the Himalaya 
Textile Mill. RIZWAN EHSAN 
Hongkong Consulate- General of Pakistan 


Correction 
In India's fourth oil-exploration round, the 


government is inviting bids for 39 offshore 


and 33 onshore blocks, not for a total of 39 
blocks as stated in Back in the game [19 
Sept.]. Foreign bids are being invited for the 
first time for onshore blocks. 
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Philippines : US Bases Debate 
The Senate’s decision 
not to ratify a new US 
bases agreement has 
launched the country 
ec On a path to the 

m pora The Senate vote may be 
< overturned by a referendum, but this in 
turn could be subject to a legal 
challenge, Manila bureau chief John 
McBeth explains that the real issue 
behind the bases controversy is the 
country's need to wean itself from 
dependence on a former colonial power. 
- Correspondent Rigoberto Tiglao reports 
on widely differing views about the 
impact on the economy of US military 
withdrawal. James Pringle reports from 
Guam on a possible increase in the US 
. military presence there if the Philippines 

agreement is terminated 10 


Hongkong : Direct Election 

The triumph of pro-democracy 
candidates in the first direct election to 
-Hongkong's Legislative Council could 
- lead to further tensions with China 19 


Foreign Relations : Peking's Concern 
A flurry of diplomatic visits gives 
Peking a chance to sound out friends, 
neighbours and erstwhile ideological 


< allies 22 


Indonesia: Suharto's Veto 
Several outspoken critics of President 
Suharto's government have been struck 
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Keeping an Open Mind 

.. As Washington looks around Asia for 
zd ible alternatives to its military bases 

1 the Philippines, the possibility is not 

ruled out that US troops will once again 

use Vietnamese bases. Senior. eus A 

officials in Washington have thr 

the idea since Vietnam is evidently 

intent on normalising relations with 

. Washington, perhaps Hanoi will allow 








ES the US to return to its Vietnam War 


bases in Cam Ranh Bay and Danang as 
a quid pro quo for normalised relations, 
and the potential economic benefits that 
this could bring. The Soviet Union used 
the bases after the Vietnam War, but _ 
has already announced its intention to 









off the final list of election candidates of. 
the ruling Golkar political group 24 


Cambodia: Refugee Problem 

Relief agencies face a huge, expensive 
and dangerous task in supervising the 
return home of 340,000 Cambodian 
refugees once a peace treaty has been 
signed 26 


South Korea : Defence 

With the virtual end of an external 
military threat, there are calls for cutting 
South Korea's heavy defence budget, but 
the government argues that it must keep 
up its guard against an attack from the 
always unpredictable North 27 


Soviet Union : Far East Reforms 
Weakened by the failure of the anti- 
reform coup against Mikhail Gorbachov, 
the military authorities in the Soviet Far 
East now seem more ready to cooperate 
with those calling for free-market 
reforms and greater 
autonomy 28 


Malaysia : Pas in Kelantan 
The only opposition state 
government in peninsular 
Malaysia has consolidated 
its hold on power after a 
shaky start and predictions 
of imminent economic 
catastrophe 30 


Thailand : Awaiting Visitors 
Bangkok prepares strict 
security and special 
entertainment for the 


pull out. 


Secret Trial 

Vietnam is preparing to hold a secret 
trial within the next few weeks for a 
well-known writer, Duong Thu Huong, 
who was arrested in April. At the time 
of her arrest, police seized documents 
detailing Hanoi's alleged abuses of 
writers and intellectuals which she had 
collected to send to a human-rights 
conference in Paris. Huong, who had 
quit the communist party and become 
one of its sharpest critics prior to her 
arrest, will reportedly be tried for 
activities violating Vietnam's national 
security. 


Peace Feelers 

The Philippine armed forces' 
intelligence chief, Brig.-Gen. Alfredo 
Filler, met with National Democratic 
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10, 000 ° 0 visitors ebd for the ONE 
forthcoming IMF-W. orld Hank meeting 3: 


South Korea : Merger "lc 
The merger of two opposition parties 


presidential ambiti s of pen ES 
opposition leader Kin Dae jung. and 
fresh worries for the r mmg p of 
President Roh Tae Woo 34 





Asean : Strains with Europe: 

In the wake of the collapse of the bi- - 
polar power structure of the Cold War ` 
era, Asean countries are worried about 
the growing economic strength of the 
European bloc 35 





Vietnam : Conservation _ 


Ravaged by war and politics, Vietnam's 
ancient capital of Hue seems to be finally 
set for restoration 41 





Liberals take Hongkong (19). 


Front (NDE) leader Luis Jalandoni in 
Hongkong in early September in what 
appears to have been an unsuccessful 
effort to end the country's 22-year 
insurgency. The NDF is the front 
organisation of the Communist Party of 
the Philippines. The contacts are 


believed to have been initiated by the 


Philippine military attaché in Bonn, 
acting on the instructions of new armed 
forces chief of staff Gen. Lisandro 
Abadia. Similar talks are going on with 
military rebel leaders. 


Counter-move 

Apprehensive over Pakistan's growing 
links with Iran under the umbrella of 
the Economic Cooperation Organisation 
(ECO) — comprising Turkey, Iran and 
Pakistan — King Fahd of Saudi Arabia 
is expected to visit Islamabad in 
November at about the same time that 
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- Taipei’ s bul ài ng for another 
market run; regio: ence stocks; 
consistent: performers in Bangkok; 

‘promising counters in Jakarta; Karachi's 
attraction to foreign players; and 

: insurance policies on offer 48 
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«Malaysia : Transport 
Kuala Lumpur's much-trumpeted 
- monorail project has been stopped in its 
tracks by the failure of a Malaysian 
contractor to raise the necessary finance 
and the pullout of a Swiss contractor 56 


Vietnam : Policies 
. The country's economic-reform 
programme faces a serious setback 
because of huge debts owed by 
‘thousands of companies 57 


South Korea : Policies - 
The government has begun an austerity 
campaign that shows signs of also 
turning into an anti-import drive 58 


“Hongkong : Industries 

A government plan to impose a levy on 
industry to pay for a waste-treatment 
ente draws heavy criticism 60 


Pakistan's Prime Minister Nawaz Sharif 
is due to go to Teheran for an ECO 
summit. Iran is a major financier of a 
recent deal to set up a refinery near 
Karachi. It would use Iranian crude that 
could be pumped through a pipeline 
currently under negotiation. 
Vacation Polities 

Lao Communist 
Party chief Kaysone 
Phomvihan's current 
vacation in China is 
another indication of 
how quickly Chinese 
relations with 
Indochina are 
changing in the face 
of the collapse of 
communism in the 
Soviet Union. Kaysone had long taken 
his annual vacations in either the Soviet 
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Kaysone. 
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Australia : Banking 

Commonwealth Bank shares fetch large 
premiums in the country's biggest 
flotation of recent years 63 


New Zealand : Policies 
The government announces a tariff- 
reduction programme 63 


oe Banking 
p Rotten it may have been, 
Bank of Credit & 

Commerce International : 
(BCCI) was a friend to many. 
se South Asian traders and 
amat budidessren. In Pakistan, home 

of its founder, the bank was often 
regarded as a local enterprise, despite 
the fact it was based in Luxembourg. 
More to the point, it also had strong 
connections to people in power. Finance 
correspondent Jonathan Friedland 
reports on the lingering hopes that 
some parts of BCCI will be resurrected 
and traces the causes of the bank's 
disaster to the unrealistic ambitions of 
its creator 64 





Hongkong : Companies 
Hongkong Aircraft Engineering Co. is 
expanding despite a future clouded by 
capacity constraints 75 


US-Japan : Trade 

An American legislator is to introduce 
controversial legislation to punish 
countries that have persistent trade 
surpluses with the US; Japan is the 
obvious target 76 


Union or Vietnam, but a few years ago 
the Vietnamese Government rented to a 
French businessman the Hanoi villa 
which the Laotian leader had often 
used since the Indochina War. Sino-Lao 
relations, which soured in the late 1970s 
when Vientiane backed Hanoi's 
invasion of Cambodia, began 
improving two years ago when 
Kaysone went on a fence-mending 
mission to Peking. 


Desperate Moves 


Food shortages may be provoking 
desperate measures among North 
Koreans. A senior South Korean official 
says that the government has received 
reports of about 70 incidents of gunfire 
— all at night — heard across the 
borders with China and South Korea in 
the past month. Speculation is growing 
that raids are being staged on food 
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warehouses. The Seoul government says 
that it is unable to confirm any anti- 
government or food riots. 


On the Record 


Tax authorities have been scrutinising 
the entertainment records of most luxury 
hotels in Seoul, checking for private. 
parties held since January 1991 as part. 
the government's "austerity campaign." 
The tax authorities, ignoring legal 
procedures, have been bullying hotel 
managements into turning over their 
records. Tax investigations are a 
common harassment tactic in South 
Korea and some of those who threw 
lavish parties are expected to be visited 
by tax authorities soon. But despite the 
campaign, many government officials 
are still welcoming cash gifts to 
commemorate the annual harvest 
festival. 
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Discord over bases pushes country into uncharted waters 


No more crutches 


By John McBeth in Manila 
It took only a handful of 
Filipinos to decide for 
31 million of their adult 
countrymen, but in reject- 
ing the treaty on US bases 
the Philippine Senate has set the nation on 
a course to the unknown, 

The Senate ballot, which came only 
hours before the 16 September deadline for 
the termination of the old agreement, does 
not mean the long drawn-out drama is 
over. Encouraged by evidence that a ma- 
jority of public opinion supports the lease 
extension and dismayed over the prospect 
of further economic dislocation and hard- 
ship, President Corazon Aquino pushed 
for a nationwide referendum on the treaty 
in a bid to overturn the Senate decision. 

But the debate is no longer simply over 
the future of the bases. What it comes 
down to is the removal of a psychological 
crutch firmly embedded in the country's 
colonial past. 

"Today, we have finally summoned the 
political will to stand up and end 470 years 
of foreign military presence," declared 
Senate President and Liberal Party leader 
Jovito Salonga after 12 members of the 23- 
strong Senate — four more than were 
needed — voted to kill the newly negoti- 
ated 10-year treaty covering Subic naval 
base. 

"It is a question of listening to the peo- 
ple,” the seemingly determined president 
said the day after the emotion-charged 
vote. "I am following what I believe is the 
people's desire to be heard." She said the 
plebiscite could be as early as December or 
could be delayed and held simultaneously 
with next May's general elections. 

Republic Act 6735 provides for a system 
empowering the general public to "directly 
propose, enact, approve or reject in whole 
or in part the constitution, laws, ordinances 
or resolutions passed by any legislative 
body." At least 10% of the electorate or 3 
million signatures, represented by 3% of 
registered voters in each legislative district, 
are needed to initiate a plebiscite and a 
simple majority to pass it. 

Although the anti-bases bloc will almost 
certainly challenge the move in the Su- 
preme Court, arguing that the bases treaty 
cannot be subject to such a mechanism 
unless it has first been ratified by the Sen- 
ate, presidential aides are confident Aquino 
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will get the required support for the peti- 
tion — assuming it is allowed to go ahead. 
The president recognised the Senate's 
constitutional prerogative in voting against 
the treaty. But she insisted it should not be 
the choice of just a few. "Once again," she 
said, “people power is being called on to 
break a possible stalemate where the exer- 
cise of a prerogative may not be reflective 
of the people's will." 

More than a week before the final vote, 
it was already clear anti-bases senators had 
decided to risk their political careers for a 
place in the history books — even though 
some of them had become nationalists al- 
most overnight. Said opposition Sen. Juan 
Ponce Enrile: "As we approach the first 





The ‘people’ worked once before. 


centennial of our independence as the first 
constitutional republic in Asia, we have a 
duty to show the world that we are finally 
free." 

The Americans have maintained mili- 
tary facilities in the Philippines as part of 
their forward line of defence in the Pacific 
since 1898. Now they may have to go, but 
Filipinos still do not quite believe it. If the 
referendum fails, many are convinced the 
treaty will simply be left on the table and 
revived when a new Senate takes office 
next 30 June. 

Setting the stage for the plebiscite, the 
Aquino government withdrew the notice 
of lease termination which it had served 
on the Americans as far back as May 1990. 
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In an exchange of notes with Washington 
after the Senate vote, Philippine Foreign 
Secretary Raul Manglapus also said the 
1947 Military Bases Agreement, as 
amended by the 1966 Ramos-Rusk Agree- 
ment, would remain in force as the legal 
umbrella for Subic. 

Aquino later said no new notice of ter- 
mination would be issued until after the 
referendum, unless the Supreme Court 
ruled a referendum as unconstitutional. In 
effect, this has stopped the clock. The 
Ramos-Rusk accord, which reduced the 
term of the 1947 treaty from 99 to 25 years, 
empowers either side to issue a one-year 
termination notice after 16 September 1991. 
What it does not do is set a deadline. 

Interestingly, this latest development is 
a frank and now self-serving admission by 
the government that it erred in issuing the 
original notice of termination. But at that 
time, Manila was playing to the gallery in 
trying to exert pressure for a favourable 
treaty, not fighting a rearguard action just 
to ensure a watered-down version. 

Enrile described the prospect of a 
pullout as a "difficult and painful moment 
in the life of the nation." Sen. Wigberto 
Tanada called it “more important than the 
end of 14 years of the Marcos dictatorship.” 
Not everyone agreed with the high- 
minded rhetoric, however. “No green 
cards [US permanent immigrant status] for 
senators who reject the bases agreement,” 
said one slightly misplaced pro-bases 
placard. “No votes in the next election,” 
said another. 

Except for Liberal Sen. Rene Saguisag, 
the remaining 11 anti-bases senators ap- 
parently plan to run in the elections next 
May. Four of them — Salonga, Enrile, 
Joseph Estrada and Aquilino Pimentel — 
have presidential ambitions, which they 
acknowledged could be affected by their 
stand against the treaty. 

Central Luzon constituents, in particu- 
lar, are angry over the Senate's action. Half 
a million are already out of work because 
of the Mt Pinatubo eruption. If there is no 
treaty, another 40,000 workers at Subic face 
imminent dismissal. Officials say it could 
take three to five years before they can be 
offered proper jobs. What remains to be 
seen is the reaction in the rest of the coun- 
try where the bases provide fewer direct 
benefits. 

With Aquino’s referendum gambit re- 
ceiving mixed reviews in the newspapers, 
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anti-bases senators are banking on the 
electorate at large accepting their argu- 
ments that the decision represents an op- 
portunity for national renewal and self-re- 
spect. 
Political scientist Alex Magno says that, 
while the majority of the population may 
be pro-bases, the feeling does not appear 
to be deeply held. A recent survey showed 
that the bases are not the single pre-emi- 
nent factor in a Filipino's assessment of a 
senator's performance. Those against the 
lease extension, on the other hand, form a 
potentially solid voting bloc. 

Still, much will depend on how the 
country adjusts to the political impact of 
the removal of the American presence. Sen. 
Orlando Mercado called it "separation 
anxiety" — a fitting illustration of the fact 
that if the US looms so large in Philippine 
calculations, it is only because Filipinos 
themselves have failed to muster the self- 
confidence to engage in nation-building. 

What struck observers during the final 
two days of the Senate debate on the treaty 
was the way Tanada and pro-bases Sen. 
Leticia Shahani agreed on one point: that 
there should be an end to the Philippine 
obsession with the US. Where they parted 
ways was on the timing, given fears that a 
cutting of the umbilical cord at this stage 
could send the economy into a tailspin. 

Tanada said the time to make the deci- 
sion was now. "Whether we start now or 
later, there will be that period of adjust- 
ment, of dislocation," he said. "We can't 
escape going through a gestation period 

. . this is just another bitter pill we have to 
swallow." Tanada, the most Left-leaning of 
the senators, brought with him a tantalising 
carrot: a unilateral ceasefire called by the 
National Democratic Front (NDF), the 
communist umbrella body. 

There are serious doubts, however, that 
a truce with the NDF will lead anywhere. 
Although the NDF has long been opposed 
to the US presence, the bases were not the 
sole reason for the outbreak of armed 
struggle in the late 1960s. Even with the 
US military gone, the communists could 
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make the ceasefire conditional on the gov- 
ernment accepting other demands in its so- 
called national democratic alternative, in- 
cluding genuine land reform and industri- 
alisation. 

Pro-bases Sen. Ernesto Herera had those 
same misgivings in mind when he grilled 
Tanada over meetings he (Tanada) had in 
Brussels earlier this year with exiled com- 
munist leaders during which the treaty is- 
sue was discussed. Similar reservations are 
held by the military, which is already 
showing signs of restiveness over the 
pending loss of US aid for its modernisa- 
tion programme. 

Although it was clearly a stunning de- 
feat for her administration, the treaty rejec- 
tion will have only a marginal political im- 


pact on Aquino at this late stage in her ten- 
ure. If the referendum does not go through, 
the real effects will almost certainly be felt 
by her successor, who will have to deal 
with not only a difficult transition period, 
but also with what US Ambassador Frank 
Wisner has warned could be a loss of 
privileges that came with the now-dead 
security alliance. 

Unlike Aquino, who rose to power on à 
tidal wave of popular support, the next 
president may be in for a very short hon- 
eymoon. What the rejection of the treaty 
may do is remove the US as the bogeyman 
of Philippine independence and focus at- 
tention instead on an exploitative and 
largely feudal system that has more to an- 
swer for than any American base. E 
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Government paints doomsday picture of withdrawal 


Price of pullout 


By Rigoberto Tiglao in Manila 


In September 1990 Presi- 
dent Corazon Aquino 
pointed out in her regular 
television programme, af- 
ter a statement that the 
US must prepare for an orderly with- 
drawal of its military bases: "They are not 
the heart of our economy nor the soul of 
our political well-being. They are impor- 
tant, but they are not everything." 

A year later Aquino changed her mind, 
going as far as trying to conjure up her 
"people-power" weapon to press for the 
retention of US troops. Just before senators 
rejected the bases agreement on the 
grounds that it contravenes parts of the 
constitution, Aquino's officials tried to in- 
fluence the legislators by creating an eco- 
nomic doomsday scenario. 

Bases proponents seemed 
2 to claim that the economy 
would be crippled without 
the bases accords, but that 
strategy could easily backfire. 
The gloomy picture the gov- 
ernment has painted could 
undermine its efforts to 
project an image of economic 
stability fostered by an IMF- 
supported austerity pro- 
gramme and the steady 
progress of democratisation. 

Economic Planning Secre- 
tary Cayetano Paderanga 
claimed before the Senate 
hearings that the country’s 
official development assist- 
ance (ODA) from all nations 
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might be cut by 50%. This appears doubt- 
ful given assurances that Japan, the t 
ODA donor, does not regard its aid as being 
dependent on the presence of US bases. 

In a speech in Cebu, Foreign Secretary 
Raul Manglapus attempted to strengthen 
the province's support for the agreement 
by claiming that the city's fast-growing 
exports of carrageenan (a food additive 
derived from seaweed) were allowed into 
the US only because of the existing US 
bases treaty. The reality is that the US Food 
and Drug Administration resisted pressure 
groups which claimed that carrageenan 
was unsuited for human consumption. 
Cebu City's carrageenan exporters had to 
pay about US$500,000 to a New York law 
firm to assist in making their case. 

Centre for Research and Communica- 
tions president Enrique Esteban, who had 
confidently claimed that the bases treaty 
would be ratified, has pointed to the multi- 
plier effects of funds coming into the Phil- 
ippines as a result of the bases agreement. 
Esteban argued that the commitment for 
US bases to purchase Philippine-made 
goods would raise estimated compensation 
from the officially published figure of 
US$200 million to US$643 million in 1992 
and US$723 million from 1993 on. On this 
basis he was able to claim that termination 
of the agreement would cost the country 
2.04% of GNP in 1992. 

Both the Finance Department and the 
Central Bank of Philippines also claimed 
that a major debt-relief package would be 
dependent on the ratification of the US 
bases agreement. Finance Undersecretary 
Tomas Apacible said that one loss would 
be the US$160 million contribution of the 
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- approach. 








.. Although officials deny it, observers sense that the US admin- 
_. istration has dropped its tough, "take it or leave it" approach 
-to the Philippine Senate's deliberations on the new bases 
.. agreement and aopen a more conciliatory and pragmatic 


=o. “We meant all along that we would pull out if the Philip- 
.. pine Government tells us the agreement has been rejected, not 
-. if the Senate doesn't ratify it ,” an official said. A White House 
_ Official told the REVIEW the US was not in a hurry to leave the 
-.. Philippines and when it does leave, “we want to do it safely 
- and with. dignity.” ” He stressed that the US would not rush to 
withdraw ' ‘to send a message of unhappiness.” 

- Congressional researcher Larry Niksch argues that if the 
two sides can get over their respective hard feelings, with Ma- 
nila dropping demands for money and the US refraining from 


will man e even nif the US 
For example, the two “sides 
to give the US Navy access. to Subic for repair and other ser- 


vices. 


retribution for the Senate vote, opportunities for cooperation 


US to the Multilateral Aid Initiative (MAI). 
This conflicts with statements by the US 
and the Aquino government in 1989 that 
the MAI had nothing to do with the bases 
negotiations. 
Central Bank governor Jose Cuisia 
however later said that Washington's sup- 
s. port would "help clinch [a] deal with 
-à creditors because of its influence on com- 
| mercial banks and multilateral institu- 
tions.” Cuisia told the REVIEW: "A non- 
«ratification of the treaty will just make our 
jobs harder." 
» By contrast with other branches of 
government the Trade and Industry De- 
“partment played down the impact of clo- 
sure. In a letter to the pro-bases Sen. 
Vicente Paterno who asked Secretary Peter 
. Garrucho for his "department's official po- 
_ Sition on the dire prognostication that the 
.. country stands to lose the US market in 
case of the rejection of the base treaty,” the 
- official answered: "There could be some 
declines, especially [in exports of] products 
now on duty-free GSP [Generalised System 
-of Preferences] status, but it will not be a 
‘doomsday development.” 
-. Garrucho submitted a detailed report 
pointing out that only an eco- 
omic embargo such as that 
mposed on South Africa would 
islocate the country's exports 
-to the US. Garrucho noted that 
«the competitive strength of Phil- 
ippine industry and interna- 
tional multilateral agreements 
uch as the Multi-Fibre Agree- 
nt (MFA) are the crucial fac- 
‘tors for Philippine exports to the 
US. 
Stripped of political bias, the 
economic implications of the - 
withdrawal of US bases are 
quite clear-cut. Based on calcu- 



































lations by the pro-treaty Central Bank itself, 
the winding up of the Economic Support 
Fund (ESF), the core of the US compensa- 
tion for the bases, would cause losses av- 
eraging US$73 million annually from 1992 
to 1994. 

Including other base expenditure the 
cuts would average US$335 million per 
year in the same period. This figure is not 
too far from the estimates by University of 
the Philippines anti-treaty economists who 
estimate that actual economic losses would 
amount to U5$334 million in the first year 
and US$232 million annually in subsequent 
years. 

While not a trifling sum for a country 
still struggling to meet at least US$2.5 bil- 
lion in debt-service payments annually, the 
losses are manageable on a balance-of-pay- 
ments level, representing about 7% of 
service inflows. The Central Bank's Cuisia 
noted that, because of the relatively small 
amounts involved, it will not be easy to 
ask the IMF for additional assistance to 
cushion the impact of the US withdrawal. 

The macroeconomic loss has been esti- 
mated by the National Economic and De- 
velopment Authority (NEDA) at 1.3% of 
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japanese leaders hope that Philippine President Aquino's = 
plan to submit the bases treaty to a referendum will succeed. =- 
“Japan will watch carefully future changes in the 
regard to efforts being made by the Philipp 
approve [the US bases treaty] through a pu 
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ing to "Deutcol Shigeki Nishimur à a st he 5 D: 
Defence Forces Staff College. “The US bases in the Philippines 
are important to Japanese security so the Philippines' posture 
on this issue will certainly affect Japan's 
ing aid to the Philippines." 
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GNP, a figure close to the anti-bases econo- 
mists’ calculation of 1.1%. The estimates, 
however, are static calculations which as- 
sume no counter-measures, such as priva- 
tisation of the Subic facility or the ability of 
the displaced workers to gain employment 
elsewhere. The NEDA itself noted that “the 
actual reduction in GNP may, of course, be 
smaller as we are able to substitute for the 
contributions.” 

Some 43,488 workers will be displaced 
when the Subic facility is closed down. 
Some 51% of these are civilian employees, 
including skilled workers who may be 
hired in Guam or in the Middle East. The 
economy of Olongapo City, already devas- 
tated by the eruption of Mt Pinatubo and 
heavily dependent on the naval yard, is 
likely to suffer the worst. 

One estimate of the economic impact is 
that the rejection of the bases will have lit- 
tle effect at least for a year. Much of US 
bases-related compensation still remains to 
be disbursed. The latest available data 
shows that only 0S$29.7 million out of the 
US$96.5 million due for 1991 has been paid. 

The dismantling of the Subic facility 
could also take about a year, during which 
Olongapo City will still be gen- 
erating income out of the base. 
The full economic impact of the 
withdrawal, particularly that 
arising from a possible worsen- 
ing of the investment attrac- 
tiveness of the country, will 
come only after a change in 
government in May 1992. 

A worst-case scenario, how- 
ever, is that the government will 
be so preoccupied with the 
bases issue that urgent eco- 
nomic policy reforms will be 
put on hold. That could well be 
disastrous. z 
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Few places in the Asia- 
Pacific region have paid 
more attention in recent 
months to eruptions in 
EM — the Philippines, both 
natural and political than the US territory 
of Guam. This is, after all, one of the most 
heavily militarised territories on earth, and 
many of its people are not eager to become 
even more so. 
. Some here say the failure of the Philip- 
“pine Senate to ratify the bases agreement 
could be the most important thing to hap- 
pen to Guam since the fall of Saigon in 
1975. 

. There has long been a sense among 
military thinkers that this 550-km island, a 
former Spanish possession seized by the 
Americans during the Spanish- 
American War, was a prime 
fall-back position should the US 
have to leave the Philippines. 
Guam, which was captured by 
the Japanese in December 1941 
and retaken by US forces in July 
1944, is seen as a key base on 
the US outer defence perimeter 
in the Western Pacific. 

The territory — base for 
Bo2s during the Vietnam War 
— was seen as possibly playing 
a crucial role again should US 
allies in the region prove less 
than reliable. That was spelled out in early 
September by US Secretary of Defence Dick 
Cheney, when he said the US would look 
to Guam as a fall-back location because it 
is US territory and most of the infrastruc- 
ture is in place. 

The prospect of Guam taking a larger 
role is not one accepted with complete en- 
thusiasm in a land where the US military 
already occupies one third of increasingly 
valuable real estate. 

There is even a monument — some 
would say in poor taste — to the Vietnam 
exploits of the B52s, the giant Superfortress 
bombers withdrawn from here last year 
(though they made a brief return to the 
island during the Gulf War). 

The Guam Government, which is seek- 
ing US commonwealth status in order to 
gain more control over its own destiny, is 
hoping to make sure the territory is not 
overwhelmed by the military as it was not 
so long ago, though in the past decade the 
rapidly growing civilian economy has 
gained the upper hand. "When the mili- 
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iam wary of possible US military expansion 


e letucfani hosts 


tary used to run the island it was not all 
that pleasant," said one long-time resident. 
“Twenty-five years ago, the military was 
all we had; the civilian economy was in a 
terrible state. Now we have other options." 

The government of this "unincor- 
porated territory of the United States," 
needs more land to support a burgeoning 
tourist industry with its growing number 
of beachfront hotels at Tumon Bay, near 
the seat of government, Agana. 

Sitting in his new offices in Agana, with 
a picture of the 1521 arrival of Ferdinand 
Magellan at Guam's Umatac Bay on the 
wall behind him, Governor Joseph F. Ada 
said he welcomed additional ships using, 
the naval ship repair facility. These would 
provide more jobs, he said, though the un- 
employment rate here is only 1.9%. 

"What we want to prevent is an enor- 


Base options 





mous displacement of our people with a 
movement of military activities to Guam 
without considering the impact on the 
economy and people,” he said. The gover- 
nor said Guam had been consulted by 
Richard Armitage, President George 
Bush's special ambassador for negotiations 
over the US bases in the Philippines, "every 
step of the way," and he expected this 
would continue. 

In mid-September Armitage met 
Guanys elected (but non-voting) member 
in the US Congress, Ben Blaz, in Washing- 
ton. “If Subic is closed,” Blaz said later, 
“Guam will gladly do its part to help 
accommodate displaced military personnel 
and facilities, but to say you can move 
everything and everyone from Subic to 
Guam, well, that’s physically impossible.” 

Guam already has the major — and 
supposedly under-utilised — Andersen air 
force base, which absorbed up to 200 peo- 
ple following the closure of Clark air base 
in the Philippines after the Mt Pinatubo 
eruption, plus a large naval establishment, 
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including the naval air ‘station at Agani 
The Guam Government wants the military 
to give up the naval air station so that the 
land can be used to expand the: adjac acent 
international airport in an attempt to 
Guam a transport hub. T e 

The navy has agreed in pri 
hand the base over, according t 
Wray, a naval spokesman her 
in an interview that it would 
million to move, plus anothe 
lion to re-house navy perso 
funds were not currently ax 
about how Guam might be affec 
move away from Subic, he said: 
sions have been made. There is c 
gency planning under way which 1 
discuss.” 

Local sources say any major move e from. 
Subic would require time to build ade- 
quate infrastructure in Guam. They say 
Apra harbour, the hub of the naval sta- 
tion's operations, would have to be 
dredged to accommodate big aircraft carri- 
ers. Then there is the problem of housing 
service families given that land is in short... 
supply. Currently, Guam is home to 16,000: 
US military personnel and their depend- X 
ants, and its ability to absorb more is = 
, limited. 

* Then there are fears that à 
|= move from the Philippines 
would lead to the arrival of... 
more skilled Filipino workers. 
There is already concern that 
Filipinos now make up more 
than 25% of the population of 
140,000, with the native 
Chamorro people accounting 
for only 48%. "Guamians will 
protest mightily if the US tries 
to move in thousands of Philip- | 
pine workers,” says joe | 
Murphy, a local commentator. 

Then there is the deeper question of just 
who the US is “forward deployed” against, 
and whether, with the collapse of the So- 
viet Union, such a massive US defensive 
posture in the Asia-Pacific region is really 
required. 

Cheney has said Guam would be a 
logical choice for at least some of Subic's 
functions. But the US also has options in 
Saipan, and Tinian, in the Northern. 
Marianas. The US Government leases two 
thirds of Tinian, presumably as a possible 
site for an American military base should’ 
that be required in future, though only 
some training is done these days on the- 
World War II runways. It was from Tinian 
that the Enola Gay took off to make the 
atomic bomb attack on Hiroshima in. 
1945. | 

Palau, the world's last UN trust terri 
tory, was always considered another fall- 
back option, but Washington has been un- 
able to persuade the population into voting. 
out its anti-nuclear constitution with the- 
required 75476 majority. n 
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Visit clears way for 
Hanoi-Peking summit 

> Vietnamese Foreign Minister Nguyen 
Manh Cam’s visit to China on 9-14 
September has cleared the way for a 
summit between Vietnamese Communist 
Party chief Do Muoi and his Chinese 
counterpart Jiang Zemin in Peking in 
early November. Mutual anxiety about 
the collapse of communism in Eastern 
Europe and the Soviet Union appears to 
have pushed Peking and Hanoi to move 
quickly to patch up their decade-old rift. 
Officials in Hanoi say working groups 
from the two sides will soon begin 
preparing a joint communiqué and a 
series of other documents to be signed 
during the summit, including agreements 
on restoring air, sea, land and rail links 
severed when China attacked Vietnam in 
1979 in retaliation for Hanoi's invasion of 
Cambodia. 


Army resumes drive 
against Assam dissidents 


> The Indian army resumed operations 
against the United Liberation Front of 
Assam (ULFA) on 15 September, with raids 
on several camps in the upper 
Brahmaputra valley and the arrest of 
more than 50 suspected ULFA activists. An 
army operation begun last November was 
called off in April as part of a truce for the 
May-June general elections. Since then 
ULFA has abducted some 15 officials and 
murdered three people, including a Soviet 
engineer. 


Jakarta bans book 
over Suharto slur 


»> Indonesian Attorney General Singgih 
has banned four books from circulation in 
Indonesia. The most well-known of the 
four is Yoshihara Kunio's The Rise of 
Ersatz Capitalism in Southeast Asia, 
published in 1988. An Indonesian 
translation, published in 1990, discredited 
President Suharto and “could erode the 
public’s trust in the leadership of the 
nation,” Singgih said. The other three 
books, the attorney general said, were 
banned because of fears they would stir 
up religious fanatics and promote 
communism. 


Vietnamese army 

gets a new chief 

> Vietnam's Deputy Defence Minister 
Dao Dinh Luyen has been named army 
chief of general staff, completing a 
military reshuffle begun when the defence 
minister, Le Duc Anh, was elected No. 2 
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in the Vietnamese Communist Party's 
politburo in June. Luyen, a former fighter 
pilot trained in China and the Soviet 
Union, replaced Doan Khue, who took 
over as defence minister in August. Le 
Kha Phieu, a former deputy commander 
of Vietnamese occupation troops in 
Cambodia, was named chief of the army's 
powerful General Political Department. 


Polls success for 

Malaysian party leader 

> The smooth election of three new vice- 
presidents of the Malaysian Indian 
Congress (MIC) — a component of the 
ruling National Front coalition — appears 
to have strengthened MIC president S. 
Samy Vellu's hold on the party. All three 
of Samy Vellu's candidates — M. 
Mahalingam, S. S. Subramaniam and K. 
Kumaran — obtained convincing 
majorities at the party elections on 13-15 
September, a development which MIC 
officials hope will end the acrimony 
which has dominated party debate over 
the past three years. 


Social indicators 
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Dhaka ruling party 

leads in by-elections 

»> In 11 by-elections in Bangladesh on 11 
September, the ruling Bangladesh 
Nationalist Party won five seats, the Jatiya 
Party of deposed president H. M. Ershad 
won four and the Awami League two. 
The by-elections were for seats vacated by 
MPs who won more than one 
constituency each in the 27 February 
general election. Prime Minister Khaleda 
Zia and Ershad both won in five but had 
to give up four seats each. Meanwhile, the 
15 September referendum on a 
constitutional amendment adopted by 
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parliament last month to switch from the 
present presidential form of government t 
a Westminster-style parliamentary system 
returned an 84% "yes" vote. 


Pakistan, Iran agree 
on oil exploration 

P Iran and Pakistan — 
signed five x sf 
agreements providing 
for cooperation in 
railways, road 
building, 
communications, 
postal cooperation 
and oil and gas 
exploration during 
Pakistan President 
Ghulam Ishaq Khan's four-day state visit 
to Teheran ending on 15 September. 
Pakistan is to lay a railway line in Iran 
linking its railhead at Zahidan with 
Kirman to complete the rail connection 
between Turkey and Pakistan. 
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Ishaq Khan. 


Pvongyang defector tells 
of secret nuclear facility 


> North Korea has secretly operated a 
second nuclear research facility since the 
mid-1960s in Pakchon, west of Yongbyon, 
according to a senior North Korean 
diplomat who defected to Seoul in May. 
Ko Yong Hwan, a former Foreign Ministry 
official posted in the Congo who is said to 
have had close contacts with senior North 
Korean leaders including Foreign Minister 
Kim Yong Nam, estimated that 
Pyongyang might be able to produce its 
first atom bomb in two to three years. Ko 
said at a news conference in Seoul on 13 
September that the Pakchon facility was 
located underground. 


Afghan factions face 

military aid cut-off 

»> The Soviet Union and the US will end 
military aid to the warring Afghan parties 
at the end of this year, a joint 
communiqué released in Moscow 
announced on 13 September. The 
communiqué stated that a ceasefire shoulc 
follow this cut-off and that weapons 
deliveries from all other sources should 
also be halted. US Secretary of State James 
Baker and Soviet Foreign Minister Boris 
Pankin agreed that a neutral, transitional 
body should be created to organise 
elections in cooperation with the UN. The 
task of selecting this organ from among 
the competing Afghan forces is being 
entrusted to the UN and "interested 
governments, including the Islamic 
states." 
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HONGKONG 


Hlection result puts Cluna on the spot 


Liberal landslide 


By Stacy Mosher in Hongkong 
sweeping victory for liberal, pro-de- 
mocracy groups in the first direct 


A election to Hongkong’s Legislative 


Council (Legco) has introduced a new dy- 
namic into the territory’s increasingly 
complicated political situation. While the 
results provide mixed signals on whether 
the public wants further democratic re- 
form, they make the government's task of 
reconciling the voice of the voters with the 
demands of Peking all the more difficult. 

Peking is pointing to the low 40% turn- 
out of registered voters as indicative of 
tepid interest in direct elections. But the 
extent of the defeat of pro-Peking candi- 
dates will make it more difficult for China 
to claim that it, rather than the liberals led 
by lawyer Martin Lee, represents the in- 
terests of Hongkong people. 

Liberal, pro-democracy candidates 
swept the 18 seats offered in nine geo- 
graphical constituencies, with the territo- 
ry's leading liberal party, the United 
Democrats of Hong Kong (UDHK) placing 
11 of their 13 candidates. Peking regards 
the pro-democracy groups as potential 
dissidents in the future Hongkong, special 
administrative region (SAR). 

The newly elected liberals have almost 
all been active in the Hongkong Alliance in 
Support of Democratic Movements in 
China, a group labelled subversive by Pe- 
king. Before the election, editorials in local 
pro-Peking newspapers warned Hong- 
kong voters not to cast their ballots for 
people whose inflammatory behaviour 
would threaten the territory’s prosperity 
and stability. 

The UDHK is urging the governor to 
recognise the popular mandate by includ- 
ing more liberal and moderate figures 
among the 18 appointed legislative coun- 
cillors. The governor may personally want 
to avoid a situation where Legco is split 
between the directly elected and the rest. 
Among the indirectly elected, only two are 
UDHK members, but another five can be 
expected to side with the liberals on some 
issues. 

The government is also likely to come 
under increasing pressure to appoint at 
least one liberal to the fully appointed Ex- 
ecutive Council or Exco, the territory’s 
highest decision-making body. But any at- 
tempt to give full representation in Exco to 
the pro-democracy movement could invite 
serious trouble with Peking. 

According to a report in a local English- 
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Lee: challenge to Peking. 


language newspaper soon after the elec- 
tion, the head of the Hongkong and Macau 
Affairs Office of the Chinese Government, 
Lu Ping, earlier this month told Governor 
Sir David Wilson that Peking would not 
welcome the appointment of UDHK leaders 
Lee or Szeto Wah to Exco, though as eight- 
year Legco incumbents they are the best 
qualified of all the newly elected liberals to 
be appointed. China has not said how it 
would view the appointment to Exco of 
UDHK members other than the two party 
leaders. 

The liberals have themselves admitted 
that they would face a quandary if ap- 
pointed to Exco, which has to handle a 
large amount of official information classi- 
fied as confidential. The UDHK and other 
liberals take the view that government 
should be open, and that effective accoun- 
tablility to their constituents obliges them 
to reject the Official Secrets Act. Lee has 
already stated that he would refuse an 
appointment to Exco if obliged to adhere 
to the rule of secrecy. 

In an apparent attempt to placate Pe- 
king, Lee said after the election that the 
party’s uneasy relations with China did not 
have to continue. He called for dialogue 
with the local branch of the New China 
News Agency, China’s defacto embassy in 
Hongkong, but added that improved rela- 
tions had to be based on the willingness of 
both sides. 

Whether or not a liberal is appointed to 
Exco, the newly elected UDHK candidates 
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are likely to add considerable zest to Legco 
proceedings in the new term. Joining ex- 
perienced oppositionists Lee and Szeto will 
be militant unionist Lau Chin-shek and 
scrappy grass-roots activists Frederick 
Fund and Lee Wing-tat. 

The turnout at the Legco poll was sub- 
stantially higher than this year's earlier 
elections for the municipal councils and the 
district boards. But it fell far short of the 
government's projection of 50%, and even 
shorter of independent surveys that found 
up to 70% intending to cast their ballots. 

The Secretary for Constitutional Affairs 
Michael Suen was at a loss to explain that 
the disappointing turnout was not an in- 
dication of lack of public support for 
democratic reforms. 

The government had hinted that an 
enthusiastic turnout might allow for future 
bargaining with Peking over a more rapid 
increase in the number of directly elected 
seats than is currently stipulated in the Ba- 
sic Law, which will serve as the territory's 
constitution after reversion to Chinese 
sovereignty in 1997. Lower-level Chinese 
officials, and editorials in local pro-Peking 

newspapers, have maintained that the Ba- 
sic Law cannot be altered. 

Some candidates and commentators 
blamed the government itself for inade- 
quate promotion of the elections, which 
was left largely to candidates and the news 
media. Apart from the multitude of cam- 
paign posters and the occasional motor- 
cade, people could easily walk down the 
territory's main thoroughfares totally 
unaware of campaign workers and candi- 
dates hovering anxiously around the trickle 
of voters at polling stations tucked into 
quiet back streets. A more likely explana- 
tion for the low turnout is that many re- 
gard the directly elected seats as a token 
gesture towards democracy which will 
have little impact on the way Hongkong is 
governed. 

But victorious liberals were sanguine 
over the results. Lee, an easy winner in the 
Island East constituency, said the turnout 
was comparable to congressional elections 
in the US. He also claimed that the electoral 
roll was inflated by voters in past district- 
based elections who had since emigrated. 
His colleague Szeto, who trounced the op- 
position in Kowloon East, said the gov- 
ernment had registered a large number of 
elderly illiterates who were unlikely to 
vote. 

Ironically, one of the reasons for the 
disappointing turnout may have been the 
overwhelming support for liberal candi- 
dates. Local news media had predicted 
well in advance the certain victory of at 
least one member of the United Democrats 
in nearly every district. Political superstars 
like Lee and Szeto were obliged to pull 
back in their personal campaigning efforts 
in order to support, rather than outshine, 
their less stellar running-mates or party- 
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members. 

The only constituency that came near to 
the government estimate was New Territo- 
ries East where the contest was less clearly 
predictable. In the UDHK's one great fail- 
ure, liberal voters spurned the party's two 
candidates in favour of independent can- 
didate Emily Lau, an outspoken advocate 
of democracy and human rights. A former 
REVIEW correspondent and chairman of the 
Hongkong Journalists Association, Lau 
was the only woman candidate to win a 
seat in the direct election. Elected with Lau 
was eight-year incumbent Andrew Wong, 
a quirky, sometimes-liberal university lec- 
turer, 

UDHK party member Lau Chin-shek 
won a seat under the banner of the allied 
Christian Industrial Committee. Another 
allied liberal group, Meeting Point, placed 
two of its three candidates. In the Kowloon 
West constituency, the single UDHK candi- 
date won alongside popular grass-roots 
liberal Frederick Fung, representing the 
non-allied Association for Democracy and 
People’s Livelihood. Fung failed to share 
the benefits of his popularity with his run- 
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Wah, the vice-director of the local branch 
of the New China News Agency, decided 
arbitrarily which candidates to support 
without consulting local pro-Peking 
groups. 

“The campaign personnel were sup- 
plied as promised,” said the source, “but 
that doesn’t mean we actually voted for 
them.” Pro-Peking candidate Cheng Kai- 
nam suffered a severe withdrawal of sup- 
port when it was revealed that he had be- 
trayed patriotic principles by obtaining a 
British National Overseas passport, which 
grants him second-class British nationality 
after 1997. 

For all their failure in the direct elec- 
tions, conservatives could console them- 
selves with easy victories in the functional 
constituency elections held on the previ- 
ous Thursday. Even the Liberal Demo- 
cratic Federation managed to secure seats 
for two of its three contesting members, 
along with four figures considered friendly 
to Peking. 

With more than half of the 21 functional 
constituency seats uncontested, the turnout 
for the remaining nine seats also fell below 
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Wilson; tallying votes; going to the polls: added zest and complications for Legco. 


ning-mate, Law Cheung-kwok, who was 
unable to shake off a pro-Peking label. 

The only genuine non-liberal to win 
was incumbent rural leader Tai Chin-wah 
in New Territories West. But in general 
pro-Peking and conservative candidates 
were the big losers of the day, in spite of 
massive campaigning efforts in the case of 
leftist candidates. 

Candidates of the conservative Liberal 
Democratic Federation offered no serious 
challenge in the four districts where they 
ran. One of the pro-Peking candidates, 
unionist Chan Yuen-han, garnered a 
respectable share of votes, however, as did 
journalist David Chan, who enjoyed the 
support of local pro-Peking groups. 

According to one source close to China, 
the leftist defeat has caused relief rather 
than dismay among pro-China forces, as 
none of the candidates was considered 
wholly reliable. The source said Zheng 


government predictions, at just 47%. Low- 
est of all was the Second Industrial con- 
stituency of the Chinese Manufacturers’ 
Association, in which incumbent Ngai Siu- 
kit was re-elected with a dismal 28.55% 
turnout. 

Most hotly contested were three new 
constituencies: Financial Services, Tour- 
ism, and Architecture, Surveying and 
Planning, which drew from 70-86% of their 
registered electors. A deep division 
emerged in Financial Services, which in- 
cludes representatives of stockbrokers and 
the insurance industry, with nearly all in- 
surance industry representatives casting 
their votes for one candidate, a fellow in- 
surer. 

The winning candidate, stockbroker 
Chim Pui-chung, angrily threatened to 
refuse support for the needs of insurers in 
future. Chim, a former broker for George 
Tan, former head of the collapsed Carrian 
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group, won the election largely on the ba- 
sis of his antagonistic stand towards at- 
tempts by the government to reform the 
administration of the Hongkong Stock Ex- 
change. 

While more than half of the directly 
elected legislators are lawyers or teachers, 
the Legal and Teaching functional con- 
stituencies showed an uninspiring voter 
turnout of 57.78% and 44% respectively. 
The lack of enthusiasm was partly due 
to the overwhelming strength of win- 
ning candidates Simon Ip, a moderate so- 
licitor, and Cheung Man-kwong, a UDHK 
member. 

In addition, some lawyers apparently 
took exception to the functional constitu- 
ency system. 14 ballots in the legal con- 
stituency were declared invalid. A legal 
source says some voters had crossed out 
both candidates’ names in protest while 
others wrote on the ballot: “The functional 
constituency system contravenes Hong- 
kong’s Bill of Rights. d 

Most notable in the functional constitu- 
ency elections was the victory of incum- 
bent Jimmy McGregor in the First Com- 





mercial constituency of the Hongkong 
General Chamber of Commerce. McGregor 
had been engaged in a long-running con- 
flict with prominen conservative members 
of the chamber's general committee, who 
objected to his moderate political views 
and had pulled out all stops to support 
another candidate, Paul Cheng, who was 
backed by conservative businessmen. 
Waxing rhapsodic after an unexpected 
victory, McGregor supporters saw the 
election as a vindication of McGregor's re- 
formist views, a vote of no-confidence for 
the back-room king-makers, and an illus- 
tration of the power of the secret ballot. 
Concerning the mediocre voter turnout 
of 56.62%, chamber members speculated 
that some electors refrained from casting 
their ballot in dismay at the acrimonious 
campaigning. Members of the local Indian 
community, in particular, had been put 
under heavy pressure. a 
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RELATIONS 


Soviet communist collapse clouds Pekings horizon 


Not in the party spirit 


By Lincoln Kaye in Peking 


y the standards of this capital, the 

diplomatic pace here in September 

has been frenetic. However, in the 
uneasy aftermath of the communist col- 
lapse in the Soviet Union, the string of of- 
ficial and unofficial visits has not 
amounted to quite the triumphal coming- 
out party that Peking might have hoped 
for after its two years of isolation since the 
June 1989 Tiananmen massacre. 

Instead, China found itself groping for 
a role in what it fears may become a 
unipolar new world order. The roster of 
visitors at least gave Peking a chance to 
sound out where it might stand with such 
key diplomatic constituencies as Asean, the 
Non-Aligned Movement, the US, the EC, 
Asian communist neighbours and even 
erstwhile socialist brethren from Eastern 
Europe. 

Within a few weeks of each other, China 
has played host to prime ministers Toshiki 
Kaifu of Japan, John Major of Britain and 
Giulio Andreotti of Italy; heads of state 
King Azlan Shah of Malaysia and Presi- 
dent Wee Kim Wee of Singapore; elder 
statesmen Henry Kissinger, Margaret 
Thatcher and former Polish premier 
Mieszyslaw Rakowski; Foreign Minister 
Nguyen Ngoc Cam of Vietnam; and as- 
sorted legislators, press lords and senior 
diplomats from elsewhere. 

Just getting this many dignitaries to visit 
is an achievement of sorts. Yet the tone of 
many of the meetings was frostily correct 
and reciprocal invitations came only from 
Malaysia, Singapore and Vietnam. 

After he left — and while Thatcher was 
still in Peking — Major felt obliged to cover 
his tracks politically with tough talk about 
the “harsh and baleful influence of com- 
munist rule” and the lack of personal lib- 
erty in China. Coincidentally or otherwise, 
the very next afternoon China expelled 
British journalist Andrew Higgins of The 
Independent with just 48 hours’ notice. 

Likewise, even as Kissinger was ex- 
changing pleasantries here with Premier Li 
Peng, US customs officials in New York 
were raiding premises of 23 Chinese firms 
suspected of mislabelling merchandise to 
evade garment quotas. Peking’s ambassa- 
dor in Washington protested against the 
raids, but a Western diplomat suspects that 
the action might signal that “the US ad- 
ministration is getting tired” of fending off 
China's congressional critics. 

Even the mild-mannered Andreotti felt 
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obliged to slip a few barbs into his remarks. 
He reportedly advised Li to adopt a more 
consultative style of government, and in 
accepting an honorary doctorate from Pe- 
king University alluded to the aspirations 
of youth to make itself heard. 

Perhaps the most contentious item on 
the Sino-Italian agenda, however, was in- 
troduced by a high-ranking Jesuit in Rome 
who let slip — just days before Andreotti 
arrived here — that the Pope had recog- 
nised nearly a third of the bishops ap- 
pointed by China's state-backed Patriotic 





edits a weekly magazine. In Peking, how- 
ever, Rakowski rated red-carpet treatment 
in the Great Hall of the People, where po- 
litburo member and ideology chief Li 
Ruihuan boasted to him of China's "great 
achievements of socialist construction." 

Even headier treatment was reserved 
for a delegation of publishers from the 
Press Trust of India. They were received 
by Li Peng himself in his private office in 
the Zhongnanhai leadership compound, 
Peking's Kremlin. Li confirmed that he 
would soon reciprocate a 1988 visit to 
China by the late prime minister Rajiv 
Gandhi. 

The Chinese premier, who generally 
shuns news conferences, ably fielded 
questions from the Indian group for nearly 
25 minutes. But, according to a member of 
the delegation, when the subject turned to 
government accountability, Li abruptly an- 
nounced "time's up.' 





Li and Andreotti: frostily correct tone to meetings. 


Catholic Association. The Jesuit declined to 
identify which of the country's 60 bishops 
enjoyed Vatican endorsement. 

Whoever they are, by China's criteria 
they amount to double agents. Peking's 
communist rulers originally split the Patri- 
otic Catholics away from the Roman 
Catholic Church precisely in order to avoid 
harbouring a mass organisation in China 
that owed allegiance to a foreign authority. 

No such nettlesome issue clouded the 
Sino-Asean diplomatic horizon. The Singa- 
pore president and the Malaysian king 
both brought flood-relief donations, largely 
raised from the sizeable ethnic Chinese 
populations of their respective countries. 
Chinese President Yang Shangkun duly 
thanked them and accepted their invita- 
tions for a reciprocal visit, probably some 
time in 1992. 

The high-level reception accorded an- 
other one of the visiting dignitaries earned 
Peking no thanks from his home govern- 
ment. Rakowski, a staunch communist, 
was Poland's last-but-one prime minister 
before the populist surge that swept the 
current Solidarity regime to power in 1989. 

At one time, Warsaw considered indict- 
ing him for wrecking the Polish economy, 
but he was allowed to go free and today 
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Elsewhere, the Indian publishers found 
themselves repeatedly sounded out about 
New Delhi's reaction to the collapse of its 
Soviet ally. They came away with the feel- 
ing that, in the wake of the failed Moscow 
coup, China's interest is livelier than ever 
in South-South cooperation and the future 
of the Non-Aligned Movement. 

To wrap up the hectic round of foreign 
visits, Peking prepared to host a week-long 
300-delegate meeting of the international 
Pugwash Conference on Science and 
World Affairs, a left-leaning peace move- 
ment and environmental group. Yet, for all 
the sloganeering about peaceful co- 
existence, China hardly seemed ready to 
beat its own swords into ploughshares. 

A People's Daily commentary castigated 
Taiwanese authorities for allowing an op- 
position group there to draft and promul- 
gate a constitution for a self-styled "Tai- 
wan Republic" A Foreign Ministry note 
protested against oil-drilling ac tivities by 
South Korea in the Yellow Sea. And, just to 
underscore the message — both for out- 
side consumption and for the benefit of 
China's own populace — troops of the Pe- 
king Military Region held training exer- 
cises at the foot of the Great Wall, barely 30 
km from the capital. x 
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INDONESIA 


Outspoken ( solkar candidates are dropped 


President's pleasure 


By Adam Schwarz in Jakarta 


resident Suharto has struck several 
of the most visible and outspoken 
members of Golkar, Indonesia's 
dominant political grouping, from the list 
of candidates for general elections due in 
June. The move by Suharto, who heads 
Golkar's supervisory board, or Dewan 
Pembina, has been criticised as a setback 
for political liberalisation in Indonesia. 
The ultimate impact of Suharto’s action 
is unclear. Reprisals have been limited so 
far to the more vocal candidates of Golkar, 
a political amalgamation representing 
military, bureaucratic and civilian interests. 
It is not known if broader efforts are on the 
way to suppress dissenting viewpoints 
from other layers of society — such as 
the press and non-governmental organisa- 
tions. 
“It's a major setback, no matter what 
comes next,” said Marzuki Darusman, one 
of the Golkar parliamentarians dropped by 


Suharto. Adds political scientist Juwono 
Sudarsono: “What we're seeing is a re- 
trenchment of keterbukaan |openness]." 

In August 1990, several of Suharto's 
senior ministers signalled a willingness to 
permit a more robust debate on political 
issues. But political observers expressed 
little surprise that Suharto would act to re- 
strict dissent as elections draw nearer. 
Suharto took similar measures before pre- 
vious elections, they said. What is different 
about the current measures, says Indone- 
sian Democratic Party (PDI) member Kwik 
Kian Gie, "is that they are happening while 
the rest of the world is clearly moving to- 
wards greater political liberalisation." 

Indonesia's parliament has 500 seats, of 
which 100 are reserved for the armed 
forces and the rest chosen through general 
elections. In 1987, Golkar won 299 seats, 
the PDI 40 seats and the Islam-backed Partai 
Persatuan Pembangunan (PPP) 61 seats. 

The parliament, known as DPR, forms 
half of the People's Representative Council 


(MPR), which is convened once every five 
years to elect the president. In addition to 
parliamentary members, about 140 seats in 
the MPR are set aside for representatives 
from the 27 provinces, 100 are appointed 
by the president and the remainder allo- 
cated to the three political parties — 
Golkar, PDI and PPP — based on their 
showing in the general elections. 

Earlier this year Golkar put together its 
list of 800 parliamentary / MPR candidates, 
broken down by province, and also con- 
taining a separate section of reserve can- 
didates. The list is assembled by a team 
headed by Golkar chairman Wahono, 
Home Minister Rudini and armed forces 
chief Gen. Try Sutrisno, representing 
Golkar's three main constituencies, and is 
approved by the Suharto-led Dewan 
Pembina. 

Names near the top of the list for each 
province are elected to parliament. In West 
Java, for example, Golkar expects to 
win 44 seats, the number it attained in 1987. 
Thus, the top 44 names on the West Java 
list for the 1992 elections would be seated 
in parliament and the next 10 or so would 
be Golkar’s West Java delegates to the MPR. 

In a series of meetings in August and 
early September, Suharto changed the po- 
sition of 10-15 names on Golkar’s master 
list of candidates, Golkar sources say. Some 
names were removed entirely; others were 
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pushed far enough down the list so that 
election to parliament is unlikely. 

An early casualty was business re- 
searcher Christianto Wibisosno, who in 
July embarrassed the government by pub- 
lishing data which estimated Indonesians 
held more than US$50 billion in Singapore 
bank deposits. 

Suharto also scratched off two outspo- 
ken members of the armed forces faction 
in parliament — Maj.-Gen. Saiful Sulun 
and Col Roekmini Koesoemo Astuti. 
Sulun, a high-ranking official in the DPR, 
had advocated a higher profile for the DPR. 
Astuti had on several occasions criticised 
the Indonesian press as being agents for 
government propaganda. 

Darusman, a popular legislator who has 
criticised government policies ranging 
from land-acquisition rules to censorship 
of books, was moved from No. 11 to No. 
47 in Golkar's West Java list. 

Anang Adenansi, a former newspaper 
editor in Banjarmasin, Kalimantan and a 
vocal opponent of government restrictions 
on the press, initially occupied the top spot 
in Golkar's South Kalimantan list for 1992 
but, on Suharto's instructions, was 
dropped to No. 10, Golkar sources say. 

The final list has not been made public 
and no explanation for the changes has 
been offered. Political analysts suggest that 
the removal of the two armed forces candi- 


dates was Suharto's re- 
sponse to some elements in 
the military who have 
been pushing for greater 
political liberalisation. 
Other delegates appear to 
have fallen foul of Suharto 
by criticising a recently 
formed grouping of Mus- 
lim intellectuals and by es- 
pousing political views 
considered too Western. 

"Recent events in the 
Soviet Union and Yugosla- 
via may have worried 
Suharto," says Sudarsono, 
a dean at the University of 
Indonesia. "They are re- 
minders of the dangers of openness in 
countries where race and religion can be 
divisive factors," he said. 

A senior government official, who be- 
lieves the crackdown on critics will be lim- 
ited to Golkar, suggests that Suharto's real 
aim is to pre-empt efforts by some in par- 
liament to introduce a debate on presiden- 
tial succession into the next MPR session, 
scheduled for March 1993. Many political 
commentators believe Suharto will seek a 
sixth five-year term as president beginning 
in 1993. 

Analysts say other, younger members 
of Golkar will emerge to take the place of 








Suharto: setback. 


the outspoken delegates 
who have been removed 
from the list. 

Others believe that 
neutralising Golkar's most 
visible critics will have a 
dampening effect on po- 
litical debate in Indonesia, 
at least through the presi- 
dential election in 1993. 
" After five years of height- 
ened parliamentary pro- 
file, [Suharto's actions] 
have completely over- 
turned the norms [of de- 
bate] which have deve- 
loped in recent years," 
says Darusman. "The 
message is that Suharto doesn't want 
the DPR to be a participant in the 
national debate." 

Some businessmen said that Suharto's 
changes to the candidates' list would have 
little effect on the business climate. But 
some economists worried that foreign in- 
vestors would look amiss at efforts to close 
off debate. 

"Whenever you have an increase in the 
concentration of power, you increase the 
likelihood of a sudden disturbance," says 
economist Hartojo Wignjowijoto. “From a 
stability point of view, [efforts to curtail 
debate] are destabilising.” » 
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CAMBODIA 


Return of Cambodian refugees means huge problems 








By Rodney Tasker in Bangkok 

ith a full peace settlement in 
Wess becoming likely, UN 

officials in Thailand and Phnom 
Penh are preparing for the repatriation of 
340,000 Cambodian refugees currently liv- 
ing in camps on the Thai-Cambodian bor- 
der. It will be one of the largest, most haz- 
ardous repatriation operations ever under- 
taken by the UN, and will cost more than 
US$100 million. 

Officials from the UN and other related 
agencies are already busy in Cambodia 
and in the camps along the border identi- 
fying sites for transit and reception camps 
and finding out from the refugees where 
they want their new homes to be. The main 
message being put around the camps is 
that the displaced Cambodians 
— nearly 5% of the total Cam- 
bodian population — should 
wait to be repatriated in an or- 
derly way. The same applies to 
some 190,000 Cambodians who 
have fled from combat zones to 
live in settlements inside Cam- 
bodia. 

Some groups of refugees 
have already opted to make for 
home on their own, leaving the 
border camps and risking land 
mines, bandits, health hazards 
and food shortages. “You can't 
stop them, but you can't help 
them," commented one senior 
UN official in Bangkok. "The 
trouble is that political develop- 
ments are moving faster than 
the humanitarian effort." 

Politically, both sides in the 
Cambodian conflict have said they expect 
a comprehensive peace settlement to be 
signed in Paris at the end of October. The 
settlement will follow the guidelines of a 
draft settlement drawn up by the UN Se- 
curity Council's five permanent members 
in November 1990. China, the main backer 
of the the Khmer Rouge resistance faction, 
and Vietnam, which has sponsored the 
Phnom Penh regime which ousted the 
Khmer Rouge, are on the verge of a full 
normalisation of relations. This has been a 
major factor leading to a breakthrough in 
peace negotiations between the two war- 
ring sides. 

The UN and other relief agencies have 
already drawn up a plan which envisages 
border refugees being transported to tran- 
sit camps in Thailand, and then on to six 





The road back 


Cambodian refugees are losing patience. 






reception centres in Cambodia before re- 
turning to their villages. The vast majority 
of the border population are rural people, 
who will have to be fed, given health care 
and farming tools to return to their old 
lives. The plan, spearheaded by the United 
Nations High Commissioner for Refugees 
(UNHCR), cannot be launched until the four 
warring Cambodian factions put their final 
signatures to a peace settlement, possibly 
on 31 October. 

The preparations for repatriation alone 
have been estimated to cost US$33 million. 
About US$9 million has already been 
pledged by donor countries, the largest 
contribution so far coming from Japan. 
Under the plan, some 10,000 Cambodian 
refugees a week will be moved from their 
camps on the long overland trek home, 


assisted by the UN and other relief agen- 
cies along the way. Given Cambodia's 
creaky infrastructure, temporary bridges 
will have to be built, and dirt roads made 
passable. 

The UNHCR is conducting a poster cam- 
paign in the border camps urging refugees 
there to be patient and to wait for orderly 
repatriation. The trouble is that the refu- 
gees are well aware of the peace process 
and many are eager to get home and claim 
plots of land before the mass exodus. They 
are also now trying to make as much 
money as possible, one way or the other, 
to equip themselves for their return. 

A movement of about 1,000 Cambodi- 
ans a week into the camps earlier this year 
has been reversed since the peace process 
started in June. With a shaky ceasefire al- 
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ready in place in Cambodia, many Cambo- 
dian fighters have formed bandit groups 
of up to 60 men to rob and loot along the 
border. Refugees in the camps, Thai villag- 
ers and even relief officials have become 
prey to the recent surge in violence. 

It is still the rainy season in Cambodia, 
and the country has suffered its worst 
floods in 50 years. This has contributed to 
an estimated rice deficit of 90,000 tonnes, 
and there has been a sharp increase in cases 
of malaria. Relief officials on the border 
have documented 2,500 cases in July, 
compared with 1,800 in May. There has 
also been a sharp increase in the mortality 
rate among children under the age of five. 

If the peace settlement is put in place, 
the UN repatriation plan is expected to be 
launched in the New Year taking six to 
nine months to complete. 

A joint relief agencies’ report drafted in 
1990 highlights the main problems: 
> The widespread presence of mines — 
particularly in the western and northern 
parts of the country, and along the Thai- 
Cambodian border. An operation to find 
and remove these will have to start imme- 
diately after a peace settlement is signed. 
> The dangers involved in 
moving thousands of people 
from the reasonably sanitary 
| conditions of the border camps 
in Thailand to rural Cambodia, 
where a lack of clean water is 
likely to cause serious health 
hazards, especially among 
children. 

P» The weak administrative 
and socio-economic structures 
in Cambodia. 

Relief officials on the border 
are concerned that when the 
dry season arrives in Novem- 
ber, a more substantial number 
of refugees might start to move 
back home. Their worries cen- 
tre more on camps controlled 
by the Khmer Rouge than those 
administered by the two non- 
communist resistance factions. 

One senior UN official commented that 
the two non-communist factions — the 
Khmer People’s National Liberation Front 
and the pro-Sihanouk faction — now de- 
prived of their former funding by the US 
and other countries, would be hard pressed 
to look after their returning refugees. 

Relief officials are watching to see if 
Khmer Rouge-controlled refugees start to 
move home on their own when the rains 
stop. Apart from humanitarian considera- 
tions, such a movement would also have 
political overtones by establishing a sizable 
pro-Khmer Rouge population back in the 
country before those loyal to the non- 
communist factions. An estimated 100,000 
of the 340,000 refugees in the border camps 
are families of fighters from the three re- 
sistance factions. a 
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SOUTH KOREA 


Calls for military spending cuts unlikely to succeed 


eee 





By Shim Jae Hoon in Seoul 
he collapse of Soviet communism 
: has triggered demands for a cut- 
back in South Korea's enormous 
defence budget, but the immediate re- 
sult of the ongoing debate will more likely 
be slower growth than significant reduc- 
tions. 

Recent applications by both North and 
South Korea for UN membership have 
fuelled calls for smaller defence spending. 
Analysts contend that the changing global 
situation resulting from liberalisation in the 
former Soviet bloc has reduced the chance 
of Pyongyang mounting a surprise attack 
on the South. 

Within the government of President 
Roh Tae Woo, however, few officials are 
inclined to accept the theory that North 
Korea's hostility will lessen significantly 
due to the climate of international detente. 
They agree that chances of an- 
other war breaking out on the 
Korean peninsula have re- 
duced considerably , but point 
to North Korea's continued 
use of a quarter of its US$23 
billion GNP on military spend- 
ing as reason for caution. The 
North maintains 1 million men 
under arms while Seoul's 
armed forces total 650,000. 

Defence Minister Lee Jong 
Ku touched off the debate by 
seeking a 25% increase in the 
defence budget for the fiscal 
year 1992 starting in January. 
In asking for Won 9.6 trillion 
(US$13.2 billion), against the 
current level of Won 7.7 tril- 
lion, Lee cited the need for 
South Korea to acquire state-of-the-art 
weaponry including a new fleet of F16 
fighters. 

The acquisition of the new fighters is 
expected to add total US$5.3 billion to the 
overall defence burden over the next five 
years. In addition, the government must 
begin paying for US$800 million worth of 
P3 Orion reconnaissance planes it has 
bought. 

Since the 1975 collapse of South Viet- 
nam, military expenditure in South Korea 
has seldom dropped below 30% of the na- 
tional budget. Under an agreement with 
the US, total defence spending has ranged 
between 6% of GNP in the early 1980s to 4% 
this year. 

Pressure for a cutback comes from a 
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South Korea 





variety of sources including the political 
opposition under Kim Dae Jung and the 
business community. The Federation of 
Korean Industries (FKI), a conservative or- 
ganisation of top conglomerates, has re- 
cently surprised the government by asking 
for an outright reduction in the defence 
budget. An FKI statement in August said 
the government must allocate resources 
better by providing more money for in- 
dustrial infrastructure projects. 

However, what really nettles the gov- 
ernment is increasingly vocal demands for 
cutbacks from various citizens' groups and 
the academic community. Among the most 
prominent has been the Citizens' Coalition 
for Economic Justice, a dissident-oriented 
organisation, which has argued that the 
defence budget should not only be gradu- 
ally reduced but thrown open to thorough 
discussion in the media. 
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troops: increasing internal pressure. 
spending programmes and said he will ac- 
cept a public debate on the issue. 

But while demanding cuts in the over- 
all size of military expenditure, most critics 
have no idea where the savings should 
come from or how much they are aiming 
for. Out of the total defence budget, 38% 
goes to personnel costs and 35% is taken 
up by investment on arms and other 
equipment. That leaves little flexibility in 
tinkering with the remainder of the budget, 
according to defence officials. 

Instead of outright cuts, private-sector 
analysts suggest more efficiently manag- 
ing the defence budget to minimise waste. 
"Waste is a universal problem in defence 
budgets all over the world, but in [South] 
Korea, an improved accounting system 
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could better handle the problem," says Jee 
Man Won, a military commentator known 
for expert criticism of the government's 
defence programme. 

Even if a decision was made to reduce 


the defence budget, says Jee, it should in- 
volve long-term planning well ahead of ac 


tual reduction in outlays. Jee is in favour of 
a steady restructuring to reduce the armed 
forces' manpower while investing in more 
high-technology defence equipment. But 
taking Jee's advice would mean higher and 
not lower spending as it would require a 
vast amount of advance investment to turn 
the present labour-intensive armed forces 
into a technology-based one. 

Reducing numbers is unlikely to save 
enough money to satisfy the critics as the 
pay levels of South Korean soldiers are 
way below those in the private sector. Ac- 
cording to defence experts, the total cost of 
maintaining an average South Korean sol- 
dier in battle-fit condition is US$13,810 a 
year, significantly lower than US$16,620 for 
a soldier in Taiwan. 

Opposition critics and dissidents believe 
Seoul's spending of about US$10 billion on 
defence each year — about twice the 
North's expenditure — should be scaled 
back to make room for more spending in 
such areas as social welfare, housing and 
the environment. 

But Lee says the country 
has to keep defence outlays to 
a level of 4.5% of GNP for a 
further three to four years in 
order to reach military parity 
with the North. He is ready to 
shorten the period of manda- 
tory service from 30 to 26 
months for the army, and 
from 35 to 30 months for air 
force personnel. This policy, 
which he hopes will mollify 
critics of the defence budget, 
will be effective from 1993 ac- 
cording to an announcement 
by Lee on 5 September. 

His opponents' efforts to 
sway public opinion in their 
favour have been undermined 
by a lack of detailed knowledge of defence 
matters and the absence of signs from 
Pyongyang that it is ready to make similar 
cuts 


E 


"You can't base argument for a reduc- 
tion only on impressionistic views that the 
international situation can change North 
Korea," says Park Jae Ha of the Korea In- 
stitute of Defence Analyses. Firm evidence 
of North Korea giving up a military option 
is yet to be shown, he added. 

Roh apparently agrees. Officials of the 
Economic Planning Board, tinkering with 
budget requests for the next fiscal year, are 
said to be inclined to approve a 12% in- 
crease for 1992. The debate will go on, but 
so will the small increases in military 
spending. a 
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Coup s defeat brings hope for speedy reform 


Perestroika heads east 





By Louise do Rosario in Viadivostok 
he failure of the Moscow coup may 
| mean the belated start of perestroika 
in the Soviet Far East. Leaders of the 
Russian republic's East Asian regions be- 
lieve the victory of reformists will give 
them the chance to control their own 
economies rather than obey central gov- 
ernment policies which have long confined 
them to supplying raw materials. 

Although the Soviet political situation 
has not stabilised, it appears the main ob- 
stacles to greater autonomy in regions like 
Primor and Khabarovsk are crumbling. 
Reformists such as Russian President Boris 
Yeltsin championed economic freedom for 
the Soviet Far East more than a year ago, 
prompting regional leaders to form a uni- 
fied lobby. 

But it was only after the attempted coup 
that the regions appeared to gain the co- 
operation of the Soviet military, which had 
traditionally stunted development by re- 
stricting foreign investment. Now weak- 
ened as a political force by the demise of 
the Soviet Communist Party, the military 
has indicated its willingness to speed up 
the pace of free-market reforms. 

In an interview with Tokyo's Yomiuri 








Lozovoy: freedom for enterprises. 


newspaper on 1 September, almost two 
weeks after the coup in Moscow, Col-Gen. 
Viktor Novozhilov, commander of the Far 
East Military District, said the military 
would not "interfere with politics." To 
stress the point, he revealed that his force 
had been "depoliticised" with the dismissal 
of more than 7,000 political commissars by 
26 August. 

"With greater autonomy, reforms will 
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proceed very, very fast from now on," said 
Alexander Korobeev, a law professor at the 
Far Eastern State University and a member 
of a group which drew up a package of 
economic reforms. 

The Soviet Far East comprises the 
Khabarovsk and Primor regions, the states 
of Amur, Sakhalin, Kamchatka and 
Magadan, the Yakut autonomous republic 
and the Chita territory. It accounts for 27% 
of the Soviet Union's area but has a popu- 
lation of only 7.2 million, mostly Russians 
and Ukrainians. Many are military person- 
nel and their families, some of whom set- 
ted there after World War II. 

The region houses a third of the nation's 
nuclear forces and a quarter of its conven- 
tional forces, Japanese defence sources say. 
It is also the home of the Soviet Pacific fleet, 
with nuclear-submarine bases in 
Vladivostok, capital of Primor, and 
Petropavlovsk, close to the Sea of Okhotsk. 

The Far East was quiet during the coup. 
Novozhilov said that “not one single mili- 
tary vehicle" was mobilised. In Vladivo- 
stok and Khabarovsk, the two largest cities 
in this sparsely populated region, there is 
little physical trace of the euphoria seen in 
Moscow after the coup failed. Statues of 
Lenin, the former Communist Party head- 
quarters, communist symbols destroyed 
elsewhere by angry crowds, are untouched 
here. While tens of thousands of anti-coup 
protesters took to the streets in Moscow, 
only a few hundred took part in rallies in 
cities here. 

Perhaps fittingly, more people than that 
chose to attend an exhibition of Asian con- 
sumer goods in Vladivostok organised by 


food could be imported. 


Another concern is a continuing purge of officials who did 


Double trouble 


The Soviet Far East faces two immediate problems — inflation 
and the possible escalation of a political purge. 

No official inflation figures are available here, but residents 
said the cost of many essential goods rose by about 500-600% 
last year and prices were still rising by 5-6% each month. 

Bread in Vladivostok, for example, has jumped from Rbl 0.2 
(33 US cents) a kilogram six months ago to Rbl 0.7. Tomatoes 
have become unaffordable for the average worker, who earns 
Rb! 600-800 a month. In Khabarovsk, the price of 1 kg of to- 
matoes has soared from Rbl 3 last year to Rbl 20 because of a 
poor harvest caused by heavy rains. 

Each person is rationed 1 kg of sugar, 300 gm of edible oil 
and 1 kg of meat a month. State shops are empty, while prices 
in private markets have soared. Meanwhile, disillusioned ur- 
ban workers refuse to heed calls to help out on state farms, 
leaving crops rotting in the fields. Food shortages are therefore 
likely to persist. 

Valery Lozovoy, vice-chairman of Primor's Soviet of Peo- 
ple's Deputies, told the REVIEW his region would import 
foodstuffs and ration electricity. Cynics said that given the se- 
rious shortage of hard currency, there was a limit to how much 
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not vocally back Russian President Boris Yeltsin's defiance of 
the coup. Alexy Volintzev, chairman of Primor's Soviet of 
People's Deputies, has resigned over his support for the coup. 
Khabarovsk Mayor Alexander Panchenko and Nikolai 
Daniluk, chairman of that region's assembly, are under pres- 
sure to quit because of their ambiguous stand then. 

Anatoly Ilychov, a senior journalist in the Vladivostok bu- 
reau of Novosti newsagency, spoke out against the witch hunt. 
"We feel culprits should be identified in Moscow, and not at 
local levels; otherwise it will be like a new kind of political 
repression," he said. 

Many top government and Military Officials in the Far East, 
sources said, adopted a wait-and-see attitude during the coup. 
Many of the rank-and-file soldiers, however, declared their 
loyalty to Yeltsin early on, residents said. These young officers 
had been dissatisfied with their declining standard of living 
and the slow pace of reform within the military. 

Col-Gen. Viktor Novozhilov, Far East Military District com- 
mander, said he did not order a curfew or other restrictions on 
civilians as instructed by the coup leaders. By 20 August, “we 
learnt about local resistance elsewhere and realised that the 
coup would be over in one or two days," he said. Novozhilov 
resigned by 24 August from the Communist Party. 

m Louise do Rosario 
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THE AIRBUS FAMILY IS BIGGER THAN YOU THINK. 


In just 20 years we have created a family of 6 
technologically advanced airliners. 

And because they serve the wide ranging needs 
of today's airlines, we have already obtained 
over 1,700 orders from more than 100 customers. 


In fact, we have done so well, we are now the 
world's 2nd most successful commercial aircraft 
manufacturer. 

That's why, in civil aviation, we're Number 2 
and leading. 
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the Tokyo-based Japan-Soviet 
Coastal Trade Promotion Commit- 
tee. Thousands of kilometres from 
the Kremlin, the Soviet Far East has 
— even in the era of glasnost — 
been more preoccupied with basic 
economic needs than political activ- 
ism. 
Encouraged by Yeltsin’s support 
for autonomy during a February 
1990 visit, regional officials met 
several times in Khabarovsk last 
year to discuss forging an economic 
alliance. They achieved their goal 
this July with the formation of the 
Far East Association of the Soviet of 
People’s Deputies. 

When the coup began on 19 Au- 

gust, the association’s representa- 
tives were, by coincidence, in Mos- 
cow formally presenting a regional eco- 
nomic reform plan. Association officials 
say the proposals, which are “on Yeltsin's 
desk” awaiting final approval, include: 
> Autonomy for local enterprises to keep 
up to 30% of their output and most of their 
foreign currency earnings. Currently busi- 
nesses can hold onto only a negligible 
amount. 
> Transfer of import and export licensing 
rights to local authorities from central 
ministries. 
> Tax exemption for most products. 
"Freedom for enterprises is the priority of 
our new market reforms," Valery Lozovoy, 
vice-chairman of Primor's Soviet of Peo- 
ple's Deputies, said in an interview with 
the REVIEW. 
> The establishment of at least four more 
free-trade zones in addition to the existing 
handful in the Far East. They are: one along 
the North Korean-Soviet border in the 
south; Ussuri along the Sino-Soviet border; 
the Jewish town of Birobidzhan near 
Khabarovsk; and Vladivostok. 
P The opening of Vladivostok to foreign- 
ers by 1 January 1992 and of direct flights 
between the regional capital and Japan 
soon afterwards. 

These plans underscore the region's 
desire to jump-start market reforms. In 
Primor, the most industrialised region in 
the Soviet Far East, a group of young ex- 
perts led by 37-year-old governor, 
Vladimir Kuznitzov, has been particularly 
active in pushing for radical reforms. The 
group wants an end to decades of subser- 
vience to Moscow during which the Soviet 
Far East saw its diamonds, coal, timber, 
fish and other raw materials shipped out, 
leaving little for local consumption. 

“We are one of the few places in the 
country which produces caviar, yet we 
can't find it in our shops here," complained 
a Russian housewife. 

Foreign investment is critical. Central 
government spending in the Far East has 
diminished with the decline of the Soviet 
economy. Local factories do not receive 





Chinese businessmen at Vladivostok trade fair. 


enough subsidised raw materials from 
Moscow and have had to cut back produc- 
tion. A new telephone relay station in 
Khabarovsk city, completed four years ago, 
remains idle because the only factory in 
the country making certain essential tele- 
phone equipment has halted production. 
The Soviet military accounts for close to 
70% of the Soviet Far East's economic out- 
put, one source said. It owns the biggest 
shipyard, electronics and other manufac- 
turing concerns. These plants could pro- 
vide a good industrial base if successfully 


converted to commercial use. 

Local officials are not waiting for 
the Cold War in Northeast Asia to 
end before they try to create a fa- 
vourable business environment. Im- 
mediately after the coup, the Soviet 
Far East resumed courting foreign 
investors, local officials said. On 23- 
24 August, when history was in the 
making in Moscow, Khabarovsk 
was hosting 17 mayors from Japa- 
nese cities. 

Such trade and other foreign del- 
egations never stopped despite the 
political uncertainty. Meanwhile, 
Kuznitzov, who runs the southern 
Primor region, was also busy pro- 
moting business ties in early Sep- 
tember in Pusan, South Korea, while 
domestic politics were still in 
turmoil. 

Despite a commitment to economic re- 
form, some officials in the Soviet Far East 
fear a headlong rush for change could 
plunge the region into chaos. ^We are close 
to destroying most state properties," noted 
Gennady Katkov, the former third-ranking 
Communist Party official in Primor who 
now heads a trade association. "But we 
have not yet established proper market 
relations. Our enterprises have little ex- 
perience with free market and competi- 
tion." B 
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MALAYSIA 


Workable compromise among Kelantan parties 
/ e 


Coming to terms 








By Suhaini Aznam in Kuala Lumpur 


Imost a whole year after the oppo- 








sition Parti Islam-Semangat ‘46 

coalition wrested Kelantan from the 
United Malays National Organisation 
(Umno), the dust has settled and a mellow 
middle-ground has been reached. 

Cynics have virtually been silenced. Al- 
though the unlikely allies, one a funda- 
mentalist Islamic party and the other a 
secular, Malay nationalist grouping, still 
have to work hard not to tread on each 
other’s ideological toes, the two have 
shown a tenacious will to be partners. 

The main problem Umno faces in trying 
to regain Kelantan is its lack of state lead- 
ership. Local, pro-Umno Malay entrepre- 
neurs point out that there is no single state 
leader in Umno today who can match 
Kelantan prince and one-time Umno chief 
Tunku Razaleigh Hamzah, who leads the 
rival Semangat ‘46. As a symbol of reli- 
gious integrity, none approach the reputa- 
tion of Chief Minister and Parti Islam (Pas) 
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religious head Nik Abdul Aziz Nik Mat, 
concede the businessmen. 

Although Kelantan Umno's liaison chief 
is none other than Prime Minister Datuk 
Seri Mahathir Mohamad — an appoint- 
ment designed to reflect the importance 
Umno accords Kelantan — Mahathir is not 
Kelantanese. The tradition of state liaison 
chiefs being local figures, plus a deep sense 
of state pride among Kelantanese, leaves 
little role for outsiders. 

For now, the Kelantanese leader osten- 
sibly being groomed for Umno's state helm 
is the Minister of Youth and Sports, 
Annuar Musa, 34. Annuar was made a 
senator after losing his bid for the Peringat 
seat in the last general elections. But 
Annuar was just a schoolboy when 
Kelantan veterans Tunku Ahmad 
Rithauddeen and former chief minister Tan 
Sri Mohamed Yaacob were on their politi- 
cal ascent, so he has failed to command 
support from the party's old guard. 
Meanwhile, he faces a phalanx of rivals 
among his contemporaries. Thus Umno 
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Very wonderful to behold stunning 
hotel flanked by blue lagoons. 

Very delightful to feast travel-weary 
eyes on luxurious amenities reflecting 
Thai traditions and regal opulence. 


Very mouth-watering to dally daily 





Very Luxurious. The Dusit. Thani, Bangkok. with menus from China, Vietnam, Japan, 


France or Italy. As well as the very creme 
de la creme of Thai cuisine. 


Very soothing to relax by gem-like 





= / | : pool fringed with tropical gardens. 

Very unusual to experience nothing 
but courteous, friendly service from the 
very moment you step foot. 

E Very good for business to meet in 
y superior conference centres giving you 





Very Tropical. Dusit Lagunas Phuket, 
— every advantage. 


Very satisfying to stay at a Dusit 
Hotel in Bangkok, Phuket or Pattaya. 
Verily, there is nothing that quite 


compares with a hotel called Dusit. 


very Dusit 


je 


ES 


Very Charming. Dusit Resert, Pgfrayg. 





Bangkok Reservations Centre: The Dusit Thani, Rama IV Road, Bangkok 10500, Thailand. Tel : (66 2) 238-4790-5, Telefax : (66 2) 238-4797, Telex : 81170 1 H 
In Hong Kong : Tcl : 852-548 1110, Telefax : 852-546 4175. In Frankfurt : Tel: 69-6630 8144, Telefax: 69-6630 8145. In Australia : Tcl: 02-283 5453, Fax: 02-283 5392. 
In Tokyo : Tel: 03-3591 8012, Telefax: 03-3502 7619. In Singapore : Tel : 65-732 6433, Telefax : 65-732 8579. In London : Tel: 071-706 2220, Telefax.: 071-706 2867. 
Dusit Hotels and Resorts * Bangkok * Chiang Mai * Phuket + Pattaya * Chiang Rai + Cha-Am/ Hua Hin * Hat Yai * Projects + Chacherngsao * Jomtien, Pattaya * Korat + Samui * Krabi 
Affiliated Hotels * Royal Princess, Bangkok * Bel-Aire Princess, Bangkok * Royal Princess, Chiang Mai 





suffers from infighting as well as a lack of 
credibility. 

The rival Semangat '46 also has its share 
of problems. Having lost its bid to be a 
national level alternative to Umno, 
Semangat '46 is now almost confined to 
Kelantan. Even here it is beset with junior 
politicians defecting to Umno. But state 
leaders take the crossovers philosophically: 
. those who jump have money problems, 
outstanding loans or had had their trading 
licences revoked, said a party official. 

Part of the pragmatic Pas-Semangat '46 
teamwork stems from a recognition of each 
other's strengths and weaknesses. "Pas will 
= not leave Semangat '46 just because it’s 
` weak,” said Pas president Fadzil Mohamed 
.. Noor. "The spirit of friendship is more 

` important [than political gain]." 

The Pas administration in Kelantan is 
born of gentle persuasion rather than force 





of edict. Initial predictions that the state 
would go bankrupt within months have 


proved baseless. The M$3.5 million 


(US$1.27 million) per month needed for the 
government payroll is adequately covered 
by revenue from timber licences and fed- 
eral grants. 

In September, Deputy Chief Minister 
Rozali Isohak led a Kelantan promotion 
team to Singapore, in hopes of wooing 
Singapore investors. Separately, the Malay 
Chambers of Commerce of the three east 
coast states are getting together to draw 
investors to their less developed region. 

Since Mahathir agreed to meet Aziz on 
9 August in Kuala Lumpur to improve 
state-federal relations, tension on that front 
too seems to have abated. The population 
of Kelantan is predominantly Malay and 
there was therefore no reason for the fed- 
eral government to penalise the state since 


~ it would then le ne pathy Malays, it its own 









avowed constituents, stressed Kelantanese 
businessmen, l 
Meanwhile, unlike the previous state 
government, Razaleigh’s own family ties 
with the Kelantan palace have ensured 
smooth endorsement of state programmes. 
On the one occasion that Pas could not find 
its way to attending a palace function — a 
garden party on 28 July hosted by the Thai 
consul-general in Kota Baru in honour of 
the sultan of Kelantan's birthday and | 
graced by the royal couple — the Semangat - 
'46 deputy chief minister and other gov- 
ernment officials ensured a visible pre- 
sence. The Kelantan palace is noted for 
having good relations with the Thai pal- 
ace, and apparently played some role in 
securing the release of 1] Kelantan forestry 
officials arrested by the Thais for alleged 
illegal felling of timber last May. a 
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THAILAND 


Tarting up for company 


The Thai Government wants 
the 10,000 people expected 
to gather in Bangkok in Oc- 
tober for the World Bank/ 
IMF annual conference to 
enjoy their stay. The task is 
bringing together an un- 
likely coalition of the secu- 
rity forces, the Tourism Au- 
thority of Thailand (TAT), 
jewellery merchants and one 
of the country's most fa- 
mous brothel managers. 

Smarting from widely 
published accusations of lax 
security during the Gulf 
War, the government is mo- 
bilising some 7,000 police and soldiers to 
protect the finance ministers, central 
bank tsars and top commercial bankers 
attending the 12-17 October meeting. 

The capital's spanking new Baht 2.3 
billion (US$90 million) Queen Sirikit 
Convention Centre and 20 hotels re- 
served for delegates will be heavily po- 
liced at all times. 

The emphasis on security has largely 
been provoked by the US Government's 
warning during the Gulf War that visi- 
tors to Thailand were not safe from ter- 
rorist attacks. The US embarrassed the 
Thais with accusations that recognised 
terrorist suspects had easily entered the 
country through Bangkok airport. 

To ensure delegates are not fright- 
ened by the massive security, soldiers 
will be dressed as policemen to lessen 
the sense of danger. 

Although security was one reason 












THAILAND 





given for the effort to relocate before Oc- 
tober some 1,900 residents of the Khiong 
Pai Singtoh and smaller Duang Phitak 
slums next to the convention centre — 
on the grounds they could provide shel- 
ter for terrorists — it is generally consid- 
ered that the government is more wor- 
ried about the image the slums would 
present to the world's bankers. 

The slum dwellers' protests led Prime 
Minister Anand Panyarachun to suggest 
they make the area presentable and that 
a rushed relocation would not be neces- 
sary. But in what some analysts say was 
apparent defiance of the prime minister, 
officials, using military trucks, began re- 
locating Duang Phitak residents on 3 
August. Their status still uncertain, 
Khlong Pai Singtoh residents have 
spruced up their area, with gaily painted 
walls. 

The government is going out of its 
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/ay to make sure everyone is happy as sra. 
well as safe. For the two busiest days, 15- 
16 October, a holiday has been declared. 
That will ensure delegates will not get 
ensnarled in Bangkok's notorious traffic 
jams. The engineering fac- | 
ulty of Chulalongkorn Uni- 
versity has also mapped out 
the best traffic routes be- 
tween hotels and the con- 
vention centre, 

Also joining in the gen- 
eral effort to make sure 
delegates are happy is pos- 
sibly the country's most fa- 
mous madam, Chintana 
Bunnag, who plans to form 
a "Feelings Bank" of the 
highest class "service girls" 
the city has to offer. 

An appearance by 
Chintana on a television talk 
show was not censored but 
she was strangely reticent, raising suspi- 
cions that she has been asked not to be 
too outspoken. The police have warned 
that if she managed her "bank" too 
openly, they might take action against 
her. : | 

Service girls a t the only potential 
embarrassment.The police have an- 
nounced a crackdown on streetwalking 
transvestites. Showing some sympathy, 
the police chief said only the most in- 
corrigible transvestites will be disci- 
plined, while the “nice ones" will be left 
alone. 

The delegates also need protection , 
from the large number of unscrupulous 
jewellery dealers who have recently 
blackened the country’s image with their |- 
tourist-focused scams. The police and o| 
TAT have pressed the industry to charge 
fair prices and to give money-back gua- 
rantees. m Paul Handley 
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/hen there's movement in Asian markets 
were in a position to know. 
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REGIONAL AFFAIRS 


SOUTH KOREA 


Merger provides a pan-national opposition party 


Closing the ranks 








By Shim Jae Hoon in Seoul 


^ outh Korean opposition leader Kim 





Dae Jung, in his bid to project him- 

self as a credible candidate for the 
presidency, has gained new momentum 
by uniting the opposition ranks for the 
first time since 1987, when he split from 
his fellow-opposition leader Kim Young 
Sam. 

The merger of Kim Dae Jung's New 
Democratic Party — almost exclusively 
based in southwestern Cholla province — 
and the smaller Democratic Party led by 
Lee Ki Taek — based in the southeastern 
Kyongsang region — has momentarily 
jolted the government of President Roh Tae 
Woo. The new party, also called the 
Democratic Party, has proven wrong offi- 
cials within the ruling Democratic Liberal 
Party (DLP) who have long claimed that the 
country's quarrelsome minority parties 
could never mount a unified challenge. 

For Kim Dae Jung, who is already 65 
years old, the merger on 10 September is 
expected to boost what looks like his last 
quest for the presidency in the election to 
be held some time before January 1993. 

The new Democratic Party still lags far 
behind the ruling party — out of 298 seats 
in the National Assembly, the new opposi- 
tion controls only 77. The DLP commands a 
hefty majority of 214, with independents 
holding seven seats. But the emergence of 
a unified opposition presents serious prob- 
lems for the ruling party and especially its 
executive chairman, Kim Young Sam, 
whose power base is also Pusan port in 
Kyongsang and who is waging a bitter 
struggle within the DLP over his candidacy 
in the next presidential election. 

The new bloc restores the traditional 
two-party structure after years of political 
fragmentation into three or even four 
groupings divided along regional lines. 
Roh himself triggered this integration 
process last year by absorbing the party 
then led by Kim Young Sam — the 
Reunification Democratic Party — and an- 
other party to create the DLP coalition. 

The merger raises the likelihood of the 
two Kims locking horns in the presidential 
race — as they did in 1987 when they were 
both in the opposition. But their 20-year- 
long rivalry has exhausted the patience of 
many voters calling for a new era in na- 
tional politics. 

Kim Dae Jung has surprised even his 
own followers by offering handsome con- 
cessions to Lee, a veteran 54-year-old legis- 


34 





Kim Dae Jung and Lee campaigning. 


lator from Kyongsang, who will be joint 
party chairman and share power on an 
equal basis. "Our party can help tear down 
the barriers of regionalism crippling the 
country and build a truly national party,” 
Lee has vowed. 

Kim Dae Jung is euphoric about the 
new party's future since he can now claim 
to represent the entire country and not just 
his political base of Cholla. The new 
Democratic Party boasts representatives 
from all areas of the country except Roh's 
base of Taegu city in North Kyongsang 
province. 

The merger came at a time of increasing 
domestic debate over how long the coun- 
try should tolerate the destabilising effects 
of regionalism in national politics. In local- 
assembly elections in June, Kim Dae Jung's 
party won just one seat in the Kyongsang 
region, while only one government candi- 
date was successful in Cholla. 

A merger is certainly not enough to dis- 
pel centuries of Cholla resentment of 
Kyongsang. Conservative traits run deep 
in both regions, and the continued domi- 
nance of Kyongsang people in commerce 
and government is unlikely to allay Cholla 
perceptions of discrimination. 

Kim Dae Jung's agreement to share 
power with Lee is an attempt to show that 
a party need not be run by one region. In 
addition to appointing Lee joint chairman, 
he has agreed to divide the 10-member su- 
preme executive council evenly between 
the two former parties. However, Kim Dae 
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Jung, being the better-known figure, will 
keep the new party registered in his name. 

Other posts such as party spokesman, 
parliamentary whips, party disciplinary 
committee chairman and secretary-general 
will be allotted according to a six to four 
ratio in favour of Kim Dae Jung's former 
party. Whether this arrangement will work 
remains to be seen. 

In addition to regionalism, the two 
leaders are expected to focus more atten- 
tion on pending political and economic re- 
forms. The Democratic Party's platform 
enshrines the philosophy of wider repre- 
sentation by workers and middle-class 
professionals. It demands changes such as 
the introduction of a real-name bank ac- 
count system to prevent the wealthy from 
keeping anonymous holdings and the 
levying of heavier property taxes. The 
party also wants to revise the constitution 
to create a vice-presidency but rejects a 
parliamentary form of government as ad- 
vocated by some in the DLP. 

Lee and Kim Dae Jung were brought 
together through protracted negotiations 
between second-tier leaders from both par- 
ties. The role of younger politicians has led 
to speculation that the Democratic Party 
might be able to achieve a quicker 
generational change at the top than Roh's 
ponderous DLP. 

Among those taking credit for the 
merger were Han Kwang Ok, Kim Chong 
Gil and Lee Pu Yong. Han comes from the 
mainstream camp of Kim Dae Jung while 
Kim Chong Gil brings with him a reputa- 
tion for liberal work in Pusan, again an as- 
set for Kim. 

Of the three, the most notable is Lee Pu 
Yong, who joined the opposition after a 
long period in the underground dissident 
movement. A former journalist who was 
jailed many times for leading a movement 
agitating for freedom of the press under 
the late president Park Chung Hee, he pro- 
vides an important link with dissident 
movements outside parliament. 

Given Roh's record of poor economic 
management and neglect of the domestic 
agenda in favour of glamorous foreign- 
policy initiatives, the unified opposition 
could poll strongly in the next general elec- 
tion in March. In popularity ratings, its 
combined weight of 23.2% comes very 
close to the 26.1% for the ruling party. In 
the local assembly elections in June, the 
parties then led separately by Kim Dae 
Jung and Lee Ki Taek scored 22% and 14%, 
respectively, against 40% for the DLP. 

But Kim Dae Jung’s presidential 
chances will depend greatly on how 
strongly he canvasses outside Cholla in the 
general election. If the new party secures 
up to 130 seats in the National Assembly, 
as some leaders claim it can, or even 100 
including a few in the traditionally pro- 
government base of Pusan and Taegu, he 
could mount a formidable challenge. m 
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ANOTHER LATE NIGHT at THE OFFICE. 


rh- There you are, 43,000ft above sea 


level working your way through the latest 


episode of “The Never Ending Contract” saga. 


While you do, spare a thought for 





those business travellers who are 
working their way slowly towards 
the check-in desk and a headache. The ones 
who wont be catching a flight that's geared 
to suit their schedule. 

The ones who have no control over the 


shape, size and configuration of the seats 


they'll be occupving - let alone the sort of 


company they'll be keeping. 


Corporate Aircraft Sales (HTF 29). British Yerospace (Commercial Aircraft) Ltd, Comet Way, Hatfield ALIO 9TL, England. Fax: (0707) 253807 





Hardly surprising then, that a growing 
number of key executives are sparing more 


than a thought for corporate travel. 


"v To help you evaluate the advantages 


*J of owning and operating a business jet, 
weve launched the British Aerospace 
Guide to Corporate Travel. 

For your copy, simply send or fax your 
business card. 

You'll find it makes compelling late 
night reading. 


BRITISH AEROSPACE Sm, 
CORPORATE JETS 
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Young Computer Scholars in Thailand 


These Thai graduate students are about to take a big step up. Thanks to NEC-sponsored 
scholarships they'll soon become full-fledged computer engineers. And that's an important 
step for Thailand, too. Now, more than ever, Thailand's robust economy depends on 
computer technology. This is why NEC established the C&C Education Foundation in 1987. 
It provides financial and technological support to students at Chulalongkorn University 
who enter the Computer Technology major. 

You can find NEC behind the scenes in many classrooms in Southeast Asia. Like in 
the Philippines, for example, where the NEC Foundation provides financial assistance to 
Computer Engineering majors at the University of the Philippines. 

Thats what C8C stands for — bringing people an ever brighter future through the 
integration of Computers and Communications. 











CaC Computers and Communications 
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Large-scale Digital Telephone Project in the Philippines 


Beauty can be a beast for engineers. As in the rugged beauty of the Luzon highlands in 
the Philippines. Thats where the engineering know-how of a company like NEC helps 
break down communication barriers. NEC's microwave technologies, for example, provide 
efficient, low-cost telecommunications that can span long distances, even across mountains 
or the most unforgiving terrain. 

With the help of C8C technology, people of the entire Northern Luzon region will soon 
enjoy high-quality phone service. Mammoth rural communications projects such as this 
take major technological innovations. Like NEC's Digital Communications Systems, whose 
resistance to interference makes them particularly suited to long distances. 

In fact, C8C technology continues to play a crucial communications role throughout the 
7,700 islands of the Philippines 
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Asiana prides itself on perfecting finishing touches until your feet touch the ground. 
In First Class, Regency Class, and Economy, you'll be surrounded 

by the touch of all-around excellence to make your flight as comfortable, 

relaxed and rewarding as possible. 
Wings that are touching the heart of Asia—Asiana. 
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RELATIONS 


Asean wary of aid and human-rights linkage 








By Micha Michael Vatikiotis in Kuala Lumpur 


he s shape of the Western world 

emerging in the wake of events in 

the Soviet Union is one that con- 
cerns Asean governments. In their eyes, the 
demise of Soviet communism has pro- 
moted the US to a pre-eminent strategic 
position in the Asia-Pacific region, and will 
allow a politically more assertive, and eco- 
nomically powerful Europe eventually to 
emerge. 

Even before the dramatic events in 
Moscow last month, Asean governments 
were expressing more worry than joy 
about the new multi-polar world. It 
seemed to some that East-West tensions 
were being replaced by North-South con- 
flicts promoted by threats to the multilat- 
eral trading system and the hardening of 
protectionist sentiments. 

The break-up of the Soviet Union is 
widely seen as a prelude to short-term in- 
stability, but in Asean there are specific 
concerns that in the longer term these de- 
velopments will speed up the process of 
wider European integration. “Asean would 
have to very carefully consider the impli- 
cations and impact of such a powerful po- 
litical economic grouping," commented 
one senior Asean diplomat. 

On a political level the immediate 
impact is already being felt. Earlier this 
year, European foreign ministers clashed 
with their Asean counterparts in Luxem- 
bourg over the EC's insistence that human 
rights and environmental issues be written 
into the new generation of economic co- 
operation agreements which the EC is cur- 
rently negotiating with all its trading part- 
ners. 

Asean objected to what it saw as the 
attempted linkage of these two issues to 
development aid. The Europeans have 
been accused by Asean officials of a "ten- 
dentious application of Western norms and 
values in inter-state relations," and of 
"creating standards and criteria by which 
to judge people and condemn countries." 
It smacks of hypocrisy to hear European 
officials raise human-rights issues now, 
when in the Cold War era Asean countries 
were held up as shining models of free- 
market economies, some people feel. 

Officials in both camps are painfully 
aware of the uncharacteristic hostility this 
issue has introduced to an otherwise long- 
standing and harmonious relationship. 

However, notwithstanding the diplo- 
matic compromise fashioned over this is- 
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Dollar democracy 


sue at the Asean post-ministerial meeting 
in Kuala Lumpur last July, the EC is de- 
termined to impress upon Asean its con- 
viction that sustained economic growth 
cannot be achieved without comprehensive 
political freedom. "What we are saying is 
that sustained economic development can 
only be achieved with structures of social 
justice, which means recognising universal 
human rights," said Juan Prat, director- 
general for North-South relations at the 
European Commission in Brussels. 

Positions on this issue therefore seem 
likely to harden. Asean's belief that linkage 
between human rights, environmental is- 
sues and economic ties is 
no longer merely a threat 
is at odds with what EC 
officials are now saying: 
that they have no precise 
idea how the human- 
rights clause in the new 
cooperation agreement 
will be phrased. 

More worrying for 
Asean is the altered at- 
mosphere since the failed 
Moscow coup. Events in 
the Soviet Union are al- 
ready being projected as a 
victory for Western values. 
Before the Moscow coup 
failed, Malaysian Prime 
Minister Datuk Seri 
Mahathir Mohamad said 
the West was partly to 
blame "because they were 
intent on democracy 
rather than helping the Soviet Union get 
the benefit of a free-market system." 

In the wake of what is being projected 
in the West as another triumph of "people 
power, some analysts question whether 
the West is now in any mood to listen to 
arguments about different approaches to 
human rights. 

Complicating the Asean position is a 
move by Japan to introduce progress 
towards democratisation as one of four 
principles governing Japanese aid. Japan 
has apparently already raised this issue 
with Thai and Indonesian officials. But 
David Arase, a Japan specialist, suggests 
that Tokyo is more serious about tying 
aid to defence spending, weapons re- 
search and arms sales — all aimed speci- 
fically at China. Democratisation, he ar- 
gues, was a principle added to appease the 
West. 

If the collapse of communism in the 
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Mahathir: blamed the West. 


West has so far only complicated Asean's 
political relations with Europe, economi- 
cally speaking the situation is no clearer. 
Initial fears about the diversion of Euro- 
pean aid and investment to Eastern Europe 
may have subsided somewhat — and may 
in any case have originated as a pre- 
emptive posture. But some analysts in the 
region are asking how much more the 
threat of diversion will be exacerbated by - 
the needs of a much weaker Soviet Union. 

Meanwhile, the much enlarged Euro- 
pean market, if it encompasses Eastern 
Europe, the Baltic states and Russia, re- 
mains an uncertain prospect for profitable 
Asean exports. Indonesia's ambassador to 
the EC, Atmono Suryo, believes the big- 
gest problem facing those interested in 
making forays into the new democracies of 
Europe is the shortage of hard currency 
and other financing problems. Thai Deputy 
Foreign Minister Wichian Watanakun vis- 
ited Poland, Hungary and Czechoslovakia 
in anguet He told the REVIEW that he saw 

= few opportunities for 
Asean business — though 
a Thai trade delegation 
will follow in his footsteps. 

Ironically enough, in 
the short term, it seems the 
collapse of communism 
holds little immediate 
promise for the region. 
Asean can no longer rely 
on exploiting ideological 
conflicts to win friends 
and influence in the West. 
Neither can Asean be cer- 
tain any more of the dy- 
namics of its major mar- 
kets. Potentially, the re- 
gion could be exposed to- 
increased levels of super- 
power adventurism, lying 
as it does so close to the 
last bastions of commu- 
nism in the world. 

It is not certain either whether Asean 
would applaud moves to exert pressure on 
China's communist rulers to abandon their 
ideological beliefs. According to Suk- 
humbhand Paribatra, a Thai specialist in 
international relations, Asean would not 
support Western pressure on the Chinese 
leadership to abandon communism. ^We 
feel we can do business with China's cur- 
rent leadership," said a senior Thai diplo- 
mat. There is also fear that chaos which 
might result from a change of leader- 
ship in China would destabilise the 
region. 

The final irony in this respect is that the 
triumph of the West over communism is 
provoking deepened suspicion of Western 
intentions among some of communism's 
traditionally staunchest enemies in Asia. 
Referring to the US, one Indonesian diplo- 
mat said: "We are very much aware there 
is now just one superpower." Ld 
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Altered perceptions 


hen Japanese Prime Minister 

Toshiki Kaifu was in Singa- 

pore on 3 May, the Australian 

and New Zealand govern- 
ments were told in advance of the signifi- 
cance of the speech he would deliver dur- 
ing his visit. In particular, they were told 
that the expression of "sincere contrition 
at Japanese past actions" was to be Japan's 
definitive apology, not only to Southeast 
Asian countries but also to the countries 
of the South Pacific, for the war the Japa- 
nese launched in Asia 50 years ago. 

The speech, which was scarcely noted 
by the media south or east of Indonesia, 
was more significant to the region for the 
other things it said, in particular its confir- 
mation of a more assertive political role 
by Japan in the emerging new world or- 
der — a stance which has been growing 
noticeably in recent years. 

It is a stance which is seen largely as a 
natural development of Japan's burgeon- 
ing economic might and therefore wel- 
comed in the Pacific. Indeed, former New 
Zealand prime minister Geoffrey Palmer 
encouraged the prospect of a more confi- 
dent and active foreign policy on the part 
of Japan when he visited Tokyo in 1990. 
The present National Party government is 
not likely to take a different view. 

This is not to say, though, that the 
South Pacific welcome for the Japanese 
has been overwhelming. The same am- 
bivalence seen in those Asian countries 
occupied by Japan in World War II can be 
discerned in the South Pacific, particularly 
western Melanesian countries such as the 
Solomon Islands, and in Micronesia. 

Japan had a rough time two years ago 
when the South Pacific states vigorously 
objected to the activities of Japanese drift- 
net trawlers, which were accused of over- 
fishing in the Pacific's tuna grounds. 
Many islanders still feel more comfortable 
with the New Zealand or Australian devil 
they know than the less gregarious Japa- 
nese now appearing in increasing num- 
bers all over the Pacific. 

What is happening is that the Japanese 
pre-war expansion into the Pacific, 
scuppered by its military adventurism 50 
years ago, is being steadily revived, 
though with greater caution and skill. The 
Pacific islands are, after all, a natural — 
and, in the case of the Micronesian states, 
long-standing — sphere of commerce and 
influence for Tokyo. As well as being one 
of the Pacific's major fishing nations, and 
being in a good position to exploit any 


By Russell Marshall 


mineral resources in that ocean, Japan has 
become the major investor in Pacific tour- 
ism. 

Pacific island economies, many of them 
hampered because they have few natural 
resources, limited land masses and small 
populations, are extremely vulnerable to 
the whims of the world market. For most 
of them, the search for some kind of eco- 
nomic viability is the most pressing con- 
cern of all. A major economic power which 
is prepared to make a significant invest- 
ment in the region is therefore worth tak- 
ing seriously. 

Japan is now the largest aid donor to 
the Pacific states, its contribution having 
effectively doubled in the 
past five years to over 
US$100 million per year. 
When the South Pacific 
Forum leaders decided in 
1989 that their annual 
meeting would be fol- 
lowed by a dialogue with 
major aid donors, Japan 
was among those invited, 
together with Canada, 
China, France and the 
US. Any nervousness 
that Pacific island leaders 
have over Japan's bid for 
membership in the South 
Pacific Commission 
stems less from misgiv- 
ings about Japan itself 
than their anxiety about 
being outnumbered — 
the commission already 
includes Australia, New 
Zealand, France, Britain, 


Kaifu. 





Increasingly; 
Pacific island 
leaders may 
look to Japan 


considered to be a serious possibility by 
South Pacific nations. 

New Zealand and Australian diplomats 
followed closely Japan’s recent soul- 
searching over its response to the Gulf War 
and its attempts to formulate an interna- 
tional political role commensurate with its 
economic status while still adhering to its 
post-war constitution. For now at least, 
political leaders in the South Pacific see no 
reason to take Japanese intentions at any- 
thing other than face value, and welcome 
the increased Japanese presence. 

There is, these days, an agenda far more 
pressing than any fear of a revival of Japa- 
nese militarism. That agenda has to do 
with trade — and the 
new world-trade order 
which will evolve with 
an integrated EC market 
in 1992 and, to some ex- 
tent, the North American 
Free Trade Agreement. 

Japan’s anxiety that it 
should not be the odd 
man out in the new 
world order is shared 
throughout the Asia-Pa- 


that is not true of either 
the US or Canada, Japan 
is of the Pacific, and in 


lemma now faced more 
acutely by Australia and 
New Zealand. Group- 
ings such as the Asia Pa- 
cific Economic Coopera- 
tion (APEC) forum are a 


cific region. In a sense | 





ee 


| 


that sense shares the di- | 


| 


response by some key | 


the US and several non- for a voice players in the region to | 

independent island- i : the new realities. 

states. where it It is unfortunate that 
There is still justifiable the APEC convenors have 

criticism over the time it matters not made a greater effort 


takes for Japan to deliver 
on its pledges, and some 
resentment over the con- 
ditions attached to aid. Nevertheless, 
Japanese officials are learning to adapt to 
the constraints inherent in the small size 
and limited bureaucracies of the island- 
states. Japan's acceptability is steadily 
growing, and apart from the occasional 
crisis — such as the tuna dispute — its 
increasing presence in the South Pacific in 
the past 10 years is largely seen as con- 
structive. 

That all this could mean a newly resur- 
gent militaristic Japan in the region is not 
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to involve the South | 
Pacific Forum leadership : 


in their deliberations. In 
the totality of world trade, the Pacific is- 
lands are minuscule. But looking from their 





end of the telescope, their trade and eco- | 
nomic worries dwarf all other considera- | 


tions. Increasingly, Pacific island leaders | 


may well look to a sympathetic Japan for 
their lifeline — and for a voice where it 
matters. * 


Russell Marshall served as New Zealand's for- 





eign minister in the Labour Party government | 


of David Lange in 1987-90. 
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It was sleek and dark. And streamlined Ít ts being designed entirely on computer. 
beyond belief. The Boeing Monomail has been With direction from the world's leading airlines. It 
is being built by people who live aerody- 


called the first modern air transport. 


Its design, revolutionary. All-metal namics and breathe payloads. Systems 





construction. A single, cantilevered will be unsurpassed, testing unmatched. 


lower wing. Retractable landing gear. An en- Airlines will have more seating options than ever 
closed engine. Gone was the notion that only before. And passengers more head room and com- 
brute power could increase an airplane's perform- fort than ever imagined. Simply put, the Boeing 
ance. Aerodynamic design had come of age. 777 will be the most advanced jetliner ever made. 
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Traveller s Tales 


couple of years ago the Indone- 

sian Post Office issued a Rps 1,000 

(50 US cents) stamp featuring a 

gigantic lily which was pictured 
in this column (REVIEW, 6 July '89). The 
lily’s name was Amorphophallus (“shape- 
less phallus”) Lilanum Becc and it sported 
an enormous spadix which apparently 
reaches a height of seven or more feet in 
the jungles of Indonesia. I have since re- 
ceived an interesting letter from Hans 
Koerper of Germany, who maintains a tro- 
pical indoor garden in his house, together 
with a photograph of its prize plant — a 
handsome specimen of the lily, though 
they do not reach full giant size “in capti- 


vity": 





Koerper also sent along a few pages 
from the book Aroides by Deni Bown giv- 


_ ing further details of the "Titan Arum." 


They are apparently pollinated by large 
beetles lured into the lily's depths by the 
powerful smell of decaying flesh. The bee- 
tles cannot climb out of the smooth flower 
and are imprisoned while the phases of 
female and male flowering take place. 
First reports of the giant lily were 
greeted with incredulity in Europe until 
one successfully flowered in London's 
Kew Gardens in 1888. Its appearance 


| shocked the Victorians, as Bown com- 
| ments: “This was the period when govern- 
| esses protected their charges from the in- 


decent sight and smell of the stinkhorn 


| fungus by ordering a daily routine of de- 
| struction as it emerged in shrubberies 
| where young ladies were likely to pass 


by." The impact of Amorphophallus was 


| thus considerable. Despite such prudery 


the botanists of the day refused to beat 


| about the bush when they named the 


specimen in statu nascendi. Thus, as | com- 
mented originally on the lurid postage 
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stamp, nature outdoes the pornographers. 


1991, as remarked before, is "Visit Indone- 
sia Year" — and much fun is being had by 
all, I've no doubt. Hotel brochures provide 
many of Indonesia's smiles. Joseph 
Harrison of Jakarta sends a couple: the 
Patra Jasa hotel, near the Java town of 
Cirebon, offers many facilities ("every 
room equipped with telephone refrigera- 
tor”) and adds that "last but the least" there 
are conference rooms. The Kusuma Said 
Prince Hotel in Solo, central Java offers 
"some-day laundry and dry cleaning." 
Some hotel rules and regulations can 
sound very forbidding, as do those pre- 
sented to Robert Nieuwenhuijs when he 
stayed in a hotel in the Baliem valley: 





Some of the tourist guides can produce 
more puzzlement than clarification. Roger 
Pullin sends a few pages from a marvel- 
lous trilingual tourist guide to East Java. A 
couple of extracts: 


* Other cultural art which can be en- 
joyed by the showers where the dance is 
originally and has a majic located in the 
west of East Java. 

These dancers have strengh muscles 
(neck-muscles) however only with their 
teeth, he can support a puppet which has 
about 50kg, it made by headof lion with 
some plains of all of peacock furs while 
he is dancing for a long time, that the 
dance is showed a fighting betwen a lion 
and two nobles in horse's back and to be 
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accompanied by the bamboo plaitwork 
horse as accompanier whe he is 
unconsious, the dancer can eat or chew 
grass, flowers, lamps or rice-plant re- 
mains. 9 


If the puppet-dancers are confusing, try 
the traditional ceremonies in which, in "a 
kind of holly/sacred dancing," the 


Tengger's Society (whatever that is) | 


“memorises” the “Shang Hyang Widi" 
(whatever that is): 


e There is an interesting programme 
which full of magic that it will be held 


for choosing a magiciant, Tengger's soci- - 
ety always bring some sacrifices as a tra- — 


ditional sacrifice as like the production of 
garden/dryfiolds through the Bromo's 
cauldron, Kasodo is told by a young cou- 
ple (Joko Seger and Roro Anteng) who 
wanted a son, later they were succeed but 


they must be sacrifice to Sang Hyand | 


Widi, he ask for apologizing since their 
son always be sacrificed their son will be 


passd away all, in order to change these | 
are production of garden/dryfields. They | 


usually do at night, at 24.00 exact. 9 


If all this magical stuff turns you off, 
you can go to Saran Lake ("It's an original 
lake which taken place in Magetan so en- 
chanting") where you can enjoy many 
sports "in an open and fresh air while you 
enjoy horsingback." Or you can pop over 
to Bangkalan which "is popular with an 
action of "Bull racing’ which is an interest- 
ing one and its race is fond of some visi- 


tors." Or “Baluran is popular by National | 


Garden that fulls of fauna and Bama sea- 
shore is complete of facilities." On the other 
hand "Plengkung that it good for sport 
since they have a hard waving and wind- 
ing." Take your choice, and wave hard. 


Visiting an upper-middle-class quarter of 


Jakarta, New Yorker Mark Gaston photo- | 


graphed this sign in the garden of a salu- 
brious villa and wondered whether Nanny 
Lubis was using an abbreviation of a 
Bahasa Indonesian word, or had looked up 
"proprietor" in a dictionary and found an 
unfortunate synonym: 


Ke ] : A M AR | NÀ 
EM i4 SENAM, BALLET. MOD. DANCE 
KEINE (pwp) NANNY LUBIS 


+ JL.CIMAHI-18 -JAKARTA PUSAT 


I. 


26 SEPTEMBER 1991 





How we return your laundry 


at the legend in Bangkok. 





AW 


THE ORIENTAL 








BANGKOK 


In years long gone, laundry was But taking infinite care with 
washed the gentlest and most thorough — every detail, big and small, has earned 
way, by hand. We still uphold this us a reputation as the world’s 
tradition at The Oriental Bangkok, finest hotel. Little wonder, then, that 
treating every item with consummate The Oriental Bangkok has been the 
care from start to finish. Then, choice of royalty, artists, and 
before it is returned we gift-wrap it. dignitaries for over a century. Because 
The finishing touch: an orchid. when it comes to service, 
A small detail, to be sure. we're old hands. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 


The Oriental: 48 Oriental Avenue, Bangkok 10500. Tel: 236 0400, Tlx: por T Fax: 236 1939. 






: en i d p eanit * Macau * Manila * San Francisco * Sin; re * The Excelsior, Hong Kong. 
- ons: Hong Kong 881 1288, 5 neo 339 0033, Malaysia 800 1020 (toll fcc) Indo Indonesia 00 800 65 65: 0 (toll free), 
tã ; B01 800 65 6524 (toll free), vour travel agent, ThéJeadingHotels of thWorld or Utell International. 
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The 
Siam 
Group 


A partner in 
the pattern of Thai growth. 





SIAM MOTORS AND NISSAN CO.,LTD 

THAI AUTOMOTIVE INDUSTRY CO.,LTD 
SIAM AUTO PARTS CO .LTD 

SIAM PARTS AND ENGINEERING CO LTD 
SIAM NGK SPARK PLUG CO LTD 

SIAM GS BATTERY CO.,LTD 

BANGKOK KOMATSU INDUSTRIES CO LTD 


SIAM RIKEN INDUSTRIAL CO.,LTD 

DAIKIN AIRCONDITIONING (THAILAND) LTD 
SIAM KIKI CO ITD 

SIAM TSUCHIYA MANUFACTURING CO LTD 
SNN TOOLS & DIES CO .LTD 

SIAM MOTORS CO LTD 

SM PARTS AND SERVICE CO LTD 


NISSAN DIESEL (THAILAND) CO .LTD 
SIAM MOTORS PARTS CO LTD 

SIAM AUTO PARTS SALES CO LTD 
BANGKOK MOTOR WORKS CO LTD 
SIAM ELEVATOR CO .LTD 

SIAM DAIKIN SALES CO LTD 

KIKI SALES (THAILAND) CO. LTD 


“The name ' Siam ` not only signifies our 
group, but also identifies our country. It is 
our duty to uphold the pride and prestige 

of our nation as the Siam Group.” 


Over four decades we have become one of 
the country’s leading business groups. We 
are now more than thirty affiliated companies 
involved in seven major business sectors 
— these include manufacturing, trading, 
services, education, finance and insurance, 
recreation and leisure.We are à giant in 
terms of assets, sales turnover and techno- 
logical investment. And an unquestioned 
leader in the use of computers and satellite 
telecommunications for industrial purposes. 


The success we enjoy today is a direct result 
of our faith in the vision of our founder. 
“That Thailand would become a dynamic 
economy in the world community and that 
we should be committed to the progress of 
its people. " Through this vision we have 
woven our group into the fabric of Thailand. 


NSK BEARINGS (THAILAND) CO ,LTD INTERNATIONAL ASSURANCE CO LTD 

SIAM NISSAN AUTOMOBILE CO LTD SMT LEASING CO LTD 

SIAM INTERNATIONAL CORP. LTD PHORNPRAPHA TRUST CO LTD. 

SIAM YAMAHA CO LTD SM SPORTS CORP. LTD (SIAM COUNTRY CLUB) 
MACHINERY AND PARTS CO..LTD 


MACHINERY AND EQUIPMENT CO LD. S LA Mens 10/5] 
—— euras 


SIAM MUSIC YAMAHA CO. .LTD 


891/1 Rama I Rd.. Bangkok 10330, Thailand. Tel: 215-3502 Fax: 215-3508 
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The Southern Gate to the Imperial City; tomb of King Khai Dinh. 
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Ravaged by war and dii ancient capital set for juges 


Waitüng in the ruins 


By Murray Hiebert in Hue 


ietnamese conservationists hope 

recent progress towards a peace 

settlement in Cambodia will 

soon bring the funds they need 
to restore the old imperial capital of Hue. 
Nearly five decades of war and typhoons 
have ravaged the old walled citadel built 
on the banks of the Perfume River by Viet- 
nam’s last royal dynasty. Inside the 21-m- 
thick walls of the citadel, which was sur- 
rounded by a moat, emperors of the 
Nguyen Dynasty constructed a Forbidden 
City, called the Purple City, an Imperial 
City, palaces, pagodas and tombs. 

The city needs US$4 million to protect 
and restore the most important remaining 
royal monuments, according to Nguyen 
Dinh Ngo, deputy chairman of Thua 
Thien-Hue Province. Unesco launched an 
international appeal for Hue in 1983, but it 
was largely ignored because most of the 
non-communist world was outraged at 
Vietnam's 1978 invasion of neighbouring 
Cambodia. 

Emperor Gia Long, the founder of the 
Nguyen Dynasty, began building the Im- 
perial City when he moved the capital 
from Hanoi in the north to central Vietnam 
in 1802. By 1945, when King Bao Dai 
handed his seal to the communist rev- 
olutionaries fighting French colonial rule, 
the Nguyen Dynasty's 13 emperors had 
built more than 300 palaces, temples, mau- 
soleums, libraries and theatres in and 


26 SEPTEMBER 1991 


around the fortress of the Imperial City. 

The Nguyen Dynasty used slender 
wooden-column supports and steep 
downward-sweeping roofs, abandoning 
their predecessors Thang Long architec- 
tural style with its massive columns and 
upturned tile roofs. But the buildings still 
reflect the Confucian political and philo- 
sophical conception which regarded the 
monarch as the centre of the universe and 
the link between heaven and earth. 

The kings and their families lived in the 
Forbidden Purple City, which was built 
inside the old Imperial City, where most 
offices of the central government were 
housed. Seven of the Nguyen kings are 
buried in elaborate tombs located in parks 
near the tree-covered hills which surround 
Hue. Each of the monarchs designed his 
own mausoleum, which includes pavilions, 
temples and a funeral stele detailing the 
reign of the king. 

Only a third of these royal monuments 
survived the three decades of war against 
France and the US which began in the mid- 
1940s. Four of the five palaces were de- 
stroyed during three months of heavy 
fighting i in 1947. Some buildings were lev- 
elled by French firepower, while others 
were burned by zealous Vietnamese revo- 
lutionaries. 

"Revolutionary soldiers and ordinary 
people destroyed many monuments, 
thinking their destruction would contrib- 
ute to the revolution," says Nguyen Dac 
Xuan, who does research on Hue's history. 
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"People's feelings against the foreign ag- 
gressors were so high that they were ready 
to sacrifice everything — themselves, their 
children and imperial Hue." 

Another 100 monuments were dam- 
aged or destroyed in 1968 when American 
troops fought to re-capture Hue after it was 
overrun by communist guerillas during the 
Tet offensive, says Thai C ong Nguyen, di- 
rector of the Hue office in charge of his- 
toric preservation. 

Since the war's end in 1975, the biggest 
threats to the nearly 200-year-old monu- 
ments have come from the devastating ty- 
phoons which strike central Vietnam, 
tropical insects, thieves and neglect. A se- 
vere storm in 1985 and another last year 
ripped off the tiled roofs of many build- 
ings, exposing the walls and gables to wa- 
ter damage. Termites have attacked the 
ironwood framework of most of the old 
buildings. Thieves have drilled into the 
tombs of several of the former emperors in 
search of gold, and recently a young spiv 
was arrested while trying to sell bronze 
stripped from the roof of the elaborate 
Southern Gate. 

Nguyen, the deputy provincial chair- 
man, is heartened by signs of an emerging 
peace settlement among the four warring 
Cambodian factions: it means funds for 
preservation may follow. In recent years, 
he could only depend on about US$100,000 
a year from the cash-strapped Vietnamese 
Government to try to prevent more dam- 
age to the old buildings. 
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But a few months ago, Nguyen received 
his first foreign funds. The Japanese Gov- 
ernment provided US$100,000 through 
Unesco to restore the severely damaged 
roof and columns of the Southern Gate, a 
massive entrance to the Imperial City for- 
merly reserved exclusively for the use of 
the king on festive occasions. (Everyone 
else, including his wives and concubines, 
had to enter the city through one of its 
three other gates.) A French film company, 
shooting a film named Indochina in the 
Imperial City, also provided some funds to 
replace several decaying red and gold lac- 
quered columns in the Thai Hoa (Supreme 
Harmony) Palace, where emperors once 
held national ceremonies and received for- 
eign guests. 

Although Hue is Vietnam's only sur- 
viving ancient capital — the four earlier 
capitals have all been destroyed — protec- 
tion of the city's monuments has suffered 
from the communist leadership's stress on 
preserving the landmarks of the country's 
revolutionary history and decades of 
propaganda which blamed the Nguyen 
Dynasty for "selling" Vietnam to the 
French in the late 19th century. 

Landmarks competing with Hue on the 
government's priority list include the 





Rehabilitating the Nguyens. 


Hung Temple, dedicated to the Hung 
kings who founded Vietnam; Dien Bien 
Phu, where the communists defeated the 
French colonial army in 1954; the Ho Chi 
Minh Trail along which the north infil- 





TAIWAN 


Archaeological site sparks tussle over historic identity 


A dig at the past 





By Bill Savadove in Taipei 


ear the banks of Taiwan's most 

polluted river, archaeologists 

scramble under brightly coloured 
umbrellas to uncover what they can of a 
9th-century aboriginal village. Hovering 
nearby are the bulldozers set to plow 
through the site by the end of September, 
clearing the way for a sewage treatment 
plant. 

The umbrellas and the bulldozers pro- 
vide the setting for a peculiar, emotional 
standoff that pits the government against 
scholars and students. At heart, the tussle 
revolves around the question of Taiwan's 
historic identity. For the fight to save the 
Shih San Hang site, which sits by the 
Tanshui River about an hour's drive 
northwest of Taipei, has been politicised. 

Those who want the site preserved, led 
by academics at Taipei's Academia Sinica, 
claim government officials have deliber- 
ately misiriterpreted the site's significance. 
Further, they claim, plans to run waste- 
water pipes right through it show a disre- 
gard fang goue history by the ruling 
Ku tang government which is more 
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interested in mainland China than Taiwan. 
What irks academics like Michael 
Hsiao, a research fellow at Academia 
Sinica, is the historical slant government 
officials give the Shih San Hang site. In 
keeping with the “One China” policy, gov- 
ernment spokesmen describe the site as 
showing that Taiwan and mainland China 
had a significant trading relationship as 
early as the Tang (618-907 AD) or Song 
Dynasty (960-1279), and not the Ming 
(1368-1644), as previously believed, based 
on the discovery of a gold gilded bronze 
bowl and porcelain fragments at the site. 
“This reflects the Han Chinese mental- 
ity, the mandarin mentality, that Taiwan 
history is not significant,” says Hsiao. For 
him and others, the site is a treasure trove 
for students of Taiwan's aboriginal culture. 
The site has revealed the first evidence of 
Taiwan's passage from Stone Age to 
modern age: remains of iron smelting. 
Insisting on Taiwan's history for Tai- 
wan's sake has been a loud and provoca- 
tive accompaniment to the growing popu- 
lar sentiment for Taiwan independence. 
Some academics have taken to studying 
local history and aboriginal history as a 
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trated troops and supplies in its war 
against the US; and Con Dao, the island 
where many revolutionaries were impris- 
oned by the French and the Americans. 

But Hue's status appears to have been 
upgraded in the past few years, as Viet- 
namese historians have become more open 
in their assessment of the Nguyen Dynasty 
and begun critically evaluating the specific 
role of each individual king. Xuan, for in- 
stance, brands Dong Khanh, who signed 
the agreement turning Vietnam over to 
French rule in 1884, and his two successors 
as "henchmen of the French," but the re- 
searcher is more generous with most of the 
other Nguyen monarchs. "Those who say 
the Nguyen Dynasty gave Vietnam to for- 
eigners don't understand our history," he 
says. "Most of the Nguyen kings struggled 
against the French." 

This new perception is slowly being in- 
troduced in state-run schools. The recently 
published high school history textbook for 
the first time credits Gia Long, the founder 
of the dynasty, with uniting north and 
south Vietnam, building the country's 
main north-south highway, rapidly ex- 
panding the south's agricultural land, and 
establishing Vietnam's first institute to 
train social scientists. a 


means of proclaiming Taiwan's unique- 
ness. Shih San Hang, not surprisingly, of- 
fers a potent symbol for the broader deba'e 
over Taiwan's identity: a separate place or 
part of the mainland? Last month, some 40 
students and professors rallied to show 
support for preserving the site. 

Archaeologists involved in the dig, 
however, have tried to avoid the political 
fray. "Those who want Taiwan independ- 
ence emphasise the local significance. 
Those who want unification emphasise the 
ties to the mainland. We just want to em- 
phasise the academic and the cultural im- 
portance," says Tsang Cheng Hwa, chair- 
man of archaeology at Academia Sinica, 
which is overseeing the excavations. 

The sensitivity of the issue, and the in- 
ability of the government to deal with it at 
the bureaucratic level has resulted in the 
case being kicked upstairs. Originally, the 
bulldozers were supposed to move in Au- 
gust, but after a last-minute visit by Pre- 
mier Hau Pei Tsun on 4 August, the gov- 
ernment agreed to set aside a token 3,000 
m? of the 60,000-m‘ site. 

But at a meeting just three days later, 
bureaucratic wrangling between the Envi- 
ronmental Protection Agency (EPA), the 
Council for Cultural Planning and Deve- 
lopment and archaeologists reduced the 
protected area to 2,000 m*, in exchange for 
a one-month extension to complete the dig. 

Since excavations began in 1989, ar- 
chaeologists have uncovered the remains 
of post holes for dwellings and several 
burial sites. The Ketagalan, the plains- 
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dwelling aboriginal tribe which oc- 
cupied the site, buried their dead in 
pits. Bodies were arranged in the 
fetal position with the heads facing 
southwest. 

Artifacts discovered at the site 
include simple tools (stone ham- 
mers, iron knives and spearheads) 
as well as more decorative objects, 
such as glass bracelets, agate beads 
and gold and silver ornaments. 
Most range from 900 to 1,500 years 
old, but some are as old as 1,800 
years, according to carbon dating. 
Pottery and bronze are evidence of 
contact with the mainland. 

Lack of communication between 
scholars who knew of the site and 
government officials have con- 
demned this piece of history to de- 
struction. Scholars have known about the 
site since its discovery in 1957, but narrow 
academic specialisation and the low 
number of qualified archaeologists in Tai- 
wan prevented excavations. The location 
was never formally designated an impor- 
tant cultural site, and government officials 
say they were unaware the proposed plant 
was sitting on top of one of the largest ar- 
chaeological sites in Taiwan. 

The site is located in Pali, a rapidly de- 
veloping city of 17,000 located northwest 
of Taipei. Ask residents where the site is 
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The bulldozers are coming. 


located, and they will point to a narrow 
dirt track which slopes down to the 
Tanshui River. There, the bulldozers meet 
the umbrellas. Construction on the treat- 
ment plant, which began last year, be- 
comes evident closer to the river. Groups 
of workers dig foundations and install 
pipes. Earth-moving machinery and trucks 
filled with debris come and go. All the 
while, archaeologists and their helpers 
hunker down in cordoned-off sections of 
dirt, digging for objects as quickly as they 
can. Scholarship is being compromised as 


archaeologists race to finish the dig 
by omitting the usual step of sifting 
dirt through screens. 

The EPA has refused to stop 
construction on the sewage treat- 
ment plant, which is part of a long- 
delayed clean up of the Tanshui 
River and plans for waste-water 
treatment for Taipei County. The 
NT$140 million (US$5.25 million) 
primary treatment facility is also 
part of the island-wide Clean River 
Project, which aims to meet mini- 
mum water quality standards for 
Taiwan by 1998. 

An ineffectual system of review 
prevented the archaeological site's 
existence from being discovered 
when environmental impact re- 
search was conducted in 1978 and 
1979. A two-volume report was commis- 
sioned by the government, and issued by 
Sinotech, a government-sponsored engi- 
neering firm based in Taipei. 

Shih San Hang's existence then passed 
unnoticed through all stages of review by 
the EPA and the Ministry of the Interior. 
The final version of the environmental 
impact statement, issued in 1987, made no 
mention of the archaeological site. On a 
1988 research trip, Academia Sinica ar- 
chaeologists learned of the planned con- 


struction from local residents. * 
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* Fresh fruit basket 


The Lai Lai Sheraton Hotel Taipei 10th Anniversary 
Special Package gives you abundant reason to celebrate 
as we pamper you from the moment you arrive. Enjoy: 


* 3 days and 2 nights in luxurious comfort 
* A courtesy bus transportation to and from CKS international airport 


* 2 complimentary American Breakfasts 
* A free use of our in-house gym and sauna 
* No minimum charge at the Elysee Nightclub 


for NT$8000/1 person and NT$10,000/2 people. 
Extend your stay for a special rate of NT$3300/night 
(breakfast not included). 


Prices are subject to 10% service charge. 


Sheraton Club International members earn valuable club 
points for each stay. 


12 CHUNG HSIAO EAST ROAD. SECTION 1. TAIPEI. TAIWAN, 10023 ROC 


This offer is valid until December 31, 1991. 
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“Commencing July ist, Thai will fly from | 


Bangkok, via Seoul, to Los Angeles three time 
a week. Arriving at 10.30 am, it allows ample 
time for connections across the United States 
(including Mount Rushmore). 

Thai people are famous for their hospi- 
tality, so we're sure you'll enjoy our renowned 
Royal Orchid Service en route. 

You can now fly to Los Angeles on every 


Monday, Thursday and Saturday in our brand 


h as silk. 


* Subject to change. without hot l 
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Slipping away quietly 
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h e Diplomacy of Imperial Retreat: Britain' S 
South China Policy, 1924-1931 by Edmund 
S. K. Fung. Oxford University Press, Hong 
: Kong. US$53. 


By fits and starts Britain came to terms 

- with Chinese nationalism and anti-impe- 
-.. rialism in the late 1920s and with the Brit- 
- ish empire's diminishing clout in world 





affairs following World War I. First Lon- 
don, and later British officials in the field, 
.. realised that gunboat diplomacy, the cor- 
| nerstone of British diplomacy in China for 
2m nearly a century, was no longer an effective 
_. way to protect Britain's commercial inter- 


ests in China nor preserve its prestige in 
_» the Far East. 

= The challenge became how to orches- 
-= trate a dignified retreat that did not leave 


pe Britain racing out with its tail between its 
_ legs, while preserving its foothold in the 


_. potentially lucrative China market. 

s Drawing on an impressive range of 
_. British and Chinese sources, Edmund S. K. 
_ Fung of Griffith University analyses Brit- 
_-ain’s relationship with the Nationalists 


between the reorganisation of the 


p Kuomintang (KMT) and the start of an anti- 


e ; imperialist movement in southern China 
|o dn 1924, and the outbreak of the Manchu- 
_ fan crisis in 1931. Although primarily a 


Je study of Britain's role in the bilateral rela- 


tionship, The Diplomacy of Imperial Retreat 
» provides an informed discussion of do- 
. . mestic Chinese politics and its impact on 
_ British policies during this period. It also 


..' examines the role played by the other ma- 
_ ¿jor powers in China, and challenges the 
|. view that Washington, Tokyo and London 
coordinated their policies to a large extent. 
| While some argue that the 1921-22 
-= Washington Conference on the Limitation 
.:. of Armaments signified a break with the 





p < "diplomacy of imperialism” in the Far East 
«'. and a sincere attempt by the major powers 


- to prevent China from being carved up 
further by foreign spheres of interest, Fung 
~ argues that the conference did not signifi- 
cantly alter the status quo. Although Japan 
was forced to give up its claim to 
Shandong, no real effort was made to re- 
vise the unequal treaties. 

;. While the powers may have differed 
over how to define and protect their inter- 
ests in China, they generally agreed that 


result, British officials in the early 1920s 
were generally dismissive of Chinese na- 
tionalism. 

|: Meanwhile, the KMT, inspired by Bol- 
- shevism, had begun to use the language of 





China could not put its own house in order _ 
and thus needed — perhaps even webes. 
< comed — a period of foreign tutelage. Asa — 


anti-imperialism. They 
accused foreigners of 
being at the root of Chi- 
na's problems, of strip- 
ping China of its inde- 
pendence and of dis- 
rupting its economy. 
This view became in- 
creasingly widespread 
among Chinese after the 
30 May and Shaji inci- 
dents, in which foreign 
troops opened fire on 
Chinese demonstrators, 
and prompted Chinese 
workers to join in a 16- 
month boycott of 
Hongkong in 1925-26 
that strangled the colo- 
ny's economy. 

The boycott — not 
the Washington Confer- 
ence — marked a turning point in Lon- 
don’s view of China, according to Fung, 
while British officials in China and 
Hongkong pressured the Foreign Office to 
take military action to end the boycott. 
London resisted, believing that a display 
of force would further incite Chinese na- 
tionalism and anti-British sentiment and 
thus be deleterious to Britain's interests 
over the long term. 

In late 1926 London issued the Decem- 
ber Memorandum, the basis for Britain's 
China policy over the next decade. The 
Foreign Office acknowledged the signifi- 
cance of the Nationalist movement, aban- 
doned the idea that foreign tutelage was 
essential for China's development, and 


THE DIPLOMACY OF 
IMPERIAL RETREAT 
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opened the door for the. renegotiation o 
the unequal treaties. 

Anglo-Sino relations improved dra- 
matically in late 1927 and 1928, in part be- 
cause of London's shift, but largely because 

of the KMT's split with | 


Party. Yet the most de- — 
tested provision of the . 
. unequal treaties — ex- . 
traterritoriality — re- 
mained intact until 1943. 
China's political insta- 
bility, differences 
among the foreign pow- 
| ers, and the Great De- 
pression all contributed 
to the impasse, as did 
the Manchurian crisis. 
This i$ an impressive, 
if not always engaging, 
study of the intricacies 
of Anglo-Sino relations 
in the 1920s. It takes a 
hardheaded look at Brit- 
ish behaviour, stridently 
criticising imperialism 
while remaining aware 
of distinctions among the imperialists and 
the shortcomings of the Chinese National- 
ists. It is empathetic without being apolo- 
getic. The book suffers at times, however, 
from a surfeit of detail that only diplomatic 
historians specialising in the 1920s would 
love. 

At a time when policymakers and aca- 
demics are in disagreement over whether 
the US is “bound to lead” or is in the throes 
of imperial overstretch, it is worthwhile 
examining how the last great empire man- 
aged its global retreat. And in light of Brit- 
ain’s recent insensitivity to nationalist aspi- 
rations in Hongkong, it is a stark reminder 
that London was once more capable of a 
dignified retreat. m Marie Gottschalk 
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Exiles close to home 


Behind the Bamboo Hedge by Gisele L. 
Bousquet. University of Michigan Press, Ann 
Arbor. £22.50 (LIS$36.75). 





Subtitled "the impact of homeland 
politics in the Parisian Vietnamese com- 
munity," this is a study of the competing 
political organisations within this close-knit 
and insular immigrant and refugee group. 
Political activity among the Vietnamese in 
Paris is focused solely on the homeland; 
there is little desire to engage in French 
politics. 

A major fault line divides the Viet- 
namese community into two: those who 
support the Hanoi regime, and those who 
wish to see it overthrown. Not surprisingly, 
the latter is largely made up of post-1975 
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“Each wave of immigrants eem its own 
capital of political experiences to bear on 
the Parisian political forum. The first wave 
experienced the indignity of French coloni- . 
alism, the second the bitterness of Ameri- _ 
ntion, and the third the disillu- ... 
sionment of life under communism.” Only 
tight family bonds can bridge the political — 
divide that has emerged from this bitter 
experience. 

The bamboo hedge is an analogy the 
author makes between the isolationism of 
the Vietnamese community in Paris and 
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the Chinese Communist ` 





the protective barrier 
that surrounded 19th 
century Vietnamese 
villages; keeping stran- 
-gers out and unifying 
the group within. 
. For the pro-Hanoi 
faction, Bousquet ar- 
= gues, communist “po- 
© litical discourse" is a 
bamboo hedge. Its 
present aim is to inte- 
grate further into 
French society and be- 
come a permanent ele- 
ment in multi-ethnic 
France, while maintain- 
ing its Vietnamese cul- 
tural identity. The 
members of the pro- 
Hanoi faction realise 
that they are unlikely to 
return to their home- 
land, and many have taken French citizen- 
ship to improve their employment oppor- 
tunities. But they remain aware of the his- 
toric role their community has played in 
the struggle for an independent homeland, 
and they continue to lend financial and 
material support to the Vietnamese Gov- 
ernment and people. In a bid to recruit new 
members from among refugees that fled 
the socialist republic, the pro-Hanoi faction 
has, since 1975, "focused on social and cul- 
tural issues and tried to remain politically 
neutral." At least in terms of outward ap- 
pearance. 

There are also economic advantages in 
belonging to the pro-Hanoi group; mem- 
bers enjoy discounts on flights to Vietnam, 
and the group also operates an import-ex- 
port firm that ships consumer goods and 
potential black-market commodities to 
relatives in Vietnam at favourable rates. 

The anti-communist group, on the 
other hand, wants its members "to believe 
that they will be able to return to Vietnam 
after an overthrow of the communist Ha- 
noi regime." It highlights the communist 
origins of the pro-Hanoi group, discour- 
ages Vietnamese from attending the latter's 
cultural and other activities, and boycotts 
its trading and transport businesses. In 
stark contrast to the Vietnamese commu- 
nity in the US, the Paris anti-communist 
faction is far smaller than the dominant 
pro-Hanoi group. While the latter is largely 
united under a single umbrella organisa- 
tion, the anti-communist faction is divided 
into smaller sub-groups and, as one might 
expect, tend to be more secretive. 

The author based his research on “ur- 
ban fieldwork" carried out in 1984, when 
he interviewed 250 informants from both 
sides of the divide. The book contains 
vignettes of life in Vietnam shortly after 
reunification, and of refugees' initial en- 
counters with the seemingly antagonistic 
French. 
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Bousquet argues 
that homeland politics 
is crucial in defining the 
fabric of the overseas 
Vietnamese commu- 
nity. Yet Vietnam has 
undergone major politi- 
cal change — particu- 
larly with regard to 
refugees — since this 
research was done. One 
wonders what changes 
have taken place in the 
Paris immigrant com- 
munity during those 
seven years. Bousquet 
concludes by stating 
that "throughout his- 
tory, political activism 
and factionalism have 
characterised the Paris- 
ian Vietnamese com- 
munity, and they are 
likely to continue regardless of what politi- 
cal party is in power in Vietnam." 

æ Nick Freeman 





Pass the paan 


Delhi Belly and Other Misadventures in the 
Middle Kingdom by Jug Suraiya. Rupa & 
Co., Calcutta. Rs 50 (US$1.95). 


Wouldn't it be grand to have Jeeves 
bringing us kippers for breakfast? A 
"freshly ironed copy of the TOI from Mr 
Patel’s corner ship" really would be gild- 
ing the lily, especially on a Thursday, 
"when Jug Suraiya exercises his weekly 
squatter's rights in the middle slot of The 
Times of India." However he is now offer- 
ing us "a unique opportunity not to read 
77 of his most memorably unreadable 
pieces" in this slim book. 

The blurb exaggerates. These essays will 
be indigestible only to readers lacking the 
Indian passion for initials, a few words of 
kitchen Hindi, an off-the-wall sense of hu- 
mour, and a taste for the insider's view of 
New Delhi's everyday life and politics. The 
author's choice of subject matter is eclectic. 
One week he's down Race Course Road, 
sending up the current occupant of No. 7 
— Weepy Singlet, Ajib Grandee or 
Shunder Faker — next week he's back 
home in the South Delhi suburb of Lajapt 
Nagar (LPN), evesdropping on Pamela 
Bordes and Salman Rushdie. While the 
political pieces are clever, they can be la- 


boured. He's probably funniest on the do- = 


mestic level. The goings-on in LPN, a bus- 
tling enclave where everyone lives in each 
other's pockets, will strike an immediate 
chord with anyone usually awoken by the 
cries of the subziwallah (vegetable seller) 
and the clash of the neighbours' brass 
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buckets. 

LPN residents Taploo and Paploo lea 
French, take up ^joggling" and have stick 
ers on their cars like suburbanites 
where. But then marriage season « 
round. "Romance is in the air, as pa 
as the exhaust of a DTC bus." And ant 
sual liaison starts in LPN: "He pawed 
ground, tossed his horns and let loose 
thunderous bellow. She — vixen that sh 
is — seductively dipped her headlights at 
him. He lumbered over to drool on her 
bonnet, his lump a-quiver with ecstasy. 
The resident bull and unofficial garbage 
disposal unit of Block B, LPN i, had fallen 
for my Maruti. And what was worse, shi 
seemed to reciprocate the sentim 
ing by the coy smirk on her radia : 

The affair presumably ended when JS 
moved to Vasant Kunj or Britain, the Delhi 
Development Association's latest residen- 
tial colony, or “klonie,” but by then he had 
other preoccupations — the water shore 
age, naming his flat, and pawda plants. it 
doesn't end there. A final group of essays... 
covers miscellaneous subjects ranging from: 
coping with computers and riding a camel. 
to a system for grading restaurants by the 
number of flies that patronise them. P 

The majority of the pieces rely for their. 
success on the reader's familiarity with In- 
dian life at all levels, which may bea prob- - _ 
lem for strangers. Jug Suraiya exploits New 
Delhi's quirks and foibles lavishly, and oc- 
casionally allows his fertile imagination hi- 
larious flights of fancy, triggered by local __ 
or overseas press reports. But make no __ 
mistake. This is a very funny, very Indian 
book, and extremely reasonably. priced 
now that the rupee has been devalued. 
Unfortunately the publishers skimped on. 
glue, so like recent governments Delhi Belly. 
is programmed to self-destruct. E 
m Sue Earle 
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Moscow's 


MISPLACED OPTIMISM THAT THE Soviet republics and the nations of 


Eastern Europe can transform themselves peacefully into capi- 
talist democracies could prove costly for investors in coming 
months. 

On the face of it, the moribund economy of the Soviet Union 
has little direct significance for global capital markets. As the 
country breaks up following the failed August coup attempt, its 
contribution to the business environment is even further dimin- 


z ished. Yet events in the Soviet Union and Eastern Europe — com- 


‘posed mostly of former Soviet satellites — promise to have an 
impact on global investment decisions that is far out of proportion 
to the funds actually at risk in those countries. 

The spectre of a nuclear superpower lapsing into civil war is 
likely to create new uncertainties, and not only in terms of Euro- 
pean security. East European turmoil, whether of ethnic, political 
or economic origin, could pull Western Europe and the US into 
intermediary roles — financially or militarily — that would rep- 
resent a tangible cost to the developed economies at a time when 
they are weakened by recession. 
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So the outlook is for periodic dips in major markets if events 
on Europe's eastern flank turn dark and bloody. On such occa- 
sions, safe havens such as the US dollar and US Treasury bills (but 
not gold) will be favoured with alacrity. Keeping a proportion of 
the portfolio in cash in a spread of currencies would seem prudent. 

Stockmarkets will continue to be haunted by the weak to non- 
existent economic recovery in the debt-laden US, the drag on the 
EC from German unification, and the third leg of the Tokyo bear 
market. Indeed, rising worldwide demand for capital will surely 
push up interest rates next year. There may be some respite in the 
English-speaking economies — especially in the US with the 
stimulus of an election in 1992 — but over the long haul, the 
major markets could be in for a thumping. Bonds should do well. 

Kemper Financial Services estimates that the current-account 
deficits of "the old communist countries and the newly market- 
oriented developing countries [in South Asia]” could amount to 
US$80-100 billion by the end of next year, compared with a cur- 
rent-account surplus of US$5 billion three years ago. 

And this is in addition to the more creditworthy demands of 


Taipei's bulls are getting ready for another run 


Groggy but unbowed 


AIWAN'S STOCKMARKET did some 

unforgivable things to investors in 

1990. From a peak of 12,495 on 10 

February 1990, the weighted in- 
dex of the Taiwan Stock Exchange (TSE) 
collapsed nearly 80% to a nadir of 2,560 on 
1 October. 

The TSE, however, could be just the 
place to park some money in the 
next nine months. It stands on a 
price-earnings ratio of around 18. 
This is not cheap in international 
terms, but it is not outlandishly ex- 
pensive either. 

The case for believing in the TSE 
rests primarily on Taiwan's healthy 
economic prospects and two one-off 
factors: impending Legislative Yuan 
elections and the likelihood that re- 
strictions on foreign investment will 
be further loosened. Both factors 
suggest that at least a modest bull 
market is possible in the next six 
months. 

Taiwan's economy is in rude 
health, driven as usual by its trading 
performance. For the first six 
months of this year, Taiwan accu- 
mulated a visible trade surplus of 
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By Michael Taylor in Hongkong 


US$12.9 billion, slightly higher than for the 
same period in 1990. Industrial produc- 
tion was 7.2% higher in the period. 

Analysts expect GNP growth of 5.7-6% 
this year, up from 5.3% in 1990. Inflation, 
at 3.6%, is not a serious problem, and 
interbank interest rates and prime-lending 
rates are drifting slowly down. 
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And if the country’s sound economy is 
not sufficient to lift the TSE, the govern- 
ment's willpower may be. In the run-up to 
the elections in the Legislative Yuan next 
year, the ruling Kuomintang can be ex- 
pected to try to stimulate the stockmarket. 
The vast majority of investment in Taiwan 
remains in the hands of short-term specu- 

lators, making a bull run easier to 


Back from the dead $ engineer. A rising stockmarket 


Te 1991-100 
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= 2 would be taken, rightly or wrongly, 
^ as evidence that Taiwan's economy 

. is doing well under the current po- 
—  litical setup. 
| There is also the possibility of in- 

creased overseas investment on the 
TSE as barriers are lowered. A start 
was made in January, when the 
Ministry of Finance announced that 
foreigners would be allowed to buy 
a total of US$2.5 billion of shares on 
the exchange, with foreign-invest- 
ment companies being allocated 
portions of that total. 

There are rules about what that 
money can buy. Currently, foreign 
ownership of Taiwan companies is 
limited to 10%, with no more than 
5% to be held by any single foreign 
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investor. Restrictions are also in place on 
the repatriation of the principal and of any 
profits made. As things stand, capital gains 
can be repatriated after three months of 
investment, and an application to repa- 
triate the principal can be made once a 
year. 

The paperwork is daunting, with the 
result that Hongkong-based investment 
companies that have been allocated part of 
the US$2.5 billion foreign investment have 
spent the time since January introducing 
funds aimed at institutional rather than 
retail investors. The timetable for relaxa- 
tion is not known. But there is a consensus 
that the opening of Taiwan's market to 
foreign investment is accelerating and 
when the restrictions are loosened enough 
to allow it, foreign funds will flow in rap- 
idly. 

The TSE is too big to ignore. Although 
virtually closed to foreign investment, it is 
the largest exchange in Asia outside Japan. 
At the end of July, the TSE, which lists only 
208 companies, had a market capitalisation 
of US$132 billion, compared with US$119 
billion at the Korea Stock Exchange and 
US$113 billion at the Stock Exchange of 
Hongkong (SEHK). 

But investing is not easy. Hongkong, for 
example, has no authorised Taiwan-related 
unit trusts, primarily because Taipei's re- 
strictions on currency repatriation are re- 
garded as unacceptably stringent by the 
colony's regulators. Some Taiwan-dedi- 
cated investment trusts are listed on the 
SEHK, though most of the vehicles are de- 
signed for institutional investors. 

The first port of call for the individual 
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investor is the four major and long-estab- 
lished funds listed on the New York Stock 
Exchange (NYSE). In theory, two of these 
funds are closed-end, and two are open- 
ended. In reality, however, the two open- 
ended funds have issued all the shares 
they can, so in effect they now operate as 
closed-end funds, notching up premiums 
and discounts to their net-asset value 
(NAV). 

The two closed-end funds are the Tai- 
wan Fund, managed by China Securities 
Investment Trust and Fidelity International 
Investment Advisers, and the ROC Taiwan 
Fund, managed by International Invest- 
ment Trust. The two technically open- 
ended funds are the Formosa Fund, man- 
aged by Kwang Hua Securities, and the 
Taipei Fund, managed by the GT Group. 
(The ROC Taiwan Fund is the oldest of the 
funds, being formed in 1983.) 

The pick of the bunch is the Taiwan 
Fund. While the other three funds tend to 
track the TSE's weighted index, this fund 
has an active investment strategy. 

In addition, the Taiwan Fund's per- 
formance in the past year has been im- 
pressive, logging a 21.2% increase in NAV, 
far better than its three rivals. The track 
record means that the fund commands far 
higher premiums to NAV than its rivals. It 
is currently trading at a premium of 
around 18%. 

Of the other three, the ROC Taiwan 
Fund traditionally trades at a sharp dis- 
count to NAV, currently at around 12%. 
Nevertheless, the fund managed net-asset 
growth of 2.7% last year. 

Both open-ended funds are trading at a 
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slight premium. Of the two, the Formosa 
Fund performed best last year, posting a 
1.5% gain in NAV, compared with the 
Taipei Fund's 7.6% NAV decline. 

Jardine Fleming has introduced two 
Taiwan investment trusts for the retail in- 
vestor, both of which are quoted on the 
SEHK. Even though the JF Taipei Trust was 
opened during the market collapse in Au- 
gust 1990, it managed a 16.1% return at the 
end of its first year. To put this in per- 
spective, it beat the performance of all 
Hongkong-authorised unit trust in the year 
ended on 31 July. 

This is even more surprising consider- 
ing the fund's policy. It does not invest in 
Taiwan directly, only in Taiwan-related 
instruments outside Taiwan. In practice, 
this means it buys the four NYSE funds and 
bonds convertible into Taipei-listed stock. 
The minimum investment is US$1,000, 5% 
of which is lost in initial fees. A 1.5% 
management fee is charged. 

Jardine's second vehicle, the JF Taiwan 
Trust, was launched in February. The trust 
has a higher minimum investment of 
US$10,000, but it has an advantage of in- 
vesting directly on the TSE. So far, it has 
lost 10% of its value. 

Two other Taiwan-targeted investment 
funds have been started up in Hongkong 
this year. GT Management has introduced 
a Taiwan Fund with a minimum invest- 
ment of US$500,000. And Thornton Man- 
agement has launched a fund with a 
minimum investment level of US$50,000. 
The Thornton Taiwan Fund offers sub- 
funds aimed at equity income, = 
growth and a liquidity fund. 





DEFENCE STOCKS 


Fighting chance 


By Tai Ming Cheung in Hongkong 


OR A FEW DAYS IN MID-AUGUST, the 
F world’s defence contractors were 

lifted from their post-Cold War dol- 
drums by the Moscow coup attempt. Just 
as suddenly, the renewed spectre of East- 
West military confrontation faded — and 
so did any likelihood of a reversal in the 
general decline of the world's major de- 
fence industries. 

Under the New World Order, the 
prospect is for a smaller, tougher defence- 
sales market, though with regional varia- 
tions — one of them being Asia. Although 
global defence spending has begun to fall 
following the rapid and sustained growth 
of the 1980s, Asia is one area where the 
arms race is still alive and kicking. 

European and US firms whose business 
has been badly hit by the defence cutbacks 
of their own governments are taking a keen 
interest in the region. In addition, the Asian 
defence build-up holds opportunities for 
regional manufacturers, especially those 
likely to be sought as domestic partners by 
foreign companies trying to gain a local 
beachhead. 

Among the most lucrative Asian de- 
fence markets are Japan, South Korea and 
the nations of Southeast Asia. 

Unlike its Western counterparts, Japan 
still considers the Soviet Union a potential 
threat. The Japanese Defence Agency's 
five-year plan, announced last year, estab- 
lished a ¥23 trillion (US$170 billion) pro- 
gramme, with an average 3% annual in- 
crease in defence spending. Purchases will 
include 10 destroyers, five submarines, 42 
F15 fighters, four airborne early-warning 
aircraft and numerous patrol aircraft, heli- 
copters and missile systems. 

The Japanese, however, are tough cus- 
tomers and demand generous co-deve- 
lopment and co-production rights in ex- 
change for contracts with foreign suppliers 
— à practice being followed by other Asian 
countries. 

Japan's defence contractors are in a 
better position than their European and US 
counterparts to face the shrinking arms 
market. While defence sales account for 
more than half the total sales of many US 
companies, such as McDonnell Douglas, 
General Dynamics and Grumman, they 
make up a much smaller share among Ja- 
panese companies involved in defence 
work. 

Defence sales at Mitsubishi Heavy In- 
dustries, Japan's largest defence contractor, 
account for only 20% of the company's 
overall sales. At Toshiba Corp., the fourth- 
biggest defence producer, they are a paltry 


3% of total sales. 

In addition, Japanese firms do not have 
to look to foreign sales to keep their pro- 
duction lines busy. Indeed, the government 
prohibits Japanese companies from ex- 
porting arms and defence-related techno- 
logy. In compensation for the lack of export 
opportunities, the government guarantees 
profits on most defence contracts it awards. 

The structure of South Korea's defence 
industry is similar to Japan's, with the 
government providing generous support 
to attract firms to become involved in arms 
production. Here, too, defence sales repre- 
sent a tiny proportion of total sales of the 
country's main defence manufacturers — 
many of them chaebol such as Daewoo, 
Samsung, Lucky Goldstar and Hyundai. 

Samsung Aerospace Industries, a listed 
affiliate of Samsung Electronics, is one of 
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South Korea’s leading defence contractors, 
specialising in military aircraft production. 
Samsung’s good fortune was evident ear- 
lier this year, when the South Korean 
Government changed its mind over the 
country’s next-generation fighter aircraft, 
the Korean Fighter Programme (KFP). 

In March, the government reversed its 
choice of the McDonnell Douglas F18 
fighter for the KFP and awarded the deal 
instead to the General Dynamics F16. 
McDonnell Douglas had originally teamed 
up with Samsung to co-produce the air- 
craft, while General Dynamics had joined 
up with Daewoo Heavy Industries. But 
Samsung was not hurt by its association 
with the losing bid. Seoul decided to keep 
Samsung as the main South Korean con- 
tractor on the KFP, with Daewoo playing a 
supporting role. 
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South Korea's Honest John SSM: lucrative market. 


While Seoul continues to maintain a: 
high level of defence spending, with the 
military threat from North Korea still un- 
diminished in defence planners' eyes, the 
thrust of this spending is on hi-tech, pres- 
tige projects such as the KFP. Spending on 
munitions, small arms and other basic 
equipment has dropped because large 
stockpiles already exist. This has forced 
smaller defence companies to diversify into 
other areas. 

Singapore's top defence company, Sin- 
gapore Aerospace, is also managing to do 
well in the tight defence market, primarily 
because its main client, the Singapore Air 
Force, provides the company with a large 
and steady source of work. 

Nonetheless, the company is trying 
hard to reduce its defence-related activi- 
ties, and has put priority on building up its 
civilian work. One of the company's main 
growth areas is maintenance of wide-bod- 
ied commercial airliners. It recently estab- 
lished a subsidiary, Mobile Aerospace En- 
gineering, in Alabama. 

Other new projects Singapore Aero- 
space has embarked upon in recent months 
include joint development of a light heli- 
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copter with Aerospatiale of France and the 
China National Aero-Technology Import 
and Export Co. Defence work last year 
accounted for around 75% of the compa- 
ny's turnover, down from 85% in the late 
1980s. 

The company analysts forecast that its 
profits will grow steadily over the next few 
years. After-tax profits this year are ex- 
pected to be around $$21 million (US$12 
million), up from $$16.9 million last year. 
Earnings are forecast to increase further to 
around S$40 million by 1993. 

Reflecting these healthy prospects, the 
company has performed well on the Sin- 
gapore Stock Exchange since it was listed 
in July 1990. On 11 September, its share 
price was S$2.80, up 87% from the S$1.50 it 
was trading at in the week after its flota- 
tion. * 
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By Paul Handley in Bangkok 


EW PEOPLE BELIEVE IT, but the behav- 

iour of the Bangkok stockmarket 

does broadly reflect the fundamen- 
tals of the Thai economy. Indeed, the 
market's rapid expansion over the past two 
years through new listings — particularly 
in the past 12 months — has made the 
market more dependent on local and for- 
eign institutional investment, rather than 
on speculative cash. 

This, of course, is one of the reasons 
why the market has slumped this year. The 
institutions, recognising that inflation and 
a growing current-account deficit threaten 
the economy after four years of rapid ex- 
pansion, have taken a sober view of Thai- 
land's immediate prospects. 

The generally poor corporate results for 
the first half of 1991 confirm earlier signs 
of an economy going off the boil. 

Weighted profits of listed companies 
rose an overall 17.5% in the 12 months to 
30 June. But of 246 companies reporting, 
108 posted lower net profits than a year 
earlier — and 103 saw their profits decline 
compared with the second half of 1990. 

This provides an opportunity to ferret 
out the consistent performers: those com- 
panies who have been able to improve 
profits during difficult times. Most com- 
panies have seen their margins shrink,but 
a number nonetheless are consistently 
profitable. Meanwhile, earnings-per-share 
(EPS) is not a good guide in itself, because 
frequent capital calls have watered down 
EPS levels, especially in the past year. 

similarly, it must be noted, profits are 
not a foolproof indicator. Many companies 
can find ways to artificially inflate pro- 
fits, and this has happened particularly 
among companies about to tap the 
stockmarket for capital. Sawang Export, for 
instance, was the jewellery sector’s best 
performer in the year to 30 June. But its 
high first-quarter profit of Baht 32.3 million 
(US$1.3 million) was followed by a dis- 
turbing drop to Baht 9.6 million in the 
second quarter; the period closed just after 
Sawang was listed. 

Nevertheless, a number of stocks com- 
mend themselves for steady earnings 
growth, not just over the past year, but 
over the past six quarters. 

The most consistent sector has been 
banking. Banks collectively increased their 
profits in each of the last two half-year 
periods, producing an aggregate 3296 in- 
crease in earnings for the 12 months to 30 
June. The best performer was the biggest 
— Bangkok Bank — which saw profits rise 
109%. Second-best was the Industrial Fi- 
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ack to basics 


Time to be choosy 


nance Corp. of Thailand, up 54%. 

Auto assemblers and parts makers, as a 
sector, also did well, with 19% weighted- 
average earnings growth. However, only 
three of the six listings made steady pro- 
fits. Volvo assembler and parts dealer 
Swedish Motor Corp., by far the largest of 
the six, turned in 52% profit growth for the 
12- month period. Goodyear Tyres posted 
an earnings increase of 78%. 

In sectors where the gains were less 
even, several individual companies never- 
theless merit mention. Large animal-food 
producer Charoen Pokphand Feedmill, 
which dominates the agribusiness sector, 
raised earnings by 3396 in the second half 
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of 1990 and by 25% in the first s 
of this year. Yet investors avoid the st 
because of its size, and because of fears 
any sharp price increase will be follo We 
by a capital call. : 

The construction-materials. E 
sagged in the 12-month period as a 
of tighter margins and slower sales 





Union Mosaic Industries (om stil cha Í 
up an increase of 33%. More impres Sh 
figures were turned in by The hh 
General Engineering and.B 
Industry, but analysts discount tl 
cause all were recently listed. — ^ 
Also turning in steady perfortiiarics 
were bathroom-fittings maker American 
Standard, up 14%, and Thai Asahi Glass, 
up 12%. Along with UMi, however, these: 
two companies face large capacity expan-_ | 
sions in their respective markets, which is" 
likely to affect future profitability. | 
Electrical-products and electronic-com- = 
ponents stocks are often regarded as too 
volatile and speculative for the serious in- 
vestor, but the past year reveals some 
quality here, too. Computer and informa- T 
tion-technology distributors Datamat and = 
Inter Far East Corp. grew 40% and 16%, 
respectively. Parts maker GSS Electronics — 
was another steady performer, increasing __ 
its profits by 11795 in the 12 months. B 
The textiles sector has been split almost 
evenly between losers and gainers in both. 
of the past two half-years. Strongest and - 
steadiest was Thai Rayon, with a 108%. 
profit increase evenly distributed over the 
past four quarters. Athletic-shoe producer 
Bangkok Rubber, part of the Saha . 
Pathanapibul group, gained 59% while __ 
competitors Pan Asia Footwear and Union * 
Footwear struggled. " 


ROTHSCHILDS INTERNATIONAL MONEY FUNDS. 


There’s never been a better time 
to invest in currency 


In an uncertain world, there has never been a better time to invest in currency. 
Rothschilds two international money funds, Old Court International Reserves Limited and Old Court 
Currency Fund Limited, offer you the opportunity to earn highly competitive interest rates on eighteen 
different currencies. You can switch between currencies at market foreign exchange rates or you can ask 
Rothschilds to manage your investment for you. 


Call us on 525 5333 or fill in this coupon for further details and an application form. 


The price of shares and the income from them can go down as well as up. Investors are reminded that in certain 
circumstances their right to redeem their shares may be temporarily restricted. 
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By Adam Schwarz in Jakarta 


| HE JAKARTA STOCK EXCHANGE (JSE) 
. has not been kind to investors this 
MM. year. The stockmarket index has 
fallen virtually without a break since Janu- 
ary. High interest rates continue to suck 
liquidity out of the JSE, while tough times 
in many of Indonesia's: main export mar- 
_ kets have brought: many once high-flying 
-.. counters back to earth. 
. . This story of gloom and doom, how- 
4. ever, has some bright chapters. For starters, 
. a few stocks are so cheap relative to earn- 
ings that they are tempting. Furthermore, 
some brokers are looking closer at con- 
sumer-based stocks such as pharmaceuti- 
~~ cals, food, paper and household goods. 
* Given Indonesia's population of 180 mil- 
-= lion and annual GDP growth of 6-755, these 
| «companies hold promise for patient inves- 
- tors. 
_ For most of 1991, consumer stocks have 
'. outperformed the stockmarket as a whole. 
Jardine Fleming Nusantara calculates its 
| X own market index.as well as seven sub- 
sectors. On 6 September, the company's 
«consumer index was. second-highest at 
- 27585, just below the industrial index but 
..' well above the market level of 66.35. 
v But it is easy to overstate the long-term 
— potential for domestic demand. About 
— two thirds of the country's population lives 
*. in rural areas where the annual per capita 
|^ income is below US$500. Consequently, 
many products are priced far beyond the 
buying reach of most of these residents. 
Per capita wealth, however, is growing 
in urban areas. City dwellers account for 
.most of Indonesia’s middle class — about 
1096 of the population — and are the con- 
.sumers to watch. 
. One promising area for growth is phar- 
maceuticals. Indonesians spend about 
JS$3 each year on medicine, about one 
third the per capita expenditure of 
laysians, Thais or Filipinos. 
albe Farma is the country's largest 
oducer of pharmaceuticals with its 6% 
rket share, and its prospects are bright 
ecause drug sales are largely insulated 
'om economic swings, says Edward Lee 
f Barings Securities. 
- “The sales of medicine grow even when 
-the economy begins to turn downward,” 
ee points out. But with its price-earnings 
ratio (p/e) of 15, Kalbe is on the expensive 
side. The JSE average p/e is about 13. 
.. Hero Supermarket, Indonesia's largest 
supermarket chain, caught brokers’ eyes 
‘when it posted 200% earnings growth in 
1990. The company's earnings for the first 
half of this year UE. 67h from the 








































year-earlier period. 

Eugene Galbraith, Indonesia research 
director at Hoare Govett, projects Hero’s 
earnings for this year at Rps 14.2 billion 
(US$7.2 million). He rates Hero a buy, not- 
ing that the company should pad 
benefit from its subsidiary chain of food 
stores that targets low-income shoppers. 

Bayer Indonesia has the double advan- 
tage of selling a diversified range of house- 
hold goods in a growing consumer market 
as well being cheap relative to earnings. 
The company's share price, Rps 2,550 on 
30 August, gives it a p/e of 5.4 times on 
expected 1991 earnings and 4.2 on forecast 
1992 earnings. 

About 259» of Bayer Indonesia's sales 
comes from pharmaceuticals such as aspi- 
rin. The remainder is derived from house- 
hold items such as mosquito coils, insect 
repellents and floor polishes, all of which 
are experiencing rapid growth. 

Paper is another commodity under- 
consumed by regional standards. Indone- 
sians consume 4.8 kg of paper each year, 
compared with annual per capita con- 
sumption of 14 kg for Thais and 25 kg for 
Filipinos. Indah Kiat Pulp & Paper, trading 


Lining up 
on the tee 


By Louise do Rosario in Tokyo 


THE VALUE OF GOLF CLUB memberships 
in Japan, like that of other assets, has 
eased considerably in the past year. But 
for golf-loving investors who want to 
share the excitement of Japan's next 
cycle of asset inflation, the highly 
speculative market may be just right. 
Financial daily Nikkei Sangyo's price 
index on golf club memberships rose to 
878.43 on 22 January 1990 from 495.4 on 
25 January 1989, But it has since plung- 
ed, closing at 572.7 on 7 September. 
The average membership price 
based on 500 golf clubs dropped to X30 
million (US$222,000) in September from 
Y45 million in January 1990. Analysts, 
however, expect membership prices to 
rebound when the property sector picks 
cup. They note that golf is still a much 
sought-after status symbol and forms 
an essential part of business entertain- 
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ata p/e of 9 on expected 199 earnings of 
Rps 180 billion, looks a good bet. — 

The company with probably the widest |. 
range of consumer goods is Unilever. The 
company's sales — led by soaps, food and 
drinks — have risen sharply in the past 
year. But at a p/e of 22 on prospective 1991 
earnings of Rps 56 billion, the stock is ex- 
pensive. 

Jolyon Petch, a vice-president at Jardine 
Fleming, recommends acquiring stocks 
that are too cheap to ignore. Two of Petch's 


favourites are pulp-producer Inti Indo- 


rayon Utama and cement-manufacturer 


Semen Gresik. 


Indorayon, one of the world's lowest- 
cost pulp mills, had a sales slump late last 
year. But the company's state-of-the-art 
factory, surrounded by bountiful, cheap 
timber supplies, puts it in good stead for 
the medium term. 

At a share price of Rps 2,500, Indo- 
rayon's market value is about equal to the 
book value of the company's assets, 
whereas most companies trade at a multi- 
ple to book value. Jardine Fleming esti- 
mates Indorayon will earn Rps 95 billion 
in 1991, giving it a p/e of 9. 

Semen Gresik, the country's fourth- 
largest cement company, is the dominant 
producer in rapidly growing East Java. The 
company's shares closed at Rps 3,800 on 6 
September. That represents a market valu- 
ation equal to 99% of the company's book 
value and a p/e of 5.6 on projected 1991 
earnings. n 


ment in Japan. 
In a recent report on leisure, many 
Japanese in their 20s named golf as the 
fourth hobby they want to engage in 
more frequently. Japanese played 
nearly 100 million golf games last year 
on the country's 1,714 courses, with the 
average individual spending Y188,000.. 
on the sport. i 
Nonetheless, analysts warn that ins 
vestors should. choose their member- . . 
ships wisely. They point out that the 
recent bankruptcies of some golf clubs riii 
highlight the risks. |... um 
Hiroko Yamada, a director of Daily LE 
Planning, a dealer in golf club mem- 
berships, says investors should focus o. 








well-established. golf clubs owned. by ps 
financially sound companies listed on | 
the Tokyo Stock Exchange. He says they _ 
should avoid small clubs run by high- 





The ‘National Golf. Cae. Guide 
carries application procedures and 
financial data. Foreigners are advised. . 
to seek advice from a dealer. since. 
some courses do not welcome nonja- : 
pancas | . = — 








26 SEPTEMBER 199 


Doulevard Hotel 
and Westtield lowe rm 


William Street, Sydney 


— 
—— 
v 
= 
v— 
——— 
—— 
c 
we 
—— 
—-—— 
) -— 
I 
n 
= 
— 
-—— 
M 
peers 
— 
— 
tM 
o 
-— 9 
——— 
— 
—— 
= 
-—— 
a 

— 4. 
ae 
-4 


NE 


Do oy) a 


OFFERED FOR SALE IN ONE LINE 
OR CONSIDERED INDIVIDUALLY 


O Landmark CBD quality hotel and 
office building at fringe price 


O Freehold island site with high 


exposure, convenient city and tourism 
location 


O Quality 24 level office building of 
approx 21,000 sq m NLA with large 
floor areas, Government occupational 
appeal and high calibre tenants 


O 300 space Car Park over 5 levels 
O Entire property held under single title leased to Wilsons Car Parking 


with strata sub-division potential O Site area of 2,551 sq metres 
O 180 degree harbour views, easy access EXPR ESSIONS OF INTEREST IN 
to airport, city and Kings Cross WRITING BY FRIDAY Sak. 
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Richard Ellis 


O 274 room international hotel leased to 
Southern Pacific Hotels but vacant 
possession negotiable if required 


O Impressive ground 
floor showroom and 
12 retail units 


a 
International Property Consultants 





For further details contact: Lester Martin, Managing Director, Richard Ellis (New South Wales) Pty Limited, Level 7, NAB House, 255 George Street, 
Sydney NSW 2000 Australia. Telephone Sydney 251 3333 Fax: Sydney 251 2076. 
Or in Hong Kong contact Michael O Reilly in Hong Kong on Tel: 820 2800 
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Pakistan in play 


. By Jonathan Friedland in Karachi 


HE KARACHI STOCK EXCHANGE (KSE) 
has long been regarded by foreign 

. investors as an anachronistic curi- 

- osity, if they ever thought about it at all. 

But overseas interest appears to be perking 

up. Pakistan Prime Minister Nawaz Sharif 

- is committed to shaking awake a somno- 

. lent economy, and barriers to overseas 

` portfolio investment are being taken down 

- . inan effort to expand the country’s equities 
55s. market. 

According to the government, there will 
be no shortage of local scrip to interest 
foreign investors. A radical programme has 

c been announced for the wholesale privati- 
|. sation of state companies, though action is 
trailing some way behind rhetoric. 
us Nor does the market appear over- 
priced. Its price-earnings ratio at the end of 
v: 1990 was 8.5, compared with 20.6 times at 
the Bombay Stock Exchange, the Subcon- 
_ tinent's other major market and one which 
has attracted a steady stream of foreign 
| interest in the past year. 
The first two state enterprises to hit the 
auction block, Muslim Commercial Bank 
|. and Allied Bank, are slated to offer 25% of 
their shares to the public by the end of the 
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as By N. Balakrishnan in Hongkong 























IFE INSURANCE, WHETHER "TERM" Or 
the with-savings “whole life” type of 
Md policy, comes in various shapes and 
sizes. But for some groups of people who 
might be classed as special cases, the 
choices offered by local Asian insurers may 
be limited or expensive. 

.. If you are either very rich or very sick, it 
ould be an advantage to buy life insurance 
ectly from a large foreign company such 
s one of the giant US insurers. 

^ The bigger companies can retain more 
isk in-house, without having to lay off 
sks through re-insurance; and their size 
akes it easier to calculate actuarial risks 
for special cases, such as someone who has 
just had a heart operation. 

.- “Big” in this context is likely to mean a 
Us company, since the US has the largest 
affluent population in the world. Japan, of 
‘course, also qualifies when it comes to 
large numbers and affluence, and boasts 
the world's largest insurer in terms of as- 
sets, Nippon Life. But Japanese insurers are 
not yet very active abroad in offering in- 


Bear to bull 





year, and have already been partly sold to 
new owners. Textile firm Ravi Rayon is set 
to follow, provided a private investment 
group takes the initial plunge. 

Islamabad has also made it more attrac- 
tive for company owners to go public. In 
addition to being offered a modest tax in- 
centive, companies are being allowed to 
decide the price of their initial public offer- 





surance products to individuals. 

As if to make the point, Prudential In- 
surance, the largest US life insurer in terms 
of both assets and premium income, is now 
offering customers in Hongkong the same 
policies that it offers US citizens at home. 
Although its local office, opened in late 
August, is licensed to offer these policies 
only in Hongkong, it can still sell them to 
non-residents provided the policy is 
bought from the territory. 

An important feature of the Prudential 
policies is that they meet the insurance 
regulations of New York State, commonly 
accepted in the industry to have the best 
consumer-protection legislation for insur- 
ance in the US. 

The company offers whole life policies 
as well as term insurance and most of the 
other types of policies on offer in the US, 
which are basically a combination or vari- 
ation of these two policies. 

Term life is a straightforward insurance 
policy, providing a payout to the policy- 
holder's family if he dies prematurely. No 
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| par or at historical break-up. » value. 


Several inducements have been aimed 
at foreign portfolio investors. In early 1991, 
foreign-exchange regulations were eased 
so that investors could remit capital freely 
(albeit through notoriously slow official 
channels). And foreigners may now trade 
on the secondary market. 

Trading volumes have increased sub- 
stantially; on 23 April, a record 82 million 
shares changed hands, compared with an 
average daily volume of 1-1.5 million 
shares at the end of 1990 (though volume 


has since settled back to the 3-4 million 





range). 

Foreign investors — who hold about 1% 
of outstanding shares — have begun to 
show their faces around the KSE's grimy 
corridors. In July, Citicorp International 
floated a US$22.6 million closed-end fund 
managed by Morgan Grentell. 

But the potential investor should be 
aware that the Karachi bourse is a world of 
chalk-boards and wads of paper slips. 
Market liquidity is poor, settlement and 
clearing channels are easily choked, few 
domestic brokers appear interested in de- 
veloping a foreign clientele and brokerage 
research is all but non-existent. Foreign 
investors are required to pay a 15% with- 
holding tax on corporate dividends, which 
is often an academic matter as about half 
Pakistan's listed companies do not pay 
them. n 


other benefits are offered. Whole life poli- 
cies incorporate a savings scheme which 
will provide the policy holder with cash at 
the end of the policy (or in some cases, at 
intervals during the policy period). Natu- 
rally, whole life is the more expensive of 
the two types. 

Jeffrey Yan, director of the insurer's op- 
erations in Hongkong, says his company 
has considerable experience in the US in 
insuring those who have undergone treat- 
ment for serious medical conditions, in- 
cluding heart attacks. 

Prudential’s policies are not for every- 
one, however. The policies are denomi- 
nated in US dollars, and premiums must 
be paid in that currency —- meaning there 
is a degree of currency risk. 

And as with all whole life policies, 
Prudential’s products are not for those 
looking for high or quick investment re- 
turns. Insurance companies, by their na- 
ture, invest for steady, long-term gains. 
What they lose in opportunist profits, they 
hope to make up for in reliability. 

Proceeds of the Prudential policy will 
be paid without deductions for US taxes, 
but non-US purchasers should check the 
tax status in their own jurisdiction of pre- 
miums and proceeds. Prudential is target- 
ing individuals who want to insure in 
amounts greater than US$100,000. u 
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“WHEN IM IN GUANGZHOU, 
YOU'LL ALWAYS FIND ME AT THE WHITE SWAN.” 


THE ONE BUSINESS HOTEL THAT’S ALSO A SUPERB RESORT. 


THE WHITE SWAN IS AN EXTREMELY COMFORTABLE DELUXE HOTEL. LOCATED ON HISTORIC SHAMIAN ISLAND, 
ON THE PEARL RIVER, IT'S CLOSE TO THE AIRPORT, AS WELL AS OTHER KEY POINTS IN THE CITY. BUSINESS 
FACILITIES ARE STATE-OF-THE-ART AND INCLUDE THREE LUXURIOUS NEW EXECUTIVE FLOORS WITH CONCIERGE 
AND OTHER EXCLUSIVE SERVICES. AND WHEN IT'S TIME TO RELAX, NOTHING EQUALS ITS FACILITIES FOR HAVING 
FUN. FROM WINING AND DINING GRANDLY TO TENNIS ON ONE OF TEN COURTS. THE WHITE SWAN 






REALLY IS THE ONE TO STAY IN GUANGZHOU £ e^ gh LET mí 
| | K 4 ti BH 
VA JL IIT 
. Member of V V li E- 
“ThéJeading Hotels of thé World CV A /AN | 
OV VA 
FOR RESERVATIONS WNI ba 
GUANGZHOU TEL: 886968 EXT. 12 FAX: (8620)-861188 TELEX: 44688 WSH CN CABLE: 8888 | | HL 


HONG KONG TEL: 5240192/3 FAX: 877081 | 
BEIJING TEL & FAX: 512.9988 EXT. 3306, TEL 512-9988 EXT. 719 OR TEL: 513-7766 EXT. 3158 
OR CONTACT ‘THE LEADING HOTELS OF THE WORLD’ IN YOUR CITY /COUNTRY 
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For reservations and information, please call: Taipei (02)501-1999 Seoul: (02)723-21. 


Delectable vegetarian cuisine: Another sampling of 


EVA'sunique service 


Like these hors d'oeuvres in the vegetarian 
meal served on board, EVA Airways in- 
flight service is thoughtfully designed 
to satisfy each passenger. When it comes 
to dining, EVA caters to your clients’ 
tastes and dietary requirements. Whether 
they choose vegetarian fare or another 
special menu, we do our best to provide a 
spread that—like all of the Chinese cuisine 
offered on EVA—enables them to feast to 
their heart's content-even at 35,000 feet. 
Meticulously planning for your every 
travel need, and then some—that's what 
distinguishes EVA from the rest. At EVA 
we pay attention to every guest and 
every detail in order to bring you better 
service—and more of it. If your client 
wishes to order from our special menu, 
please call EVA Airways Reservations 
Office. 
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How Security Pacific is redefining the 





American Depositary Receipt Marketplace. 


Foreign corporations have discovered 
that it pays to ''shop and compare’ when 
it comes to establishing an American 
Depositary Receipt facility and selecting 
the right bank to serve as the depositary 
institution. 

One reason is that issuers want to max- 
imize ADR potential and here the 
depositary choice can make all the dif- 
ference in the world. 

Another big factor behind the trend, 
however, is the aggressive, pro-active, 
""value-added'' approach SecPac's 
Sequor Group has taken to this special- 
ized marketplace. 

‘Today,’ says Sequor's key ADR execu- 
tive, senior vice president Ralph Marinello, 
"the ADR depositary has to be highly 
innovative. . particularly on the investor 

eal relations 
side. . and 
highly price- 
competitive.” 
That means 


Marinello 3 1 | petition to earn 


money. 

How it does so is very much in line with 
Sequor's views on the best way to access 
and grow in the U.S. capital markets. 

Recognizing that sponsored but un- 
listed programs—so-called Level 1 
ADRs—stifle trading activity in the 
secondary market, Marinello's ADR Group 
has been the industry's leading propo- 
nent on the use of sponsored ADR pro- 
grams which utilize listed securities along 
with strong investor relations support. 

Consequently, Sequor's ADR Group 
functions as a key intermediary between 
the broker/dealer community and in- 
vestors to expand ADR visibility, support 
the buy side of the market and elevate 
investment values. What's more, it does 
this at its own expense. 

Such service support is rare among 
depositary institutions and this gap is 
becoming more and more noticeable. As 
a result, the ADR Group is concentrating on 
working with issuers whose sponsored, 
listed programs have not performed 
because they lack the investor relations 
and marketplace support Sequor can deliver. 








Terminating an existing depositary rela- 
tionship and starting a new one with 
Sequor is easy. And, to make such a 
decision a very comfortable one, 
Marinello's ADR Group offers a highly 
attractive range of cost incentives. 

With these initiatives, the ADR Group 
has introduced a new standard of leader- 
ship to the field, one backed up by two 
key factors: (1) Security Pacific's strength 
as a global financial power and (2) the 
ADR Group's position as a unit of 
Sequor's Corporate Trust Division. 

One of the largest corporate trust oper- 
ations in the U.S., the Corporate Trust 
Division is the most diversified organization 
of its kind—and the fastest growing. While 
providing complete trust and agency 
services, it also occupies top tier status 
as America's leader in processing 
asset-backed securities and other struc- 
tured financings. Additionally, it has 
pioneered major new developments in 
puts, options, tender services, reorgani- 
zations and related fields. 

Because of the Corporate Trust support, 
the ADR Group is the only depositary that 
can process ADRs on both U.S. coasts. 
And, due to this facility also, an ADR 
issuer who selects Sequor as its depos- 
itary benefits in other ways. 

Sequor executive vice president, Cor- 
porate Trust, Al Pagliaro puts it this way: 
"Once a foreign corporation has estab- 
lished a financial base here, there's a 
definite need for an array of support 
services. We'll perform them on a con- 
solidated purchase basis with the ADR 
business to create a unique savings 
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advantage. Moreover, we are expanding 
quickly as an international entity and So 
we can offer one-source service 
assistance in other world markets. ' 
According to Pagliaro, another major 
point is this: 
“Our account 
management 
structure is 
such that 
every client 
enjoys pre- 
ferred status 


— , . and re- 
ceives guar- 
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first-rate, quality service. There's no 'big 
fish. . .small fish’ distinctions.” 

That's why foreign corporations expect 
more and get more with Security Pacific. 


The Sequor Group 


Sequor, a division of Security Pacific, 
is an integrated securities processing, 
treasury management, fiduciary ser- 
vices and international payments 
processing organization. Major Sequor 
operations involve: 


e Institutional Custody/Securities Lending 
¢ Cash Management 

* Clearing and Settlement 

* Corporate Trust/ADRs 

* Dollar Clearing 
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By Doug Tsuruoka i in Kuala Lumpur 


n ambitious project to alleviate 

congestion on Kuala Lumpur's 

roads by building a mass-transit 

monorail appears to have been 
stopped in its tracks. A little-known Malay- 
owned company which secured a major 
share of the work is having difficulty rais- 
ing the necessary finance, while the ven- 
ture's experienced Swiss contractor has 
pulled out. 

The elevated monorail system is inte- 
gral to a wider policy aimed at providing 
the city with a transport infrastructure that 
will take it into the next century. But critics 
say the number of passengers likely to use 
the monorail has been exagger- 
ated and the system could 
prove a costly luxury. 

With much fanfare, the 
‘monorail scheme was an- 
nounced by Kuala Lumpur 
City Hall in January 1990. Its 
|... cost was then estimated at 
5- M$143 million (US$51 million). 
v0 Work was scheduled to begin 

^" in June 1990, but was post- 
poned to May 1991, after the 
city's mayor complained that 
tenders submitted for prepara- 
tory work were too high. There 
has been no activity on the 
project since and few details are 
available on how the project is 
-expected to proceed. 
|. The main contractor is a 
; bumiputra company, BNK, 
* which has no experience in ur- 
ban-transport projects. So far 
the company, which reported a 
loss of M$224,660 in the year to 
31 March 1990, has had little 
success in its search for backers 
to finance its share of the venture. Part of 
its problem in securing money stems from 
. the project's escalating cost estimates, and 
part from its lack of a track record in han- 
dling such huge projects. 
. The Swiss firm Von Roll Transport 
< Systeme, which has built monorail systems 
in Sydney and Brisbane, was contracted to 
. provide the rolling stock. But it pulled out 
- abruptly, if quietly, last year. Relations had 
turned sour between a company executive 
and a Malaysian businessman involved in 
the project. “It was neatly tied up and then 
they started fighting," says one source close 
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Kuala Lumpur’s monorail project becomes bo 
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a US. 


to the project. 

The Malaysian Government gave the 
go-ahead to the scheme at a cabinet meet- 
ing in June 1989. The 14-km, 22-station 
system is designed to carry more than 
34,000 passengers a day on a 20-minute 
loop through Kuala Lumpur's bustling 
commercial core. The plan is to build it in 
two phases: in the first, 16 stations will be 
serviced over 7.7 km; and in the later stage, 
another 6.5-km loop will be added. The 
first phase was expected to be completed 
within two years. 

Von Roll was engaged to furnish com- 
puter-controlled monorail cars under a 
build-operate-and-transfer agreement with 
the Kuala Lumpur authorities. Since the 





. Kuala Lumpur’s monorail project (first phase) 


Swiss firm's departure, the US company 
Transportation Group Inc. (TG) has been 
approached to supply the rolling stock. TGI 
is based in Tampa, Florida, and is a sub- 
sidiary of Bombardier, a Canadian-based 
maker of transport equipment. 

But the switch to TGI has drawn criti- 
cism from experts who say the company's 
monorail cars are inferior to those made by 
Van Roll. Little information is available on 
the differences between the alternative 
systems. It is also uncertain if TGI can cope 
with the cost-overruns associated with the 
project. 
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eged down 


TGI is said to have signed a memoran- 
dum of understanding with the consortium 
charged with coordinating the project. 
That consortium, known as Sitra, is 9096 
owned by BNK, with the City of Kuala 
Lumpur holding the other 10%. The US 
company has also sent several specialists 
to the city to analyse the VES Seer ME 
aspects of the project. 

BNK is the main contractor for the py- 

lons, stations and other above-ground 
points that form the backbone of the 
project, though a company spokesman 
denies that it has a major role. The com- 
pany, which is based in Petaling Jaya, is 
dismissed by one critic as a "two-dollar" 
investment-holding operation. 
, According to records filed 
2 with Malaysia's Registrar of 
Companies, BNK is involved in 
the "building and general con- 
struction business." It has paid- 
up capital of 620,000 M$1 
shares out of authorised capital 
of 3 million shares. 

A low-profile business- 
woman named Dr Rofithah 
Hashim owns 90% of the eq- 
uity. Businessman Tuan 
Abdullah bin Salleh holds the 
remaining 10%. There is no 
record of BNK having posted 
any major profits or having un- 
dertaken a major business ven- 
ture since its registration as an 
investment-holding company 
in 1984. 

BNK is to construct and hand 
over its portion of the project to 
the government or other parties 
under a build-operate-transfer 
arrangement. According to 
analysts, the finished monorail 
could be a candidate for priva- 
tisation at a later date. 

Sources say the entire monorail will 
now cost between M$250-260 million, or 
about 75% more than the government's 
original price tag for the project. (Von Roll 
estimated initially that the entire monorail 
would cost only M$118 million.) The fi- 
nancing problems are such that BNK may 
be forced to sell its development licence to 
another group of investors. 

The latest hitches in the monorail follow 
conflicting reports concerning the project 
in the press. One daily newspaper quoted 
a "highly placed" government official in 
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June as saying the monorail had been can- 
celled because of its possibly adverse im- 
pact on the city's road system. 

The unidentified source said the coun- 
try was not ready for the monorail project 
and the entire scheme was in need of 
"better planning and budgeting." He said 
a final decision on whether to cancel or 
proceed with the monorail would be made 
after Prime Minister Datuk Seri Mahathir 
Mohamad's return from a trip abroad in 
July. But Mahathir has yet to comment on 
the issue in public. 

The mayor of Kuala Lumpur, Datuk 
Bandar Elyas Omar, insisted at a press 
conference on 25 June that the troubled 
project was still very much alive. “All the 
groundwork has been completed and we 
are just waiting to go," Elyas told reporters. 

While few are prepared to write off 
Kuala Lumpur's monorail, the recent 
problems may well put off its completion 
beyond 1995. But government officials 
have indicated that two other transport 
projects — a light rail transit (LRT) and a 
mass rail transit (MRT) — will proceed 
whatever happens to the monorail sys- 
tem. 

The monorail and its sister LRT will re- 
ceive passengers from the MRT, which is 
being developed by the soon-to-be priva- 
tised Malayan Railway Corp. Heavier MRT 
trains — using existing inter-city tracks — 
will collect passengers from points outside 
Kuala Lumpur and transfer them to the 
monorail and LRT, which will use smaller 
electrified cars. 

The three systems are designed to alle- 
viate traffic congestion in Kuala Lumpur, 
which is being made more critical by a 
sharp increase in private cars. Although 
planners have other ways to combat traffic 
snarl-ups — such as upgrading Kuala 
Lumpur's existing network of roads and 
flyovers — a workable mass-transit net- 
work may be the only way to convince 
commuters to leave their cars at home. 

A failure to implement the monorail 
scheme and its allied systems could have a 
negative long-term impact. The completion 
of the LRT, for example, plays a key role in 
the underlying assumptions of a traffic- 
impact study prepared for Seri Kuda, the 
sponsors of a multi-billion-ringgit plan to 
build a “city within a city” on the site of 
the former Selangor racetrack in central 
Kuala Lumpur. 

But some critics question whether an 
elevated monorail is justified by expense 
or by likely passenger levels. They point 
out that cheaper and less complicated 
transit systems could be developed from 
the grid of under-utilised rail tracks which 
criss-cross the city. By using such tracks, it 
would be possible to avoid the traffic chaos 
inevitable with such major construction 
work. “This town,” notes one transport 
expert, “was built with the tracks already 
there.” u 
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State-owned companies are struggling to repay loans. 


POLICIES 


Vietnams state firms weighed down by debt 





By Murray Hiebert in Hanoi 


uge debts owed by thousands of 

companies are threatening to derail 

Vietnam's five-year economic-re- 
form programme. Economists estimate the 
debt at more than Dong 10 trillion (US$1 
billion), or roughly equal to the country's 
total 1990 export earnings. 

Exact figures have yet to be tabulated, 
but government officials believe the coun- 
try's roughly 15,000 state-owned compa- 
nies are around Dong 3-4 trillion behind in 
loan repayments to state-owned banks and 
face another Dong 6-7 trillion in overdue 
debts to each other. 

"Its a vicious circle,” an official says. 
"Factories don't pay a hydroelectric station 
for electricity, so [the station] can't repay 
the cement factory for its cement. The ce- 
ment factory can't pay a coal mine for its 
coal and so on down the line." 

This debt load has resulted in serious 
shortages of operating capital among the 
companies, which cannot turn to banks for 
help because large amounts of their funds 
are tied up in overdue loans to other en- 
terprises. 

In addition, cash-strapped enterprises 
pose a heavy drain on government re- 
sources. Cao Sy Kiem, governor of the State 
Bank of Vietnam, the central bank, told 
Tuoi Tre, Ho Chi Minh City's youth maga- 
zine, in August that the government's 
deficit in the first half of this year was Dong 
800 billion. 

Kiem attributed much of this deficit to 
state-owned companies that are Dong 200 
billion behind in tax payments and that 
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cost the state another Dong 500 billion a 
year in loan subsidies. These companies are 
charged monthly interest of 2.4% for loans 
from state-owned banks, which pay de- 
positors 3.5%. 

The debt crisis has hit Vietnam hard. 
The country has already lost most of its 
trade with and aid from the Soviet Union 
this year, and its important spring rice 
harvest in the north was down 1.4 million 
tonnes from a year earlier because of cold 
weather. Making matters worse, the value 
of the dong has fallen more than 50% since 
January, threatening another round of 
soaring inflation. 

To tackle the debt problem, the Council 
of Ministers in March established the 
Central Debt Liquidation Commission to 
begin tabulating company arrears and 
working on a plan to liquidate them. The 
commission is headed by Vo Van Kiet, 
who was elected premier in August, and 
includes representatives of the State Bank, 
the Finance Ministry and the State Plan- 
ning Commission. 

But the debt commission has faced an 
uphill battle. When it contacted companies 
with overdue debts, only 64% of those in 
the south and 45% of those in the north 
responded, a government economist says. 
One problem for the commission is that 
many debtor companies no longer exist. In 
August, a Ho Chi Minh City newspaper 
reported that of the 7,261 registered state- 
owned companies in the south, only 4,993 
were operating. 

Because of the legal problems in sorting 
out the debt problem, the government re- 
cently appointed police and court officials 


57 


BUSINESS AFFAIRS 





to work with the commission. 
Deputy Finance Minister Ly Tai 
Luan, a commission member, says 
the body hopes to complete its 
tabulation of company arrears in 
October, after which it will begin 
formulating a plan to resolve the 
crisis. 

Economists hold widely differ- 
ing views on how the debt problem 
should be tackled. Some argue that 
financially troubled state-owned 
companies should be disbanded 
and the others should be privatised 
or turned into share-holding com- 
panies. But others believe radical 
closures would be too disruptive to 
Vietnam's weak economy. 

“If state enterprises suddenly 
stopped working, all economic ac- 
tivities would slow down," says 
Huynh Buu Son, deputy managing direc- 
tor of the Saigon Bank for Industry and 
Trade. As a result, he says the government 
should first set up a special fund to help 
liquidate overdue debts before dealing 
with privatisation and the wrong-doings 
of managers. 

The communist party's newly elected 
Central Committee is scheduled to discuss 
the debt crisis when it meets for its second 
plenum in November. Many officials are 
reluctant to shut down or privatise the in- 
efficient state sector for ideological reasons, 





Debate over privatisation vs closure. 


believing it is an important symbol of Viet- 
nam's continuing communist orthodoxy. 

A host of factors has contributed to the 
crisis. One cause is the explosion of state- 
owned companies, particularly at the pro- 
vincial and district level, since the govern- 
ment began liberalising the economy in 
1986. Many of these companies are poorly 
managed. "Often, retired soldiers or party 
officials were made managers of the enter- 
prises," a banker in Ho Chi Minh City says. 
“Many of them lacked management skills 
and used resources inefficiently." 





POLICIES 


Seoul extols virtues of austerity 


Growing pains 





By Mark Clifford in Seoul 


conomic breast beating has arrived 
E once again in South Korea. The gov- 

ernment has forbidden high-profile 
spending sprees on such activities as 
weddings and birthday parties at hotels, 
and housewives are holding rallies extol- 
ling thrift. 

To help get its message across, the 
government has also begun a new round 
of slogans. “Indulging in pleasure-seeking 
will bring disease to our society,” warns 
one. “You may be free to spend your own 
money, but it is evil to spend too much,” 
cautions another. 

The government's austerity campaign 
also shows signs of turning into an anti- 
import campaign such as the one that was 
introduced in early 1990. The conservative 
Chosun Ilbo newspaper has reported that 
prosecutors are investigating about a 
dozen owners of foreign luxury cars on 
charges of currency flight. In the past, such 


investigations have been typically used for 
harassment. 

The same newspaper ran a photograph 
of a customs agent at Kimpo Airport care- 
fully inspecting a traveller's baggage to 
publicise the government's attempts to 
discourage the import of "ostentatious" 
goods such as Japanese electronics. Local 
press reports have also said the govern- 
ment will investigate 33,000 frequent 
overseas travellers. 

Last year's austerity campaign went 
badly wrong when government officials 
urged companies to stop importing con- 
sumer goods in a bid to improve the trade 
picture. The trade minister was sacked as a 
result of protests from South Korea's trad- 
ing partners. 

The US has been at pains to counteract 
local press reports suggesting that Wash- 
ington is opposed to the current South 
Korean campaign. "The US is neither for 
nor against the frugality campaign," ac- 
cording to a set of talking points US dip- 
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The companies are also ham- 
pered by the lack of a legal frame- 
work to govern a free-market 
economy. “Many enterprises took 
advantage of their economic au- 
tonomy to do whatever they want- 
ed,” Luan of the debt commission 
says. “They follow no principles 
and write unclear contracts because 
the government lacks a legal 
framework.” He says the commis- 
sion should propose a series of 
laws to regulate the economy. 

Two years ago, state-owned en- 
terprises were hit by an invasion of 
smuggled foreign consumer goods, 
which meant that many local prod- 
ucts were no longer competitive. At 
the same time, the State Bank 
pushed up the cost of credit in an 
attempt to drive down inflation. 
Last year, many state-owned companies 
incurred losses of large sums of money 
when hundreds of unregulated credit co- 
operatives collapsed. 

A government economist estimates that 
35% of the country’s state-owned enter- 
prises are financially inoperative, while an- 
other 20% are performing better but still 
not well enough to be able to pay their tax 
bills. That leaves about 45% that operate 
profitably, though many of these compa- 
nies face difficulties because they are owed 
large amounts of debt. EI 
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lomats are using in their meetings with 
South Korean counterparts. "That is the 
business of the Korean people. But im- 
ports should not be targeted and Korean 
consumers should be free to decide what 
they will buy. Goods should not be kept 
off store shelves at the import, distribution 
or retail level." 

A representative of the EC delegation 
in Seoul says that though no government 
involvement has been found, some im- 
porters are being harassed by consumer 
associations and private groups. He says 
the EC is also concerned about new coun- 
try-of-origin rules that are allegedly being 
applied in a bid to restrain imports. "There 
are some delays at customs as a result," he 
Says. 

In a recent meeting with reporters, As- 
sistant Foreign Minister Chang Man Soon 
said the government's austerity pro- 
gramme is not directed towards foreign 
trade. But South Koreans, who have been 
treated to a steady diet of crackdowns on 
foreign car owners, travellers returning 
from abroad and shops selling foreign 
goods, might get a different message. 

With the economy steaming along at an 
annual growth rate of more than 9%, many 
foreign observers find the current eco- 
nomic siege difficult to take seriously. 
South Korea, however, always appears to 
be in a semi-permanent state of crisis in 
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_ C which the government believes its citizens 
_.. will respond best only when threatened. 
TR Blaming consumer imports for the trade 
|... deficit might be good politics, but it is lousy 
economics. Consumer imports have not 
|. increased as a percentage of total imports. 
Most imports are still for industrial pur- 
v poses, and the biggest jumps in the import 

bill occurred in these areas. 

BODO in the first half of this year rose 
24.5% from a year earlier to US$40.5 billion. 
^A higher oil bill, coupled with more im- 
(s. ports of machinery, iron and steel ac- 
_ . counted for 62% of the imports during the 
-= first half. Consumer goods accounted for 
"only 9.9%. 
| C. President Roh Tae Woo has called his 
economic team to the Blue House twice this 

month to roast them for a widening trade 
deficit and spiralling inflation. "I want the 
economic team to candidly acknowledge 
the government's mistakes," Roh said on 5 
September. "I hereby direct the economic 
«team to develop an objective and consistent 
«c governmental [economic] policy.” Roh also 
vs. promised that he will preside over monthly 
^ Smeetings of economic officials. 
The country's widening trade gap, 
"which reached US$8.8 billion in the first 
eight months of this year on a customs- 
` clearance basis, is responsible for much of 
Roh's actions. With other East Asian 
countries recording large surpluses, South 
Koreans are increasingly wondering 
whether their tiger economy has become à 
pussycat. 
- The deficit has a tremendous psycho- 
: logical importance to South Koreans, 
whose country’s first trade surplus did not 
. occur until 1986. The return to red ink has 
caused widespread concern about the 
foundations of South Korea's export-led 
- economic success. It has also fuelled criti- 
-cism of the government for not providing 
-effective economic leadership. 
— There is no question that the Roh gov- 
- ernment has to contend with an economy 
~ that is running white-hot. With 1991 


growth so strong, inflationary pressures 
have become difficult to contain. Prices 
rose 8.3% in the first eight months of this 
year, and the savings rate — though still 
among the highest in the world — has 
slipped from its 1988 peak of 37.796. 

High growth, especially in the con- 
struction sector, is sucking in imports. Al- 
though the building boom is adding to in- 
flationary pressure by bidding up wage 
and materials prices, the government's 
apartment-building programme has stabi- 
lised property prices. Prices in the Seoul 


Eana area, one to IND 40% Yo. of B 
the country's S population, have fallen mod- 





erately in recent months, defusing a poten- 
tially explosive social problem. 

Inflation and a yawning trade gap are 

bad politics, but throttling back the 
economy to address these problems — as 
many economi recommend — could be 
damaging to. politicians in the lead-up to 
legislative, local and presic ntial elections 
scheduled for 1992. Nor theless, the ruling 
- pol tittee, led by 
former deputy prime minister Rha Woong 
Bae, is asking for just that. 

Fiscal stimulus, especially in the form 
of off-balance sheet-income transfers such 
as the Grain Management Fund, is stoking 
the economy. In response, the ruling party 
has called for cutting the proposed general 
budget for 1992, which calls for a 24% in- 
crease in spending from this year's level. 

South Korea, however, is addicted to 
growth. When economic expansion slowed 
to 6.7% in 1989 after three years of 12%- 
plus growth, even well-educated Koreans 
described the period as a recession. Former 
deputy prime minister Lee Sung Yun, who 
took over economic policy in March 1990 
and called the situation a "total crisis," 
quickly jammed his foot on the economic 
accelerator before being replaced in De- 
cember. South Korea's Jeremiahs might 
have done better to have kept quiet when 
the growth rate was lower. m 















INDUSTRIES 


Companies fight Hongkong pollution-levy proposal 


Waste and monev 


By Jamie Allen in Hongkong - M 


ultinational chemical firms based 
M in Hongkong have obiected vi- 

gorously to a government plan to 
impose an across-the-board levy on the 
industry to pay for a hazardous-waste 
treatment centre. 

The proposed levy, 0.75% of value, 
would be imposed on all imported, locally 
processed and re-exported chemicals. 
Chemical firms, however, say it would cut 
deeply into their low margins, make them 
uncompetitive in regional markets and 
force some to relocate their operations else- 
where in Asia. 

Hongkong’s Chamber of Commerce 
and the Federation of Hongkong Industries 
are backing their stand, which has echoes 
of previous controversies. Similar argu- 
ments and threats have been made in re- 
sponse to almost every previous effort to 
clean up the territory’s environment. 

The centre, said to be the first integrated 


FAR EASTERN ECONOMIC REVIEW 


chemical waste-treatment facility in Asia, 
is being built on Tsing Yi Island in 
Hongkong harbour. It is expected to han- 
dle 100,000 tonnes of toxic and hazardous 
aqueous, solvent and oily wastes each year. 

One of the first waste-disposal projects 
in Hongkong to be awarded to the private 
sector, the centre will be operated by a 
consortium of US-based Waste Manage- 
ment, Citic Hongkong and Kin Ching 
Besser. It is due to open late next year or in 
early 1993, following a delay of almost two 
years. | 

Under the government proposal, the 
levy would apply to a wide range of 
chemicals, from toxic compounds used in 
the electronics industry to seemingly 
harmless chemicals such as plastic. 

Based on 1990 chemical sales, the charge 
would generate an estimated HK$340 mil- 
lion (US$43.5 million) annually to repay the 
HK$1. billion capital cost of the centre and 
HK$3.8 billion recurrent costs over a 15- 
year period. Additional money will be 
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c members who wish to rec eive their dividend in United States Dollars i 
v. notify one of the Company's transfer agents on or before 4th October 1991; 
- Shareholders whose shares are held through the Central Depository 











THE HOTEL GROUP 


-23?6 
~23% 


* Profit after taxation 
* Earnings per share 
s Dividend maintained 


* Results affected by room oversupply in Hong Kong, 
the Gulf War and recession 


* Interest in The Oriental, Singapore increased from 
15% to 50% 


“Current booking levels in the Group’s hotels indicate that the 
second half of the year will show an improvement over the first 
six months. Nevertheless, the full year's results are expected to 
fall below those of 1990." 


SIMON KESWICK, Chairman 
12th September 1991 


`. Mandarin Oriental International Limited 
Incorporated in Bermuda with limited liability 


The Registérs of Members will be closed from 7th to 11th October 1991 
inclusive to identify those Shareholders entitled to the interim dividend of 
_US¢i41 per share which will be. payable in cash on 21st October 1991. 
Shareholders registered on a section of the Jersey branch register of 
members who wish to receive their dividend in Hong Kong Dollars, or- 
Shareholders registered an the Company's Hong Kong branch register of - 






~~ in Singapore CCDE) will receive Hong Kong Dollars unless they elect 
through CDP to receive United States Dollars. The Hong Kong ‘Dollar 
. equivalent of the dividend declared in United States Dollars will be 
-calculated by reference to a rate prevailing five business days pur to the 


NT od ment date. 


» P | 
E IS] A member of the Jardine Matheson Group 
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THE WORLD'S FINEST HOTELS 


HALF-YEAR RESULTS 


(unaudited) 
Six months ended 30th June Year ended 31st 





























1991 1990 December 1990 
US$ milion US$ million US$ milion 
Turnover 59.1 60.8 124.0 
Operating profit 14.1 19.3 37.1 
Share of profit less 
losses of associates 5.6 74 14.7 
Profit before taxation 19.7 26.4 31.8 
Taxation 
— Company and 
subsidiaries (0.5) (1.7) (2.3) 
— Associates (1.8) TAS (4.31 
Profit after taxation 17.4 22.6 45.2 
Minority interest — oe se 
Profit after taxation and l 
minority interest 17.4 22.0 45.2 
Extraordinary items — 19.5 19.5 
Profit attributable to i 
Shareholders 17.4 42.1 64.7 
Dividends (9.5) (9.5) (33.8) 
Transfer to reserves 7.9 32.6 30.9 
US¢ usg Use 
Earnings per share 2.57 3.34 6.68 
Dividends per share 1.41 1.41 5.00. 
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The Oriental, Bangkok * Mandarin Oriental, Hong Kong * Mandarin Oriental, Jakarta * Mandarin Oriental, T lacau 0 
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raised from ships offloading their oily 
waste at the centre. 

The central argument for an indirect 
charging scheme on a broad range of 
chemicals is that it shares the cost burden 
across a large number of companies selling 
and using chemicals in Hongkong. A direct 
charging scheme requiring factories to pay 
the full economic cost of having their 
wastes treated is considered financially too 
burdensome for the numerous small fac- 
tories housed in industrial blocks. 

The government believes a direct 
charging scheme would also encourage 
polluters to avoid using the centre and 
continue to dump their waste into public 
drains or into the harbour. 

But members of the Association of In- 
ternational Chemical Manufacturers 
(AICM), representing such multinationals as 
Shell, Ciba-Geigy and Dow, complain the 
levy will mean they are effectively subsi- 
dising the cost of chemical waste treatment 
for thousands of small and medium-sized 
factories. As Hongkong has no major 
chemical manufacturing industry and as 
30-40% of all chemicals imported into 
Hongkong by AICM members are re-ex- 
ported, the body says its members con- 
tribute little to pollution. Moreover, their 
profit margins are already as low as 1-1.5% 
before tax, AICM says. 

Guy Clayton, chairman of AICM and 
managing director of Ciba-Geigy (Hong- 
kong), believes the levy will force traders 
to avoid Hongkong and ship their products 
into China, Taiwan, South Korea and 
Southeast Asia by other routes. 

In addition, argues Clayton, the levy 
system gives the small factory no incentive 
to upgrade its processes to more efficient, 
less polluting methods. A direct charge on 
the volume of waste produced would. "1 
fear for the future of Hongkong's industrial 
base if this levy goes through," he says. 

AICM wants the government to fund the 
centre both out of general revenue and by 
a direct charge on users. It suggests the 
charge would start low and gradually rise 
over a period of five years. 

While the government acknowledges 
the levy is not totally fair to the large 
traders involved in entrepot trade, it is 
against funding the centre out of general 
revenue as this would result in tax in- 
creases. The government does not reject a 
limited form of direct charging out of hand, 
but says such a scheme would be more 
difficult to administer and would require 
increases in staff to inspect and monitor 
companies. 

Meanwhile, exempting re-exported 
chemicals from the levy would cut revenue 
by about a third and encourage importers 
of chemicals, such as plastic and poly- 
styrene, to apply for exemptions. This 
would have the effect of increasing the levy 
on those who remained subject to the 


charge. * 
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INVISIBLE HAND 


Fruits of success 


Watermelons are more than just a summer treat in China; cheap and plentiful wa- 
termelon is seen as almost a part of the social contract. In the past, when supplies 
have failed, consumers have been known to brawl in markets and even hijack deliv- 
ery trucks. But this year, thanks to official non-interference, abundant supplies of 
competitively priced watermelon are available from private-sector vendors all over 
Peking. 

A ailias sicie story a piid for commodities ranging from peaches to gar- 
lic; a far cry from the “patriotic cabbage” debacle of 1989. Back then, planners first 
ordered farmers to over-plant China's staple winter vegetable, and then forced city 
dwellers to buy the resulting glut. 

Yet economic poli still hesitate to apply the watermelon lesson to the 
two most fundamental tasks facing the Chinese economy: how to produce enough 
staple grains to feed 1.2 billion people and how to match the output of China's creaky 
state-controlled industries to i y finicky consumer demands. 

At least a start has been made on a market solution to the challenge of grain sup- 
plies — appropriately enough in Guanghan county in Sichuan province, a favourite 
social "laboratory" of China's economic reformers. For nearly a year, the county has 
relieved growers of the obligation to sell grain to the state at below-market prices. 
Instead, farmers are charged income tax while the government has offered towns- 
people cash payments in lieu of subsidised grain rations. The all-in cost to the state is 
less than half that of the old system, a visiting group of foreign agronomists was told, 

i but neither farmers nor consumers are worse off. 

So where has the government's windfall come 
from? Perhaps, one of the visiting agronomists 
suggests, the answer lies in the rising expectations 
of townspeople, who are no longer so ready to set- 
tle for the low-grade grains and food products 
available under the subsidised rationing schemes. 

Then too, he adds, China's bumper harvests of 
the past three years may have softened the zero- 
sum rigours of traditional agricultural economics, 
at least temporarily. If so, the Guanghan prescrip- 
tion could look less appealing at the national level 
after this year's flood-induced decline in total grain 
output. 

Not that the setback is expected to be cata- 
strophic. Grain production will come out below last 
year's record of 435 million tonnes, but still ahead 
of 1989's 408 million tonnes, the previous record. 
Nor is it only in terms of grain production that 
China has managed to stave off the worst of the 
potential crisis. The distribution network, too, met the test provided by the floods 
and mass starvation was averted. 

Part of this achievement is owed to the state's grain reserve system, but market 
forces also played their part in disaster relief: one way that farmers were persuaded 
to sell their crops at non-inflated prices in the flood-hit areas was by waiver of the 
usual market tax there. 

Yet Peking policymakers still shrink from a full-blooded market solution to the 
"three-cornered debt" syndrome that leaves sizeable state enterprises deep in hock 
to their suppliers while they wait for payment from their distributors. The nub of the 
problem is the build-up of inventories of shabby consumer goods that nobody wants. 

Ostensibly, the situation improved somewhat in August, when retail sales of con- 
sumer goods notched up a 13% increase. But the most enthusiastic buyers of con- 
sumer goods turned out to be government institutions, whose purchases increased 
by 21%. That is nearly nine percentage points higher than growth in individual pur- 
chases. If the only way to get rid of stockpiles of state-produced schlock is to flog 
them off to other state enterprises, the result must be another, still more vicious round 
of "three cornered debt," with all its inflationary implications. m Lincoln Kaye 
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BANKING 


Australian bank stock goes at high premium 


 nvestors who Ree Commonwealth 
` Bank shares at a premium of more 
- than 20% or more in Australia's biggest 
and most successful public flotation of re- 
cent years could soon be wondering about 
the wisdom of their actions. Sobering as- 
sessments of the bank's worth by some 
brokers and speculation that the Australian 
. Government will unload more of its stake 
threaten to put pressure on the stock. 

The issue raised A$1.3 billion (US$1.1 
billion), making it the country's largest 
initial public offering as well as being the 
first major privatisation for the government 
of Prime Minister Bob Hawke. 

The rush for Commonwealth shares on 
listing day, 12 September, sent turnover on 
the Australian Stock Exchange to its high- 
est level since the 1987 stockmarket crash. 
.Assued at A$5.40 each, the first recorded 

trade was at A$6.90 though bidding soon 
“settled to around the $6.45 mark. First-time 
investors made up the bulk of the sellers. 

But celebrations were marred by events 
of the previous evening when Common- 
wealth put receivers into one of its major 
clients, Kern Corp. That A$800 million 
collapse was the largest to hit the property 
sector since the 1988 downfall of Hooker 
Corp. 

Kern, which is part-owner of landmark 
buildings such as Grosvenor Place in Syd- 
ney and 101 Collins Street in Melbourne, 
had been in critical care for nearly two 
. years. The end came when Common- 
wealth refused to allow some proceeds 
_ from asset sales to be retained for use as 
. Working capital. Directors felt that the 
.company could not continue as a going 
< concern and asked the bank to act. 

A. The bank says it has adequate security 
“for its loans, but repayment to all Kern's 
 20-odd. bank lenders will depend on the 
sale of properties into an already depressed 
local market. There is a plethora of quality 
-real estate for sale, thanks to previous 
` property collapses and liquidations being 
forced on the unlisted property-trust in- 

dustry. Once-eager buyers, including deep- 
pocketed companies from Japan and 
5 Hongkong, have all but disappeared. 
. > As if the Kern collapse was not enough, 
Zommonwealth several days earlier had 
-announced an earnings slump of 15.3% for 
“the | year ended 30 June 1991. The bottom 
hne of A$272.1 million, before abnormal 
items, was hammered by a ballooning to 
more than em billion of bad and doubtful 






















the odds 


debt provisions. 

Commonwealth cushioned the blow by 
appropriating A$874 million from its of- 
ficers’ superannuation fund. This lifted 
abnormal items to A$616.6 million, and 
allowed the bank to pay the government 
dividends of A$291.3 million. The first 
dividend to be paid to the new public in- 
vestors is not due until April next year. 

The result was bad, but it had been 
foreshadowed months earlier in the bank’s 
prospectus. Commonwealth was merely 1 in 
line with poor results from other major 
banks, National Australia Bank, Westpac 
Banking Corp. and ANZ Banking Group. 

Baring Securities’ Les Phelps says he 
was encouraged by a A$75 million increase 
in net interest income beyond prospectus 
forecasts. While this sum was eaten up by 
additional bad-debt provisioning, Phelps 
says it can only benefit the bank in the cur- 
rent fiscal year. 

However, Phelps was surprised by the 
premium paid in the flotation of 29.75% of 


POLICIES 


Kiwi 

caution 

New Zealand's ruling National Party 
government on 16-17 September an- 
nounced a four-year programme of 
tariff reductions that will begin in the 
second half of 1992. But the blow to the 
most protected of New Zealand's in- 
dustry will be softened by separate ta- 
riff-reduction regimes. 

Under the new schedule unveiled by 
Prime Minister Jim Bolger on 16 Sep- 
tember, tariffs on 69% of the 3,263 in- 
dustrial products that are not duty free 
will be reduced by one third between 
July 1992 and July 1996, bringing them 
to a benchmark of about 11.5-12%, with 
no tariff higher than 14%. Some 49% of 
all industrial products are now duty 
free. 

For the other 31% of products that 
are not duty free — covering the auto- 
motive, textile, apparel, footware and 
carpet industries —- a gentler regime 
will apply For example, under a deci- 
sion announced earlier this year, tariffs 
on cars will fall to 25% from 35%, and 


FAR EASTERN ECONOMIC REVIEW 





Coninomeeiih m cei 


competition. 




















net tangible asset backing, 


Baring is recommen 
buy at above A$620. > 

Speculation that . the go 
move to alleviate some of: 
ing problems by sellin 





price. Even if it only s 
Treasury coffers would be 
handy AS375 5 million. 7 

The market does not see 
counted for this possibility 
pricing of the bank. Phelps « 
tions of an overhang of stock coul 
factor in reducing the share price: to mo 
sensible levels. | | 

The government: has remained mute . 
over the Commonwealth float despite in- 
vestment circles viewing the exercise asa ^. 
huge success. Treasurer John Kerin and 
the minister in charge of privatisation, __ 
Ralph Willis, made no public statements. __ 
Other state asset sales to come are Qantas: i 
and Australian Airlines. OB 

There could be some embarrassment a 
that the government may have sold its 
Commonwealth stake too cheaply. The is- 
sue, initially priced at A$5.60 a share, was: 
cut to A$5.40 when institutional investors... 
said it was too dear. 8" 





those on commercial vehicles will de- 
cline to 12.5% from 20%. Under a deci- 
sion announced by Industry Minister 
Philip Burdon on 17 September, tariffs 
on apparel will fall to a range of 11.5- 
30% from current 11.5-55% levels. 

The National Party government has 
said it will continue to cut tariffs after 
1996, but at rates to be decided in 1994. 
Burdon told reporters that he wants low 
tariffs, but was not about to preside over 
the unnecessary demise of industries ca- 
pable of becoming internationally com- 
petitive over time. The government also 
will review the nation's anti-dumping 
procedures to see if they should be : 
toughened. 

Burdon had to fight off a strong bid 
from Finance Minister Ruth Richardson 
to reduce tariffs even further. Richar- 
dson, a leading advocate of deregula- 
tion, wanted to implement the 10% | 
maximum tariff level proposed by the. 
former Labour government, which | 
halved general tariffs between 1988 and - 
1992. | 
But Burdon carried the day by re- 
viewing the state of New Zealand's most- 
sensitive industries with backbench Na- 
tional Party members of parliament 
sympathetic to industry requests for 
more time to adjust to international. 
ia Colin James 












- By Jonathan Friedland in Karachi, Dhaka 
and Hongkong 


Two months after it was be- 
headed by a global swoop of 
bank regulators, the corpse of 
Bank of Credit & Commerce 
BERI C International (BCCI) refuses to 

x tie down. Hopes that ways will be found 
. to keep parts of the bank alive remain 

strong in South Asian capitals, where 
-BcCcI's developing-nation origins were a 
_matter of pride and where its political ties 

‘ran deep. 

Rescue hopes are reinforced by the view 
that for some politically well-connected 
borrowers, it may be cheaper to band to- 
_ gether and take over BCCI operations than 
. «to repay outstanding loans. 

v5 Tempering those hopes, however, is the 

- «knowledge that local units of the bank may 

-< = harbour hidden liabilities. And without 
— C Beer's far-flung network behind them, in- 

- dividual units are less able to facilitate 
sc trade in the way they once were. 

_ Support for BCCI nevertheless remains 
strong in Pakistan, home of BCCI's charis- 
«matic founder, Agha Hasan Abedi, and in 

Bangladesh, which was still part of Paki- 
stan when Abedi made his first foray into 
banking. Pakistani regulators have allowed 
BCCI's three local branches to stay open 

—' (though doing limited business) since the 5 

| July crackdown instigated in London and 

Washington. 

>o In Islamabad, Luxembourg-incorpo- 
rated BCCI is "in the unique position of 
- being viewed both as a local and a foreign 
: bank," says a Pakistani banker. 

. These loyalties illustrate the tragedy of 
the BCCI affair. Even as it tried, hopelessly, 
to mix capitalism with Islamic benevolence, 
Sci fulfilled an indispensable practical role 
by bankrolling small businessmen whom 
other banks were unwilling to help. BCCI 
seemed culturally more in tune with its 
clients, and alongside an array of anti- 
quated, overstaffed and sullenly managed 
local banks, it stood out as efficient and 
eager to serve. 

.. To officials in Pakistan and Bangladesh, 
where state-owned banks have long oper- 
ated with a negative net worth, the local 
units of BCCI were viable. Moreover, BCCI's 
major shareholder, Sheik Zayed bin Sultan 
.al-Nahyan of Abu Dhabi, was acceptable 
. as a lender of last resort. The sheik had 
offered to recapitalise the bank — for a sec- 
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ond time in three years — only days before 
the Bank of England-led crackdown began. 

BCCs worldwide closure produced a 
brief crisis of confidence in the banking 
systems of both countries (as it did also in 
Hongkong). Longer term, according to 
bankers in both Pakistan and Bangladesh, 
BCCI's closure has created a shortage of 
trade finance and caused financial distress 
to several borrowers whose collateral was 
held in offshore BCCI units. 

These repercussions have compounded 
the anger of Asian businessmen who feel 
that Western bank regulators were over- 
hasty in ordering BCCI's shutdown. 

“At Salomon Brothers, at Nomura, at 
Continental Bank and at Bank of New 
England, heads rolled. But those institu- 
tions did not have the plug pulled on them 
overnight," says the chief executive of a 
Bangladeshi conglomerate, expressing a 
view widely held in South Asia. "The same 
should have been done at BCCI. I have ab- 
solutely no sympathy for the men who 
fudged the books or played with deposi- 


Alleged structure of BCCI 


BCCI 
Holdings 
{Luxembourg} 
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CCTs crucial role in South Asia raises hopes of a limited rescue 


Rest in n preces 


tors money, but BCCI did very well in 
serving the local community." 

However, the perception of BCCI as a 
Third World enterprise that First World 
regulators capriciously penalised is open 
to challenge. Whether BCCI was a good idea 
that went badly wrong, or, as US prosecu- 
tors believe, a hugely elaborate pyramid 
scheme, there are clear signs that its top 
management was to say the least, crimi- 
nally incompetent in its pursuit of global 
stature. As it is, many of those responsible 
for the disappearance of an estimated US$5 
billion in assets, mostly in irrecoverable 
loans, are unlikely to be held to account. 

Those principally hurt by the bank's 
collapse, therefore, will be the very people 
it professed to help. Most of Bccr's 1.4 
million depositors were either resident in 
South Asia or Asian immigrants in Britain 
and other countries. Many have lost at least 
part of their money or have only restricted 
access to it. 

BCCI was built largely by the force of 
Abedi's personality. The former Shia law 
graduate from Lucknow, now aged 69 and 
critically ill, founded the bank in 1972. He 
went on to build it into an institution with 
claimed assets of US$20 billion and opera- 
tions in 73 countries. 

His style left little room for formal 
structure or managerial give-and-take, but 
plenty of scope for expedient interpreta- 
tion. "Abedi was a great leader of men and 
a good entrepreneur,” says Tariq Jamil, the 
former chief executive of Bank of Credit & 
Commerce Hongkong (BCCHK). “I would 
be reluctant to pass any comments on his 
banking skills.” 

Most of Abedi's 25 top lieutenants had 
served under him when he formed United 
Bank in Pakistan in 1959. Many also hailed 
from the pre-partition kingdom of 
Mahmudabad, where Abedi’s family were 
courtiers to the rajah. They included men 
such as Swaleh Naqvi, who took over as 
BCCs chief executive after Abedi had a 
heart transplant in 1988, and Hasan 
Mahmood Kazmi, the alleged mastermind 
behind BCCYs secret takeover of First 
American Bankshares in Washington. Un- 
like their literate, well-heeled boss, how- 
ever, Naqvi, Kazmi and apad were from 
lower-middle-class or poor families. 

Under Abedi, these sometimes poorly 
educated men received good salaries and a 
luxurious lifestyle. BCCI also gave them re- 
spect. And it gave them loans — some of 
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which were later forgiven — to buy houses 
in London, cotton mills in Lahore and 
condominiums in Washington. In return, 
they did as they were told. 

Their orders were to increase the size 
and reach of BCCI, to please its Arab share- 
holders by any means necessary and to 
court politically well connected borrowers 
from Washington to Karachi. 

“Abedi had three maxims: never say no 
to anyone, never take no for an answer and 
everyone has his price, whether it be a 
donation to charity or something else," 
says a former BCCI executive in Karachi. 
"Our way of working was not exactly in 
line with the way Western banks worked." 

Indeed, it appears that modern Western 
banking practice — save for the use of 
technology to whisk money around the 
globe — played little part in BCCI's rise. The 
bank's strength, and the reason why its 
former customers still speak so favourably 
of it, was its willingness to serve its clients. 
Customers were kings. 

If a depositor showed up five minutes 
after a BCCI branch closed, like as not the 
doors would be reopened. If a prized bor- 
rower travelled from Pakistan to 
Hongkong, BCCHK staff would pick him up 
at the airport and offer to do his shopping. 

For most of his 19 years at BCCI, the 
main task of Zafar Iqbal, the bank’s last 
chief executive officer, was to pander to 
the whims of the sheik of Abu Dhabi. “He 
did a splendid job,” recalls a banker who 
served in the United Arab Emirates. “But 
how much does banking have to do with 
attending the Majlis or making sure the 
sheik’s 18 sons had their pocket money?” 

On a less lofty level, the bank’s flexibi- 
lity enabled it to provide service to traders 
and small businessmen with interests in 
remote places. For a point or two more 
than its competitors, BCCI would provide 
short-term trade finance on the basis of an 
uncollateralised document against accept- 
ance, a bill of lading indicating that goods 
had been shipped. For a poorly capitalised 
trader, BCCI's willingness to lend on the 
basis of trust and mutual obligation was a 
heaven-sent opportunity. 

 BCCI's other forté was moving flight 
capital, usually by granting a Third World 
customer a loan in his home country and 
placing the collateral in an offshore domi- 
cile. Many banks offer this service (indeed, 
itis the sole vocation of many Swiss banks). 
But BCCI's structure, with units in Luxem- 
bourg and the Cayman Islands, was par- 
ticularly well-adapted to this latter-day 
version of the traditional Asian "havela" 
system, an informal mode of banking 
based on trust. "BCC took a business as old 
as the caravan routes and helped set it to a 
modern tempo," says a Sindhi business- 
man in Hongkong. 
~~ It was this practice, however, which first 
landed BCCI in trouble in the US, where six 
of its officials now stand accused of laun- 








dering alleged drug profits. It has also cre- 


ated the biggest barrier to the bail-out of 


individual units of the bank. 


BCCI's Pakistan operations, for instance, 
are held by a Cayman Islands unit which 
is now in liquidation. Officials in Islamabad 
admit it will be difficult to collect the col- 
lateral upon which local loans were made, 
given the nature of the transactions and 
the apparent propensity of BCCI executives 
to dispense with paperwork. 

While BCCI excelled in hospitality and 
its readiness to do business, it was never 
a well run bank. Despite a formal structure 
to rival the biggest Western banks, its 
management systems and credit controls 
appear to have been perfunctory. Insiders 
admit that the bank was more often than 
not on the wrong side of treasury and for- 


eign-exchange transactions. 

The units which made money, such as 
those in Hongkong and Britain, did so 
largely because they had a capable indi- 
vidual in charge and served mainly South 
Asian customers. "The problem of BCCI 
was always that it managed to attract only 
sub-standard clientele whenever it moved 
out of its ethnic base," says Jamil. 

In retrospect, it is evident that BCCI's fi- 
nancial problems began almost from the 
day it was born. When Abedi started the 
bank in 1972, he had US$2.5 million in 
capital provided by Sheik Zayed, several 
smaller Arab investors and Bank of 
America. But BCCI’s rapid expansion — 
mostly in poor countries with sluggish 
economies — must have led to an imme- 
diate deterioration of its finances. | 

Although the bank's capital was raised 
on several occasions, US authorities are in- 
vestigating the possibility that these later 
increases were a sham. There are allega- 
tions that injections by Sheik Zayed in 1988 
and 1989 were funded by back-to-back 
loans from the bank itself. 

By 1977, when it began its bid to enter 
the US, BCCI was already well on its way to 
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BCCI increased efforts to milk operations in 











growth unprecedented in world 
history. Then, it counted 146 
claimed assets of US$2.2 billioi xad 
later, when options-trading losses wer 
made good by a US$150 million s 
tion from a mysterious Cayman Isla 
appendage called International Credit 
Investment Corp. (ICiC), the bank's asse 
had allegedly grown 20-fold. | 

Former bank insiders say the princi 
holding companies, BCCI Holdings (L 
embourg) and Cayman Islands 
Bank of Credit & Commerce 
(BCCO), were probably bankrupt by 
Yet BCCI Holdings continued to claim 
positive net worth of US$1.5 billion. . 

Former BCCI officials say 1988 was the 
turning point for the bank. It showed its 
first loss — US$48 million — necessitating - 
























a US$400 million capital injection from Abu 
Dhabi. It was indicted in Florida on money 
laundering charges (to which it later 
pleaded guilty, paying US$14.5 million in 
fines). And Abedi suffered two massive —_ 
heart attacks and a stroke. He was left. . 
physically and mentally incapacitated. CHEN 

Even with the extra capital, BCC faced a 
cash crunch. In better-regulated domiciles ` 
such as Britain and Hongkong, authorities : 
demanded that local BCCI units begin call- 
ing in loan lines to their parent. As a result, 


places where regulators were less fussy. 
India, for instance, investigators found it 
had siphoned off Rs 270 million (US$10 
million) through 150 fictitious foreign-cur 
rency non-resident accounts by borrowing 
offshore at around 6% interest and clain 
ing 12% on the deposits. 
Perhaps the most cynical example 
robbing Peter to pay Paul occurred at tł 
Bank for Small Industries & Commerce in 
Bangladesh. BCCI and the Dhaka govern- 
ment created the bank in 1989, holding 7096 
and 30% respectively. But almost immedi- 
ately, the entire Taka 80 million (US$2 
million) capital that BCCI put into the bank, 
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ostensibly to help small firms, was placed 
on deposit at other BCCI units. 

Alongside these manoeuvres to main- 
tain the liquidity of the parent, BCCI suf- 
fered intense infighting among senior ex- 
ecutives. Abedi's absence led to a power 
struggle between CEO Naqvi and Iqbal. The 
Punjabi-born Iqbal, chief executive of Bank 
of Credit & Commerce (Emirates), was ef- 
fectively Sheik Zayed's personal banker 
while Naqvi, a member of the 
Mahmudabad clan (despite being born in 
nearby Agra) had served as Abedi's right 
hand man since United Bank days. 

“Both lacked Abedi's vision and capa- 
bility," says Khairul Kabir, a former United 
Bank director. "They are yes men, not 
leaders." 

Iqbal was the better positioned of the 
two. He took over from Naqvi as chief ex- 
ecutive of BCCI Holdings in October 1990, 
five months after it reported a 1989 loss of 
US$498 million. Ownership had shifted 
firmly into the hands of Sheik Zayed, who 
provided an additional US$1 billion to bol- 
ster the bank's capital. 

A restructuring plan was announced to 
reorganise BCCI into three operating units 
based in Abu Dhabi, Hongkong and Lon- 
don; to substantially cut staff; and to move 
its headquarters from London to the emir- 
ates. 

According to A. Basir, BCCr's Pakistan 
general manager, the restructuring pro- 
posal called for US$4 billion in loans to be 
transferred from BCCI Holdings' balance 
sheet to that of a Cayman Islands factoring 
company. Abu Dhabi authorities told 
BCCI's college of regulators (formed in 1987 
because the bank had no conventional 
lender of last resort) that Sheik Zayed 
would guarantee recovery of the US$4 bil- 
lion loans and would provide an additional 
guarantee on US$750 million in foreign- 
exchange and treasury-trading losses, to be 
written off over seven years. The package 
was to go before the college 
of regulators for approval in 
June. 

"On the date that the 
Bank of England acted to 
close down the bank, we 
were in our strongest finan- 
cial position in four years," 
contends Dildar Rizvi, BCCI's 
former treasurer, who was 
one of those charged in the 
US on 5 September with 
racketeering. “The nature, 
size and seriousness of the 
loan-loss problems were not 
dismissed.” 

Perhaps not, but Bank of 
England and US Federal Re- 
serve officials say discover- 
ies made early this year by 
Price Waterhouse, acting on 
behalf of the British central 
bank, made it clear that BCC! 
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was no longer fit to be considered a going 
concern. The primary “discovery,” accord- 
ing to bank insiders, was Naqvi's personal 
files in Abu Dhabi — provided to the au- 
ditors courtesy of his rival Iqbal. 

The Price Waterhouse investigation 
found that loans to individuals acting on 
behalf of BCCI as stockholders in First 
American Bankshares almost doubled to 
US$1.3 billion in 1990. Likewise, loans to 
alleged BCCI shareholder Gaith Pharoen, a 
Saudi businessman, had increased from 
US$228 million to US$445 million. And 
the Gokal family, owners of Pakistan's 
now-bankrupt Gokal shipping group, had 
doubled their borrowings to US$796 mil- 
lion. 

Price Waterhouse, which had given BCCI 
a clean bill of health as its auditor in 1987, 


1988 and 1989, found little or no documen- 
tation on many of these loans and judged 
the collateral underlying them to be insuf- 
ficient. 

On this advice, regulators in Britain and 
the US pulled the plug. Authorities in Abu 
Dhabi belatedly joined the crackdown on 8 
September, detaining senior BCCI officials, 
including Naqvi and Iqbal. 

Former bank officials in Pakistan and 
Hongkong say they do not believe that 
BCCI's top executives directly looted the 
bank for their personal gain. "There were 
losses — big losses — and in their enthu- 
siasm to please shareholders, they did illicit 
things to cover up," says Joe Fang, general 
manager of BCCHK. "They were like a little 
kid who did something wrong and just 
kept compounding it." a 
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BCCI’ size and connections may save Pakistan unit 


Banking on a bailout 


By Jonathan Friedland 


Pakistan is the place where 
BCCI is most likely to live on 
— though no doubt with a 
new identity. Rescue hopes 
also remain alive in Bangla- 
desh and India, where BCCI's political and 
business connections are strong. In 
Hongkong, too, there appears a possibility 
that the local unit may be sold. 

Since 5 July, Dhaka, Islamabad and 
New Delhi have attempted to get BCCI's 
United Arab Emirates subsidiary, now re- 
named Union National Bank, to lead a res- 
cue scheme. However, it appears increas- 








Rescue hopes still alive in Pakistan. 
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ingly unlikely that Sheik Zayed will put 
up fresh capital to help refloat the 
branches, though Abu Dhabi may provide 
some assurances in the form of guarantees. 

BCCI's three branches in Pakistan have 
stayed open throughout the past two 
months, though they are able to offer only 
limited trade finance, partial withdrawals 
of deposits and no new lending. In Pakis- 
tan, the bank was four times the size of its 
next-largest foreign rival, ANZ Grindlays. 
With a balance sheet of Rs 21 billion 
(US$854 million), it counted many of the 
nation's biggest industrial groups among 
its customers. 

"BCCI dominated the foreign-banking 
market" in Pakistan, says one competitor 
in Karachi. “Be it Citibank or ANZ Grind- 
lays, BCCI was in a league of its own. They 
were a real powerhouse.” At the time of 
the global action against BCCI, the bank’s 
three Pakistan branches had 72,000 cus- 
tomers, compared with 20,000 at Grind- 
lays’ 14 branches. 

However, it is not only BCCI's size and 
pedigree that may save the Pakistan unit, 
but its links with the establishment. 

The chairman of the BCCI Foundation, 
which since its creation in 1981 has re- 
ceived Rs 1.5 billion of BCCI Pakistan's 
profits, is Ghulam Ishaq Khan, the coun- 
try’s president. Ishaq’s own foundation, in 
turn, has been a prime beneficiary of the 
BCCI body’s grants. 

Prime Minister Nawaz Sharif's family 
company, Ittefaq Industries, is a major 
borrower, as are companies associated with 
Shujat Hussein, the powerful minister of 
interior and industries. Sons of many of 
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believe that the longer-term prospects for Dairy Farm remain excellent," 


SIMON KESWICK, Chairman 
13th September 1991 






WP Profit after taxation — - 6% 
M Earnings per share ~ 6% 
M Dividend maintained 
B Operations 
Asia — Good growth in Hong Kong 
— 35 outlets now open in Taiwan 
— Maxim's performed well 
Australasia — Franklins achieved strong growth 
— Market share increased in New Zealand 
United Kingdom | — Kwik Save interim profit up 24% 
Spain — Losses incurred due to slower than 
expected rationalisation progress .. 
"The good results of the Group's operations in Hong Kong and its investments in Kwik Save and 
Maxim's will be offset in the immediate future by the effects of a price war in Australia combined 
| with the under-performance of the more recent investments, especially 5imago. Nevertheless, | 






















HALF-YEAR RESULTS 


(unaudited) 
Six months ended Year ended 
30th June 31st December 
1991 1990 1990 


US$ milion us$ million us$ million 
Turnover 2,224.3 1,395. 1 3,654.3 


Operating profit . 59.4 51.9 158.3 
Share of profit of associates 30.7 24.0 55.4 
























Profit before interest 90.1 “75.9 21g 
Net interest (expense)/income (115) 2:7 (10.4) 
Profit before taxation | 786 78.6 2033. 
Taxation ig s | 
— Company and subsidiaries su ... (15.4) (13.8) (35.5) 
— Associates Hu | 1 n (88) . (70) (16.2) 
Profit after taxation 054.4 57.8 151.6 
Minority interests 0.1 02. 0g 
Profit after taxation " Ea MN a 
and minority interests 54.5. 58.0 151.8 | 
Dividends | (22.1) B (22.1) (75.1) - 
Transfer to reserves — oo 32.4 -35.9 767 | | 
| | MS US¢ use use posl 
E Earnings per share — 3.33 455  -— 929 1 
E) "x . | Dividends per share 1.35 135 o 4860 FI 
Dairy Farm Internat ional Holdings Limited res A member of the dete atn gei : 
incorporated in Bermuda with limited liability | P 






. The Registers of Members. will be closed from 7th to 11th October 1991 inclusive to identify those Shareholders entitled lo. the jo 
interim dividend of USt 1.35 per share which will be payable in cash on 23rd October. 1991. Shareholders registered on a section mm. 

f the Jersey branch register. of members who wish to receive their dividend in Hong Kong Dollars, or Shareholders registered 
on the Company: S Hong Kong. branch register of members who wish to receive their dividend in United. States Dollars, s sf 
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Pakistan's prominent military and business 
families are employed by the bank. 

Pakistan is also home to BCCI founder 
Agha Hasan Abedi and many of his top 
executives. “Abedi viewed Pakistan much 
as the New York Mafia sees Sicily," jokes 
one Karachi businessman. "It's a place that 
you felt affection for, where you recruited 
fresh blood, where you went hunting with 
your bosses and where you bolted when 
the going got tough." 

The affection was not always mutual. 
BCCI gained entry to Pakistan only in 1978, 
after the downfall of prime minister 
Zulfikar Ali Bhutto, who despised Abedi 
and publicly accused him of being a CIA 
agent. 

A subsidiary of Bank of Credit & 
Commerce (Overseas), BCCI Pakistan re- 
ported profit of Rs 1.5 billion in 1990. 
Sibghattulah, executive director of State 
Bank of Pakistan, the central bank, says he 
believes the local unit is "viable and can 
meet its liabilities to both depositors and 
creditors." He adds, however, that the 
government would prefer the private sec- 
tor to effect a rescue. 

In late August, Islamabad turned down 
a bid by bank employees to refloat the BCCI 
operations, but banking sources in Karachi 
say they expect either state-owned Na- 
tional Bank of Pakistan or newly privatised 
Muslim Commercial Bank (MCB) to absorb 
the unit. MCB's new chairman, textile 
magnate Mian Mohammad Mansha, 
whose Nishat Group was a substantial BCCI 
borrower, says MCB is ready to assist. “We 
aren't particularly keen,” he adds, “but if 
we are asked to help, we will.” 

In Dhaka, analysts say they expect BCCI 
borrowers to try to revive the three-branch 
local arm of BCCI in the wake of unsuc- 
cessful efforts by Bangladesh Bank, the 
central bank, to find a foreign buyer. 

The local operations, set up in 1976, are 
said to have deposits of Taka 5.2 billion 
(US$139 million), and before the BCCI 
crackdown, they accounted for a third of 
the loans and deposits collected by the six 
foreign banks operating in Bangladesh. 

The branches, which have stayed 
closed, are currently being administered by 
state-owned Agrani Bank, which has in- 
structions to assist distressed borrowers 
and depositors. Bankers say, however, that 
little money has been paid out and that 
several small garment makers risk a loss of 
unused US quotas, if not bankruptcy. 

Prior to its closure, BCCI financed an es- 
timated 10% of Bangladesh’s garment ex- 
ports, now the country’s largest source of 
overseas earnings. 

As in Pakistan, BCCI gave jobs to rela- 
tives of key leaders. The brother-in-law of 
former strongman Lieut-Gen. H. M. Ershad 
worked for BCCI, as did the brother-in-law 
of current Prime Minister Khaleda Zia. 
And, as in Pakistan, the locally incorpo- 
rated BCCI Foundation — which receives 


25% of the bank’s Bangladesh earnings in 
lieu of tax payments — has been a benefac- 
tor of charities and projects supported by a 
wide range of local politicians. 

In India, the government has put BCCI's 
formerly lucrative Bombay branch under 
State Bank of India receivership. 

BCCI had a difficult time getting into 
India. The Reserve Bank, the central bank, 
shunned its application for a branch licence 
until 1983, when then finance minister 
Pranab Mukherjee overruled the misgiv- 
ings of central bank governor Manmohan 
Singh, now the country’s finance minister. 

According to India Today magazine, a 
year before the successful bid, BCCI had 
helped Dhirubhai Ambani, chairman of 
Reliance Industries and a close associate of 
then prime minister Rajiv Gandhi, in a 





Hongkong depositors: BCCI jewel. 


scheme secretly to increase the price of Re- 
liance shares. 

BCCI gained its entry to Hongkong by 
more conventional methods, buying a 
stake in Hongkong Metropolitan Bank in 
1979. Although locally incorporated, BCCHK 
was less important to the banking sector as 
a whole than BCCI operations in Pakistan 
and Bangladesh. 

A conditional plan has been approved 
that would allow a buy-out by Hongkong 
Chinese Bank, a subsidiary of Indonesia's 
Lippo Group. The likely price for a major- 
ity stake in BCCHK, which has 25 branches, 
has not been disclosed. 

According to former BCCHK chief exe- 
cutive Tariq Jamil, four of the Hongkong 
unit's biggest customers were Indonesian 
companies. Barito Pacific, a timber-based 
group controlled by Prajogo Pangestu, a 
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business partner of President Suharto's 
family, alone owes BCCHK US$200 million, 
Jamil says. 

Another well-connected Indonesian 
businessman, "Bob" Hasan, is said to be 
associated with at least two firms that have 
borrowed US$50 million from BCCHK. Ac- 
cording to a confidential Price Waterhouse 
audit carried out shortly after BCCHK's clo- 
sure on 8 July, the Hongkong unit's total 
assets were roughly US$850 million. 

BCCI had numerous smaller operations 
in Asia, including branches in Colombo, 
Macau, Tokyo, Seoul and the Shenzhen 
special economic zone in China's Guang- 
dong province. It had representative offices 
in Bangkok, Jakarta, Peking, Shanghai and 
Taipei. Aside from the Sri Lankan opera- 
tion, which was taken over by a local pri- 
vate bank, these units will probably remain 
closed. (The Tokyo branch became Japan's 
first post-World War II bank liquidation.) 

Former bank executives say BCCI's East 
Asian operations were among the cleanest 
and most profitable parts of the bank. 
Jamil, who ran them from Hongkong for 
three years before leaving the colony on 22 
July, describes them as "the jewel in BCCI's 
crown." 

Except in China and Indonesia, how- 
ever, BCCI made little impression among 
big, particularly Chinese-run, corporations 
around the region. For one thing, it never 
gained entry to Malaysia and Singapore, 
and its Thai presence was minimal. 

BCCI was, however, spectacularly suc- 
cessful at gaining a foothold in China, be- 
coming one of the first foreign banks to be 
granted a branch licence in the booming 
Shenzhen special economic zone. 

In classic Abedi style, the bank hired 
Sultan Mohammed Khan to push its case 
in the early 1980s. Khan, a respected former 
Pakistani foreign secretary and ambassa- 
dor to China, became BCCI's representative 
in China in 1983. The Shenzhen licence was 
granted two years later. 

"BCCI had an opportunity in China to 
encash the Pakistani link," says Jamil. "The 
sultan's connections opened the door to the 
state corporations." When BCCI was closed 
on 5 July, he adds, Chinese state firms had 
US$250-300 million on deposit at various 
BCCI subsidiaries and US$40-50 million in 
outstanding loans from BCCHK. 

Ironically, one location where BCCI did 
attract a few big corporate customers was 
Japan, where it opened a branch in 1984. 
Ex-BCCI officials say that companies in- 
cluding Tota Tissue, Shogun and Ishi- 
kawajima-Harima Heavy Industries de- 
posited nearly US$500 million at the To- 
kyo branch to take advantage of Abu 
Dhabi's willingness to pay a high price 
for foreign-currency deposits. Industrial 
Bank of Japan also was caught out when 
BCCI Tokyo was closed; it had a US$32 mil- 
lion net foreign-exchange exposure to the 
bank. > 
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+ 13.7% 
+ 12.7% 
+ 3.6% 


m Profit after taxation 
m Earnings per share 
m Dividend per share 


"While the rate of increase in the Group's earnings for the year as a whole is 


1991 will exceed the record levels achieved last year.” 


SIMON KESWICK, Chairman 
16th September 1991 
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BUSINESS AFFAIRS 








Carter, Abedi and former Pakistan president Zia-ul Haq: high-level connections. 


BANKING 3 


Founder Abedi wooed powerful allies 


Friends and enemies 


Agha Hasan Abedi operated 
more like a politician than a 
banker. When BCC! sought en- 
try to a new country of opera- 
tion, scouts were sent out to 
test possible opposition, media time was 
purchased and key votes were bought with 
donations to charity, patronage or straight- 
forward bribes. 

The approach helped BCCI establish a 
presence in 73 countries. It worked in the 
developed West and in the developing East. 

Among BCCIs powerful friends were 
former US president Jimmy Carter, whose 
foundation received US$8 million in con- 
tributions from the bank, and ex-British 
Labour prime minister James Callaghan, 
who was a trustee of a British charity that 
received BCCI donations. 

Around the Third World, BcCcr's payroll 
was a veritable who's who. Former senior 
central bank and finance ministry officials 
from India, Peru and Nigeria were given 
lucrative jobs or consultancies. So were the 
children and relatives of everyone from an 
ex-prime minister of Trinidad and Tobago 
to Bangladeshi strongman Lieut-Gen. 
H. M. Ershad. When BCCI bought a bank in 
Colombia in 1984, winning the first-ever 
waiver of foreign-ownership rules, it paid 
US$200,000 as a "finder's fee" to a former 
finance minister in the ruling party. 

There were two fatal flaws, however, in 
Abedi's flamboyant style. Firstly, in the 
drive to expand, basic business principles 
were ignored. Few of BCCI's far-flung op- 
erations, particularly those in Africa and 
Latin America, ever made a penny. "When 
we entered a new country, there were no 
feasibility studies looking at whether we 
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could actually make money," says former 
Asian operations chief Tariq Jamil. “Tt was 
purely instinctive.” 

Secondly, BCCI officials became used to 
ignoring the law and relying on political 
connections to neutralise any unwanted 
consequences. In India, for example, the 
bank kept its licence even though it had 
been caught red-handed issuing foreign 
exchange against forged passports. But 
when BCCI expanded into the US and 
Britain, it failed to adapt to the differ- 
ent standards. Although regulators in 
both countries were slow to react, BCCI's 
methods ultimately proved its undoing. 

"We misunderstood the American 
regulatory environment," says Dildar 
Rizvi, former BCCI treasurer and one-time 
head of its Asian operations. Rizvi, one of 
those charged in a US racketeering case 
against BCCI, adds: "We were arrogant and 
created enmities. We thought those enmi- 
ties would be taken care of by our size as 
we grew. Instead, our size created even 
more enmity." 

The irony is that the US operations of 
BCCI formed a comparatively small corner 
of its global business. But it was in the US 
that BCCI began to unravel. 

It was Abedi who pushed for BCCI to 
expand into the US and Britain. He argued 
to aides that without a presence in those 
countries, BCCI would not be taken seri- 
ously as a global lender. US regulators, 
however, would allow BCCI to establish 
only a comparatively small business — a 
barrier that allegedly led the bank secretly 
to acquire control of three US banks, in- 
cluding First American Bankshares, the 
largest bank holding company in Wash- 
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Ex-BCCI officials say authorities in both 
countries, particularly the US, were pre- 
pared to tolerate their activities as long as 
it was politically expedient. One insider 
likened BCCI to former Panamanian dicta- 
tor Gen. Manuel Noriega, now on trial in 
Miami on drug-related charges: “useful for 
a while, and now inconvenient and ex- 
pendable.” Noriega’s personal banker was 
BCCl's Miami-based manager of Latin 
American and Caribbean operations, 
Amjad Awan, now serving 12 years in a 
US prison for money laundering. 

The same sources confirm that BCCI, like 
other banks in Pakistan, willingly served 
as conduit for some of the US$2 billion in 
secret CIA aid to the Afghan mujahideen. 
BCCI was one of several banks used by the 
CIA to channel funds to Nicaraguan insur- 
gents in El Salvador during the early 1980s, 
according to US investigators. 

BCCI may also have been used by Eu- 
ropean and US intelligence agencies to 
keep an eye on a variety of Middle Eastern 
matters. These included Iranian trade with 
the EC, an area where the bank played an 
important role; arms purchases by Syria 
and Iraq; and financial ties between BCCI's 
dominant shareholder, Sheik Zayed, and 
the Palestine Liberation Organisation and 
the Libyan Government. 

Former insiders also argue that for 
Washington, BCCI was a low-cost scape- 
goat. Action against BCCI's rather modest 
US operations took the public eye off the 
much bigger ills of the US banking system 
and the US$400 billion savings-and-loan 
bail-out, they point out. They also note that 
most of the BCCI contacts now under scru- 
tiny in the investigation of its fraudulent 
acquisition of First American are Demo- 
crats, rather than ruling Republicans. 

In Britain, Abedi set out to open 200 
branches, but the Bank of England was 
sufficiently concerned about BCCI to hold 
the line at 43. Until a law change abolished 
the category in 1987, BCCI was recognised 
only as a licensed deposit taker. Abedi, 
who maintained a London home, tried 
hard (with the help of several prominent 
figures, besides Callaghan) to get approval 
for BCCI to move its head office to London 
from Luxembourg. He failed. 

Unlike in the US, BCCI managed to es- 
tablish a substantial banking presence in 
Britain. Most of its branches were in areas 
with a heavy South Asian immigrant po- 
pulation, such as Southball, a London sub- 
urb, and the northern city of Bradford. Its 
staff were primarily Pakistani expatriates. 

Superficially, its main business was 
loans to small firms and trade finance. 
However, its closure has revealed 70,000 
non-resident accounts, compared with only 
50,000 held by residents, suggesting that 
many were set up for tax-avoidance and 
flight-capital purposes. 

m Jonathan Friedland 
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The Best Business Connections in the U.S. 


Successful business in America starts with a successful flight. That's 
why Northwest Airlines has created a route structure in Asia and America 
designed for business. Convenient service from major cities throughout Asia 
links to non-stop flights to America from Tokyo, Osaka, Taipei and Seoul. 

The routes to success keep going from there. Northwest Airlines makes 
fast connections for you to more than 200 cities throughout America. You 
and Northwest, business success at its best. 


NORTHWEST FLIES NON-STOP TO MORE MAJOR U.S. CITIES THAN ANY 
OTHER AIRLINE, WITH CONNECTIONS TO OVER 200 DESTINATIONS. 


" 2 


NORTHWEST AIRLINES 


From 14 cities in Asia we make it easy to fly to over 200 U.S. destinations. 

















"Mekong Champagne 
is eminently avoidable" 


When the vintage improves, you'll read about it in the All-Asia Guide. Seasoned travellers know 
even small details can assume immense importance when travelling in remote or unfamiliar territory. The 
Far Eastern Economic Review's All-Asia Guide has established itself as the most authoritative and detailed 
guide to the region. 

This just published, completely revised edition covers literally every country in Asia, including for 
the first time Soviet Asia and Siberia. Written by experts who really know each country, it not only reveals | 
the best about them, but points out shortcomings and how to avoid them. A 
mine of up-to-the-minute information, featuring in-depth histories of each 











country... invaluable for understanding Asia's diversity of people and cultures. 7 
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! To: Publications Division, Far Eastern Economic Review Ltd., G.P.O. Box 160 Hongkong. 7 

' Please rush me copy/copies of the ALL-ASIA GUIDE 15th Edition, as indicated. a 
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, I enclose a cheque/ postal order for d " 
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! No. of copies | | byairmail' [| | by surface ; 

ı ALL-ASIA GUIDE 15TH Edition: HK$150, US$19.50. £12,5$35, M$55 each. 

For airmail delivery please add: HK$50. US$6.50, £4, 5$12, M$18. 
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There is a higher 
standard for 
choosing 
industrial 
locations 

in Asia... 





Asia's ideal workplace, 160 
hectares of it, has been 
completed at a site that is 
practically next door to the 
great air and sea ports of the 
Philippines. 


GATEWAY BUSINESS PARK 
in Cavite Province 


Envisioned as the place where 
Asia's greatest rewards await, 
Gateway Business Park is right 
in the heart of one of the most 
intensive infrastructure deve - 
lopments in this part ofthe world. 





At this very moment, roads, 
power stations, sewage treat- 
ment plants, giant water tanks, 
hundreds upon 
hundreds of 
telephone lines 
are now in place 
to serve the 
needs of even 
the most demand- 
ing industrial 
plants. 









Where Asia's Greatest Rewards Await 


A commitment of Gateway Property Holdings, Inc. 

4th Floor, Filipino Merchant’s Bida. 135 dela Rosa cor. 
Bolaños & Legaspi Sts, Legaspi Vi lage, Makati, Metro Manila, Phil ppines- 
Tel. No. (632) 8191146 Fax No. (632) 8175816 Telex 66774 RONDEL PN 


This is the key to the This is the key 
most successful to the world's finest 
sports car of all time. banking services. 


Top financial executives are trained to perceive 
the subtle yet often critical distinctions that 


characterize international banking services. 














It is the ignition key for Many of them turn to Swiss Bank Corporation 


the 1962 Ferrari because no other Swiss bank has more inter- 


250 GTO with chassis | : ld 
no. 3705 GTO, one national experience or a more extensive world- 
of the cars which estab- wide network. As members of the major stock 


lished the F i . 
ished the Ferrari saga exchanges from New York to Tokyo, we keep our 


No other model, and 


Me die han clients informed on relevant market develop- 


MO more prizes than this ments as they occur. This global presence is 


legendary sports coupe i : 
combined with the local competence of our 


from Maranello. 
offices in 38 countries around the world. Using 
advanced communications and information 
management systems, SBC's specialists are quali- 
fied to handle even the most complex financial 
projects in any principal market. They work for a 
bank with over 100 years of experience, an ex- 
ceptionally solid capital base and a consistent 


AAA rating from the worlds major agencies. 


Isn't this the bank that should be working for you? 


Swiss Bank Corporation 
Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 





GGK 


Office of the Chairman and Executive Board: CH-4002 Basel, Aeschenplotz 6. Executive Board in Zurich: CH-8010 Zurich, Paradeplatz 6. Worldwide network: Amsterdam, 
Bahrain, Bangkok, Beijing, Bogotó, Bombay (Adviser), Buenos Aires, Cairo, Colobar (Adviser), Caracas, Chicago, Dublin, Edinburgh, Fronkfurt, Grand Cayman, Guayaquil (Adviser), 
Hong Kong, Houston, Jersey/Channel Islands, Johannesburg, Limo, London, Los Angeles, Luxembourg, Madrid, Melbourne, Mexico, Miami, Milan, Monte Carlo, Montevideo, 
Montreal, Munich, Nossau, New York, Osaka, Panamá, Paris, Rio de Janeiro, San Francisco, São Paulo, Seoul, Singapore, Stuttgart, Sydney, Taipei, Tehran, Tokyo, Toronto, Vancouver. 
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COMPANIES 


Hongkong aircraft engineer faces challenges 


Haeco's new horizon 








By Michael Westlake in Hongkong 


y any account, Hongkong Aircraft 
Engineering Co. (Haeco) has reaped 
rich rewards from having the ex- 
clusive franchise to perform aircraft main- 
tenance and repair work at Hongkong's 
Kai Tak Airport. And while the future is 
far from clear because of capacity con- 
straints, rising labour costs, the colony's 
brain drain and Kai Tak's intended demise 
in 1997, Haeco is investing in facilities at 
home and overseas as well as building re- 
lationships with China. 

In the past 10 years, Haeco's revenue 
has risen almost fourfold to HK$1.6 billion 
(US$205.3 million) in 1990, with profit at- 
tributable to shareholders rising almost 
eight times to HK$289.4 million. For the 
first six months of this year, revenue rose 
11.4% from a year earlier to HK$881.1 
million, with operating profit running at 
just over 20% of revenue, the same as for 
the previous period. 

But Haeco's picture for the next few 
years is clouded. The company is strapped 
for space at Kai Tak, which is to be re- 
placed by a new airport at Chek Lap Kok, 
off Lantau Island, in 1997 and there is no 
guarantee that its freedom from competi- 
tion will be maintained at the new site. 

Haeco, however, has some built-in ad- 
vantages. As a subsidiary of Swire Group, 
about 60% of its capacity is used to cater to 
the engineering needs of fellow Swire 
company and part-owner Cathay Pacific 
Airways, a figure which is expected to rise 
to around 70% in the next few years as the 
airline acquires new aircraft. 

Also, with Haeco long-established as 
the only commercial provider of aircraft- 
engineering services in Hongkong, it 
would also be the only local source of ex- 
perienced staff for any potential competitor 
from 1997, Setting commercially attractive 
rates to gain work would therefore be 
problematic for any intruder who first 
would have to raid Haeco staff by offering 
higher wages. 

Not that Haeco is standing still. The 
company plans to build a new hangar at 
Kai Tak that can be disassembled and 
moved to Chek Lap Kok. The hangar, 
which will cost HK$90 million, will add 
one more Boeing 747-sized slot to the four 
already in use. It will be ready by the first 
quarter of 1993. 

Through Bermuda-based subsidiaries, 
Haeco has also bought a 29.1% stake in 
ASTA Aircraft Services of Australia. A 
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subsidiary of government-owned Aero- 
Space Technologies of Australia, ASTA was 
set up in 1988 to cater to the growing 
market in third-party heavy engineering 
for aircraft. 

The ASTA deal was tied to a five-year 
contract to modify 747s from British Air- 
ways, while Haeco is doing identical work 
for the airline in Hongkong until 1993 with 
an option to renew. ASTA has two hangars 
— one used primarily for British Airways 
work and another for All Nippon Airways 
work — with a third available. 

Haeco is, like its parent group, cagey 


3t) 1 
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Protit attributable 


(Right scale) 


about releasing details of contracts. The 
values of the British Airways work and of 
the tripartite ASTA deal — between Haeco, 
the Australian Government and unions — 
are not stated. But as a company official 
points out, because of disclosure rules, the 
ASTA investment cannot have been more 
than 15% of Haeco shareholders’ funds, 
which at the end of 1990 stood at HK$850.2 
million. 

Besides the obvious effective expansion 
in capacity, the investment in Australia is 
also a boon for Haeco in helping to stem 
the effects of a brain drain of staff anxious 
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to seek foreign berths because of worries 
about Hongkong’s future after 1997. By the 
end of this year, Haeco expects that 50 of 
its staff from Hongkong will have moved 
to ASTA. The emigrants are primarily basic 
aircraft mechanics with 10-15 years’ expe- 
rience and licensed aircraft engineers with 
higher qualifications. 

Until recently, Haeco was facing a flood 
of resignations by staff attracted by offers 
of work and passports from Australian 
airline Qantas. It is expected that the ASTA 
deal, with its agreed level of immigration, 
will remove at least some of the Hongkong 
engineers’ anxiety, while keeping their ex- 
pertise within Haeco’s ambit. 

Moving into Australia ended a long- 
running search by Haeco for capacity off- 
shore, following unfruitful research in 
Canada and Britain, where a putative deal 
to buy cash-strapped airline Dan-Air's 
hangar at London's Gatwick Airport col- 
lapsed because of high costs as well as 
debts to be assumed. And, says Haeco 
managing director David Turnbull, while 
ASTA is not expected to be profitable until 
1992, Haeco would obviously like to buy 
more of the company. 

With immediate capacity problems ap- 
parently solved and emigration at least 
contained in the short term, Haeco can now 
concentrate on the future in Hongkong and 
China. Shortage of capacity has recently 
been a boon in a sense, because as the com- 
pany's report for 1991's first half notes, 
line-maintenance revenue has risen only 
slightly because of the Gulf War and the 
weak economic climate cutting into aircraft 
movements. 

This has left revenue increases to come 
from scheduled contract work from 
Cathay's 24 747s and 18 TriStars plus five 
737s from Dragonair and three 707s for Air 
Hongkong and Australia’s TNT. Other 
heavy work, for Cathay, British Airways 
and Germany's LTU among others, was 
down on the same period in 1990. 

Engine-overhaul work was up in the 
first six months of 1991, mostly because of 
Cathay’s increasing requirements. Haeco 
specialises in Rolls-Royce RB211 engines 
used on Cathay’s all-widebody fleet, plus 
some smaller models of Pratt & Whitney 
engines. Haeco believes that it is not worth 
tooling up for other makes, but if Cathay 
bought another type of engine for new air- 
craft on order, Turnbull says the company 
would gear up to handle it. 

Haeco is trying to ease the potential 
pain of a move to Chek Lap Kok, which 
could cost in excess of HK$2 billion, by 
seeking permission to retain overhaul 
workshops for components and electronics 
at Kai Tak, a move that could keep such 
work off-airport for as long as 10 years. 

This, Turnbull believes, would avoid 
problems of relocating the company’s en- 
tire staff of by then about 6,500 (up from 
today’s 5,100) virtually overnight when Kai 
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Tak stops handling flights, though in time 


. everything would be relocated to Chek Lap 
Kok. Haeco's ideas for new facilities have 
been submitted to the Hongkong Govern- 

. ment. Chiefly, it wants eight 747-size bays 

-jnside hangars from day one at the new 

airport, with more to come later. 

China has been an area over which 
some have accused Haeco of being slow 
off the mark, pointing to major investments 
in aircraft-maintenance facilities by Ger- 
many's national airline Lufthansa in Pe- 
king and by a joint venture in Canton in- 

volving Hongkong's Hutchison Whampoa 

and the US’ Lockheed. But other observers 
say Haeco has benefited by waiting. They 

_ believe that airlines are reluctant to put air- 

.- craft into China for heavy-engineering 

-© work because of the negative image Chi- 

nese aviation has in general. 

- Turnbull merely says Haeco has had to 

E concentrate on its activities in Hongkong 

| ^in the past few years, though he is con- 

= tinuing to look at possible investment in 
<o an engineering base in China. "The right 

«.. opportunity is a bit like an elephant,” he 

«says. "It's hard to describe, but you know 

it when you see it." 

At present, involvement in China is 
twofold. One arm is through a 60% 
shareholding in South China Aero Tech- 
nology (SCAT), which trades in aviation 
components with China. This is a joint 

==> venture with the Chinese Government- 

= owned China National Aero Technology 
|^ Import & Export Corp. 

«^. The other is a stream of workers from a 
| wide range of aircraft factories in China, 
_ Who for the past five years have been 
~ passing through Haeco to increase the 
_ breadth of their own skills while topping 
= up numbers in short supply in skilled 
trades in Hongkong. These mainland 
— workers, of whom there are now 250 at 

: Haeco, are mostly skilled in sheet-metal- 

“work, engine and component overhaul or 

airframe work. | 

-.  Haeco's growth has been inextricably 

entwined with that of Cathay. Haeco's 

birth in 1950 was the outcome of merging 

- Pacific Air Maintenance & Supply Co., as- 

sociated with Cathay, with Jardine Aircraft 

Maintenance Co., originally set up to look 

after then BOAC flying-boats. 

Steady growth led to a stockmarket 

listing in 1965 when 25% of the company 

was floated. Today, Swire Pacific holds 

31.12% and Cathay 25.04%, with the next 

largest shareholder being Hongkong & 

Shanghai Banking Corp. with just over 

956. 






































. Apart from its interest in SCAT, Haeco 
also holds 4596 of Thompson Aircraft Tire 
Co., a joint venture in Hongkong with 
Bridgestone Co. of Japan to sell and retread 
aircraft tyres. Haeco also owns 50% of 
Kai Tak Refuellers Co., which has a one- 
sixth share in Kai Tak’s fuel-tank storage 
area. m 
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TRADE 


US debate renews focus on Japanese surplus 


Protection revisited 


S trade hawk Richard Gephardt, „the 

Democratic Party's majority leader 

in the House of Representatives, is 
to introduce legislation aimed at punishing 
countries — particularly Japan — for their 
persistent trade surpluses with the US. 
Although the bill in its original form is 
unlikely to make much headway, it can be 
expected to generate plenty of debate dur- 
ing the 1992 presidential election cam- 
paign. 

The anti-protectionist stance of Presi- 
dent George Bush will offer a strong 
countervailing force against the more 
stringent conditions of Gephardt II, the 
shorthand term used to describe the new 
bill. (Gephardt made an earlier, abortive 
attempt to include similarly tough provi- 
sions in the 1988 Trade Act.) The Democrat 
is staying out of the 1992 presidential race 
— after an unsuccessful tilt in 1988 — and 
so will not have a national platform from 
which to exploit his case. 

Opponents of the bill have noted that 
the US trade deficit with Japan declined to 
US$19.2 billion during the first half of 1991; 
the full-year deficit in 1987 was a record 
US$56.3 billion. However, the flip side is 
that the Japanese trade surplus with the 
US rose 5.8% in August, compared with 
the same month last year, and this trend is 
expected to continue. 

When announcing his intention to in- 
troduce a new bill, Gephardt struck a 
chord in some Washington policy circles 
by castigating Japan for "continuing to be 
a free rider, criticising others that they must 
be free traders, but continuing to aggres- 
sively practise adversarial capitalism." 

Gephardt's amendment to the 1988 law 
would have mandated rigidly prescribed 
retaliatory measures against unfair trade 
practices. Congress instead adopted the 
Super 301 provision, which required the 
president to identify unfair traders, but left 
him wide discretion for punitive action. 

Gephardt takes credit for the genesis of 
the lapsed Super 301 provision and ex- 
presses pride in the role that it has played 
in prising open foreign markets. He be- 
lieves, however, that the Bush administra- 
tion was "too cautious and too timid” 
when wielding it in bilateral trade talks. 
The new bill, he says, will "put teeth in 
Super 301." 

In 1989, Japan was found to be an un- 
fair trader under Super 301 provisions — 
along with a few other developing coun- 
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"Point of contention _ 


tries — in three specific product markets: 
supercomputers, satellites and wood prod- 
ucts. India was the only country in Asia 
cited in 1990. 

The new Gephardt bill would compel 
the president to identify countries with 
large trade surpluses with the US resulting 
from persistent protectionist practices, and 
then impose sanctions if the practices were 
not ended. The specifics of the legislation 
have yet to be unveiled, though Gephardt 
says a country accounting for 15% or more 
of the US trade deficit would be subject to 
retaliation, as would any sector accounting 
for 10% or more of that country's surplus 
with the US. 

Only Japan meets the 15% test, and only 
its exports of cars, car parts, semiconduc- 


KOREAN TRADE 





It has been a long time coming, but in- 
ter-Korean trade is now a significant 
link, particularly for North Korea. Bilat- 
eral trade, which began in 1988, reached 
US$122.9 million in the first eight 


million in the whole of 1990. 


shipped by North Korea. In the first 
eight months of this year, it exported 
US$97.8 million worth of goods to 
South Korea. This is equal to about 5.476 
of North Korea's total exports of US$2 





months of this year. It was just US$25.6 
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Most of this trade has been products 
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tors and computers meet the 10% test. 

Gephardt also claims his new bill would 
"reclaim some of the power granted to 
Congress by the constitution, but which we 
delegated to the president and his admin- 
istration.” The president would be com- 
pelled to target foreign practices that injure 
industries with "the greatest export poten- 
tial.” The congressman did not identify 
which products he was referring to, but it 
is presumed that this category would in- 
clude cars, car parts, semiconductors and 
computers. 

Gephardt II will call upon the adminis- 
tration to open a case against Japanese eco- 
nomic institutions and their practices, in- 
cluding the so-called keiretsu, or business 
groupings with interlocking shareholdings, 
under Article 23 of the Gatt. This provision 
allows the world trade body to examine 
whether a member country is providing 
the level of access and benefits to other 
countries that it enjoys overseas. 

Gephardt says that during the 1988 
presidential election campaign, the 
Reagan-Bush administration probed 
whether he would be willing to withdraw 
his trade-reprisal proposals in return for a 
US filing of an Article 23 case against Ja- 
pan’s trade practices. Gephardt speculates 
as well that Japanese officials themselves 
might welcome an Article 23 investigation, 
as it would give them impetus to push 
structural reforms. 

Some Japanese officials deny this, say- 
ing they will bring Gephardt II itself before 
the Gatt if it is enacted and is found to be 
against Gatt principles. Others, however, 
say they would indeed prefer Gatt's multi- 
lateral evaluation of a unilateral US action. 
Gatt's judgment, they feel, would either 
clear up some unfounded suspicions about 
the Japanese economic system or provide 
benign external pressure to facilitate 
needed reforms. " 


billion last year, according to South Ko- 
rean figures. 

“Trade with South Korea is rapidly 
becoming an important source of hard 
currency to the North," says Young Soo 
Gil, a senior fellow at Seoul's Korea De- 
velopment Institute. 

In 1990, North Korea had a trade 
deficit of about US$600 million, and 
Yang estimates that it will export about 
US$120 million, equivalent to 20% of last 
year's deficit, to South Korea this year. 
The trade is technically indirect. 

Alarmed at the problems of German 
reunification and concerned about a col- 
lapse of North Korea, Seoul is eager to 
subsidise its neighbour through trade. 
"We are very much interested in pre- 
venting a chaotic and costly unification," 
says Lee Tong Bok, a special assistant to 
the South Korean prime minister. 
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(US$35 million) for an economic-coop- 
eration fund to subsidise trade this year 
with North Korea. South Korea's Na- 
tional Unification Board has proposed 
that Won 1 trillion be spent during the 
country's fifth five-year plan that will 
end on 31 December 1996. 


help. Economic relations with the Soviet 
Union, which accounted for half North 
Korea's trade, are at a standstill, and lit- 
tle aid can be expected from China. If 
North Korea allows inspections of its 
nuclear facilities, however, Japan is pre- 
pared to pay US$5 billion or so as the 
price for normalising relations. 


3.7% last year, its first decline since the 
Korean War, according to Seoul. 


FINANCE 


Hongkong s MTR has key role in PADS financing 


big-ticket borrower 





By Michael Taylor in Hongkong 
T he Hongkong Government is to use 





Mass Transit Railway Corp. (MTRC) 

to blaze the financing trail for its 
massive infrastructural projects centred on 
a new port and airport. But MTRC is 
determined that the exercise will not 
compromise the quality of its existing 
HK$18.8 billion (US$2.4 billion) in public 
debt. 

In a speech to Japanese bankers in To- 
kyo on 10 September, the territory's chief 
secretary, Sir David Ford, revealed that 
MTRC would have responsibility for build- 
ing a rail network which will not only pro- 
vide a 32-km express link to the new air- 
port at Chek Lap Kok off Lantau Island, 
but also a domestic line running along the 
same alignment to supplement an under- 
ground service which already struggles to 
meet peak demand. 

This project is estimated to cost around 
US$1.6 billion at current prices. A substan- 
tial part of the cost will be sources other 
than the government, foreshadowing the 
private-sector financing of the rest of the 
US$12 billion port- and airport-develop- 
ment scheme, known as PADS. 

At least initially, other parts of PADS will 
be funded from the Hongkong exchequer. 
The Airport Authority is to receive HK$18 
billion of start-up capital from the govern- 
ment. This will allow at least a two-year 
breathing space, in which the Chek Lap 
Kok site can be reclaimed from the seabed, 


Seoul has budgeted Won 25 billion 


Seoul believes Pyongyang needs its 


North Korea's economy contracted 
m Mark Clifford 
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Route to airport funds. 


before funds will have to be solicited from 
international capital markets. The Lantau 
fixed crossing serving the new airport is 
also to be publicly funded. 

The MrRC's role as point-man for the 
financing of the project is not surprising. 
For three years, the company has stated 
that "the corporation could accommodate 
the financial consequences [of extending 
the system] provided the corporation's to- 
tal financial structure . . . maintain[s] our 
existing credit ratings, and the confidence 
of the financial community." 

According to Hamish Mathers, MTRC 
chairman: "There are no surprises here for 
the banks or for the credit-rating agencies." 

MTRC's investment-grade credit ratings 
are fiercely guarded by the corporation. 
The need to maintain them — by keeping 
to agreed debt-equity and interest-cover 
ratios — provides the cornerstone of 
MTRC’s negotiations with the government 
on the levels of additional paid-in equity 
and authorised equity, as well as the extent 
of property development rights associated 
with the project. 

Although MTRC is 100%-owned by the 
Hongkong Government, it is in an strong 
position to get what it and its bankers 
want. It has built a credibility in interna- 
tional financial markets which neither the 
Airport Authority nor the government, nor 
perhaps even the Chinese Government, 
will be able to replicate quickly. A reluc- 
tance by MTRC to give its name to the 
funding exercise would send unequivo- 
cally negative signals to the international 
capital markets. 

Similarly, the Hongkong Government 
will be reluctant to guarantee MTRC's bor- 
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BUSINESS AFFAIRS 


rowings, since these contingent liabilities 
would count against the HK$25 billion of 
obligations which the government is al- 
lowed to have by 1997, according to a 
memorandum of understanding signed on 
3 September by British Prime Minister John 
Major and Chinese Premier Li Peng. 
MTRC's debt has only once carried a full 
unconditional guarantee from the govern- 
ment. The corporation's debt has the 
unique status of being, in effect, quasi- 
quasi-sovereign (quasi-sovereign debt from 
a quasi-sovereign territory). 

But whatever the shape of the deal 
struck between the corporation and the 
government, the new project will come on 
top of a massive refinancing programme 
for its present HK$18.8 billion of debt. 
Without the project, MTRC's new capital 
commitments would peter out by 1995, it 
would be able to pay a dividend by 1997, 
and thereafter gradually pay down its ac- 
cumulated debts. 

With the additional debt to finance the 
airport-related project, not only will the 
government have to forgo taking a divi- 
dend from MTRC for a few years but it will 
also take longer to pay down the existing 
debt. 

“We recognise this is a huge amount of 
borrowing," says MTRC's finance director, 
Roger Moss, "but it is borrowing which 
follows on a decreasing requirement of 
debt by the existing corporation, and which 
is coincident with a developed appetite for 
our obligations in world markets." 

Certainly, throughout 1991, an unusu- 
ally heavy refinancing programme has al- 
lowed the corporation to demonstrate that 
the capital markets are happy swallowing 
its debt. Some HK$5.1 billion of its total 
HK$18.8 billion debt portfolio fell due for 
refinancing this year, and to date the cor- 
poration has raised about HK$3.8 billion 
— HK$4.6 billion in public debt, with the 
total money-raising believed to be already 
nearly HK$5 billion. Moreover, all its 
public issues have been oversubscribed. 

However, most of the debt which has 
been refinanced this year has been replaced 
by debts maturing in 1996, creating a heavy 
burden of refinancing immediately prior to 
1997, Additional debt contracted during 
1992 for the airport means that MTRC is 
likely to start issuing sizeable quantities of 
debt maturing in or after 1997. 

Finding out the extent to which it can 
extend the horizon for publicly traded 
Hongkong debt beyond 1997, and at what 
price, will be MTRC's greatest challenge. It 
has already made the first purportedly 
public issue, albeit a small one, beyond the 
1997 frontier — a Y5 billion (US$36 million) 
club deal maturing in 1998 and put to- 
gether by the Long Term Credit Bank of 
Japan. The draft version of the memoran- 
dum of understanding says the Bank of 
China will play "an appropriate" role in 
syndicating airport-related loans. * 
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SRI LANKA 


Storm in a teacup 


espite political turmoil brought 
on by efforts to impeach Presi- 
dent R. Premadasa, Sri Lanka's 


economic fundamentals are 
good, according to government officials 
and economists. The government, though 
chastened by the unsuspected challenge 
beginning on 28 August, asserts that there 
will be no significant fall-out on the 
economy and that GNP should do no worse 
than last year's 6% growth. 

This picture could be a bit too rosy, and 
private economists are forecasting 5% GNP 
growth at best. But even this prediction is 
attributed to falling tea prices and not to 
the impeachment efforts begun by opposi- 
tion parliamentarians and defectors from 
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the ruling United National Party (UNP). 
(The impeachment issue is expected to be 
settled later this month.) 

The Colombo Tea Sale Average, which 
stood at Rs 62.1 (US$1.50) a kg in June, fell 
to Rs 50.9 a kg in August and to Rs 48.9 a 
kg in the first week of September. 

Even a Japanese economic-business 
delegation visiting the country at the height 
of the impeachment crisis did not appear 
to be bothered by the event. “I don’t think 
political problems and differences within a 
political party will seriously affect policy 
and the climate for investment,” Kikuo 
Ikeda, the delegation’s head, told journal- 
ists at the end of a five-day visit. 

Ikeda, who indicated that he is im- 
pressed by Sri Lanka’s rapidly growing 
economy, said it was unlikely that Japa- 
nese investors would postpone any busi- 
ness decisions relating to the country be- 
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cause of the political strife. He said the 
country’s high level of literacy and Eng- 
lish-language skills were major drawing 
cards for Japanese investors. 

Nonetheless, the impeachment efforts 
sharply depressed the booming Colombo 
Stock Exchange. In the four trading days 
from 28 August to 2 September, when 
news of Premadasa’s possible impeach- 
ment surfaced and events peaked, the 
leading stockmarket index declined nearly 
50 points. 

Daily market turnover fell Rs 2 million 
in early September, though it has since 
picked up. Turnover on 11 September was 
valued at a respectable Rs 13.9 million. 

Economists say the economy is sound 
because the policies supporting it are solid. 
The say that even in the unlikely event of a 
change in the current power structure, the 
country’s economic policies most likely 
would not be altered. They point out that 
former prime minister Sirima 
Bandaranaike's Sri Lanka Freedom Party, 
the UNP's main opponent, favours a free- 
market economy. Leading UNP dissidents 
are also believed to be firm supporters of 
the private sector as well as the current 
economic trend. 

Moreover, analysts give particularly 
high marks to a series of measures by the 
government to bolster the country's all- 
important tea industry. They say the re- 
duction of the export levy on tea by Rs 1.50 
a kg and an arrangement under which Iraq 
will increase weekly tea purchases to pre- 
Gulf War levels of 500,000 kg will bolster 
prices. 

In addition, the government has given 
commercial banks the go-ahead to offer 
foreign-exchange loans to exporters for tea 
purchases at Colombo auctions. These 
loans will carry a 7% interest rate, com- 
pared with up to 22% payable on regular 
rupee credit. The loans are repayable 
within three months of export from the 
hard currency earned from the tea sales. 

The government has also made 
progress in containing inflation. As of 31 
July, inflation was running at 12%, down 
from 21.5% on 31 December 1990. Govern- 
ment economists are hopeful that inflation 
will be cut to 10% by year-end. 

In other positive developments, tourist 
arrivals in the first seven months of this 
year totalled 199,315, slightly ahead of the 
year-earlier period. The Ceylon Tourist 
Board expects arrivals this year to increase 
10.7% from a year earlier to 330,000. 

m Manik de Silva 
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BRIEFING 


Trance allows imports 
. from Honda's US plant 
^b The US subsidiary of Japan's Honda 
. Motor Co. said it had been given 
: permission to ship 175 US-made Accord 
_ station wagons into France. The French 

Government, which has taken strong 
- Steps to protect its car market against 
Japanese imports, had held up the cars for 
several months. Honda insisted that the 
vehicles, built in Ohio, be considered a US 
model. US officials apparently agreed, 
and argued Honda's case with the French. 
- In August, Japan agreed to an EC request 
. to limit imports and local production of . 
. Japanese vehicles. But the limits | 
apparently do not extend to cars made in 
North America, raising the possibility that 
Honda and other Japanese car makers 
may be able to use their US assembly 
plants to expand exports to Europe. 





China mounts campaign to 
sell consumer durables 


> China launched a 10-day sales drive to 
run down stocks of consumer durables, 
which have grown to more than Rmb 200 
billion (US$38 billion). Through 
department stores in seven key regions, 
the China Consumers' Association hopes 
to sell vast numbers of colour Tvs, 
refrigerators and other appliances. 


Bangladesh aims to raise 
fisheries production 


9 Bangladesh aims to raise fish 
production to 1.2 million tonnes a year by 
June 1995, an increase of 41% from the 
output of freshwater and marine fisheries 
in the year to June 1990. Annual seawater 
fish production has increased from 85,000 
tonnes in 1970 to about 250,000 tonnes, 
while inland fisheries now contribute 
about 600,000 tonnes a year. In the past, 
lack of funds and entrepreneurship has 
prevented Bangladesh from exploiting its 
fisheries potential. 


Seoul announces curbs 

on petrochemical growth 

> South Korea will eliminate soft loans 
to the petrochemical industry and make it 
more difficult for new entrants to find 
building sites in a bid to limit the 
expected damage from excess capacity, 
Minister of Trade and Industry Lee Bong 
Suh said on 12 September. Lee made the 
. remarks at an opening ceremony for 
Lucky's naphtha cracker. Two similar 
plants have recently come on stream, 
another is under construction and a 
further plant is planned. Lee said the 
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ministry would encourage domestic 
buyers to purchase South Korean-made 
petrochemicals and would also help 
producers to export more. The 
government will continue to support 
investment in high-value-added products 
such as engineering plastics. 


Suharto's sons purchase 
Overseas Express Bank 

> Hutomo Mandala Putra and Sigit 
Hardjojudanto have bought majority 
control of Indonesia’s Overseas Express 
Bank (OEB), according to news reports. 
The new owners are both sons of 
President Suharto. OEB, the 14th-largest 
private bank in Indonesia, was formerly 
50% owned by the Sumali family and 50% 
by Bank Indonesia, the central bank. The 
terms of the purchase were not disclosed, 
but banking sources believe the new 
owners will inject about US$20 million 
into the bank. Hutomo and Sigit will own 
95-100% of OEB, which is to be renamed 
Utama Bank. 





Four Salim appointees 

named to UIC's board 

> Singapore-based property giant 
United Industrial Corp. (UIC) has 
appointed four senior executives from 
Indonesia's Salim Group to its board of 
directors. Salim, through its Singapore 
subsidiary KMP, owns 24.5% of UIC. The 
four appointees are Salim Group 
president Anthony Salim, Salim senior 
executive director Johannes Kotjo, KMP 
managing director Tan Kong King and 
David Davies, chairman of Salim-linked, 
Hongkong-based First Pacific Davies. UIC 
announced on 13 September it had 
incurred a $$167.6 million (US$97.4 
million) loss for the six months ending 30 
Tune. 
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Malaysia's Petronas 
in Vietnam oil search 


9 Petronas of Malaysia on 9 September | 
signed a 25-year product-sharing contract 
to explore for oil and gas off the coast of 
southern Vietnam. The agreement is 
Hanoi's 11th with a foreign oil company 
in the past three years. A Soviet- 
Vietnamese joint-venture oil project is, 
meanwhile, expected to produce 3.8-4.0 
million tonnes of oil this year, up from 2: 5 
million tonnes in 1990. 


Hongkong reaches accord 
on flights to Vietnam 


» Tae on 18 September reached 
an agreement with Vietnam on direct 
flights to link Hongkong with Hanoi and 
Ho Chi Minh City. Because Vietnam's 
Soviet-built planes do not meet the safety 
standards of Hongkong’s airport, the 
territory’s main carrier, Cathay Pacific, is 
expected to provide the aircraft and split 
its profits with government-owned 
Vietnam Airlines. Passenger flights could 
begin as early as November. Cargo airline 
Air Hongkong will also begin flights to 
Vietnam. 


Thai Airways orders 
Rolls-Royce engines 

> Thai Airways International announced 
it will buy British-made Rolls-Royce 
engines for its new fleet of 12 Boeing 777 
aircraft. The engines, costing a total of 
£250 million (US$420 million), will be 
delivered beginning in 1996. It will be 
Thai Airways’ first purchase of Rolls- 
Royce engines. Thai Airways officials 
said Rolls-Royce offered a better 

financial package than the airline’s 
traditional supplier, General Electric, 
though media reports suggested the US 
maker's per-engine price was significantly. 
cheaper. | 









Singapore selects adviser on 
Hongkong investments 


> The Singapore Government appointed 
former bank executive Fock Siew Wah as 
special adviser on Singapore's economic 
activities in Hongkong. Fock, who 
resigned in March as chief executive of 
one of Singapore's four largest banks, the 
Overseas Union Bank, will advise the 
minister of finance. The ministry's 16 
September announcement of the 
appointment did not elaborate on 
Fock's precise role. However, 
Singapore has said it intends to make 
large direct investments in Hongkong 
soon. 
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Back to the bunker: 


oes nature really abhor a 
vacuum? Shroff is forced to 
doubt it, when he contemplates 
| LR the rapidly emptying upper ech- 
| elons of the Stock Exchange of Hongkong 

(SEHK). By the end of the year, the exchange 

will have lost its chairman, vice-chairman 
. | and chief executive in the space of barely 

j six months. Who will be in control by 
January 1992? 

First out the door was Philip Wong, the 
vice-chairman who resigned in anger and 
| under pressure earlier this year after tem- 
porarily persuading the SEHK council that, 
dammit, they were entitled to preferential 
share allocations, despite what any regula- 
tor might say. 

Next to depart was chief executive 
Francis Yuen, rising from his lucrative bed 
of nails in early September to an even more 
lucrative, and possibly less uncomfortable, 
perch as head of Hang 
Chong Investment Hold- 
ings. For Yuen, the timing 
could not have been better 
— his departure coincides 
exactly with the successful 
undermining of his author- 
ity by the Securities and Fu- 
ture Commission (SFC), 
- | which is now in the process 
|| of mandating the exchange 

| to reform itself. 

A man who can embrace 
both Milton Friedman and 


| feng shui will not be easy to 
= | replace. 
| . But neither will be Sir 
| Quo-Wei Lee, the SEHK's chairman and the 
=| personification of its respectability. He is 
¿| obliged to relinquish his position at the end 
st of the year. His successor — and there is 
-| no obvious candidate — will be elected by 
.| all members of the stock exchange from a 
list of candidates submitted by the bourse's 
‘nominating committee. 
.| The nominating committee comprises 
-i three representatives from the brokers and 
“| three non-broker representatives nomi- 
| nated by the SEHK council. But which 
.| council? Part of the long-running show- 
down between the exchange and the src 
.| involves the council itself, which is to be 
abolished and reconstituted. 
_ A SEHK council meeting on 26 Septem- 
ber will presumably spit defiance at the 
SFC's demand that it be reconstituted to 
become more representative of working 
brokers and their clients — and less repre- 
sentative of the proxy votes of "brokers" 
who, while retaining seats on the bourse, 
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have not traded a share for many a year. 

It appears that the SFC can unilaterally 
mandate at least the reconstitution of the 
SEHK council. But other parts of the pro- 
posed reforms — for example, altering the 
ordinance under which the exchange oper- 
ates to include some acknowledgment that 
it should operate in the public interest — 
will have to weather the deliberations of 
the new Legislative Council (Legco). 

That will not be easy. Legco functional 
constituency elections have just placed the 
two most die-hard opponents of practically 
any regulation or investor protection in a 
position to frustrate reform. If they could, 
they would probably try to roll back regu- 
lation to the bad old days of former (and 
now jailed) SEHK chairman Ronald Li. 

First, Philip Wong is back, shoehorned 
into Legco by the Peking-backed Chinese 
Chamber of Commerce without any of this 
voting nonsense; he ran un- 
opposed. Presumably he 
can be expected to back 
preferential share allotments 
to China's favourite sons 
and daughters. Second, 
Chim Pui-chung — an old 
broking chum of George 
Tan (of Carrian fame) — has 
been chosen to represent the 
financial-services industry. 

Or at least part of it. 
Chim lost no time in dem- 
onstrating his commitment 
to public service, calling for 
the resignation of SFC chief 
Robert Owen, and warning 
the insurance industry that since it did not 
vote for him, insurance companies could 
expect no help from him now that he was 
inside Legco. 

At least Chim was sort of voted in. The 
financial self-services functional constitu- 
ency consists of a whopping 694 eligible 
voters. In the event, 556 of them voted, of 
whom 281 voted for Chim — mainly old 
friends from the defunct Kowloon and Far 
East stock exchanges. Shroff wonders how 
many of these "brokers" actually ever trade 
on the SEHK. 

These, then, are the leaders who not 
only can frustrate reform efforts at the ex- 
change, but who also have demonstrated 
on separate occasions that they can muster 
the sort of voting power which the new 
leadership of the exchange will need to 
command. 

50, who will lead Hongkong's stock ex- 
change? And when is Uncle Ronald out? 

B Michael Taylor 
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In the days when Japanese securities houses 
thought they had it made — a perpetually 
rising Tokyo stockmarket, huge turnover 
and fat, fixed commissions — they could 
afford to be dismissive about acquiring 
Western techniques and personnel. Not 
any longer it seems. 

On a visit to New York, Shroff found a 
changed Nomura. No more the self-styled 
"commando" image of a couple of years 
ago, when the biggest of the Big Four Ja- 
panese houses was out to conquer the 
world by using its financial might to buy 
its way into deals. 

Now there is an unspoken admission 
that doing things the "Japanese way" 
might not be best after all. Nomura is busy 
buying up Wall Street's talent in areas such 
as programme trading and derivatives, 
which once were alien to Japanese finan- 
cial culture. 

Shroff suspects that Nomura is more 
than a little worried about the increasing 
share of turnover on a now-depressed To- 
kyo stockmarket which is being taken by 
foreign brokers — with their smart pro- 
gramme-trading techniques and their pol- 
ished research operations. Once the likes 
of Nomura declared in New York and in 
London that they were not interested in 
buying people, but instead preferred "or- 
ganic growth." Now they acknowledge 
that they cannot go it alone. 

The Tokyo stockmarket is not just dirty 
in some of its dealings — such as compen- 
sating favoured clients for real or notional 
losses. It is also very old-fashioned. Still, 
there is a certain amount of hype sur- 
rounding product innovation and financial 
engineering. It would be foolish to under- 
estimate Japanese brokers' ability to learn 
the new tricks of the trade. US and Euro- 
pean automobile and electronics manu- 
facturers learned that lesson to their great 
cost. | 

Nomura has already moved up from 
the bottom of the ladder to be the seventh 
largest of Wall Street's programme traders 
— in a matter of about a year. And it is 
learning fast the art of dealing in mortgage- 
backed securities in anticipation of Japan's . 
entry into the age of securitisation. 3 

Various sophisticated techniques such 
as swaps and options and over-the-coun- 
ter options on mortgages are being ab- 
sorbed. "Nomura is a very Japanese com- 
pany, and it is difficult to learn these things 
in Japan," one company executive admit- 
ted. So, the idea now is to learn on Wall 
Street and ship the technology back home. 

= Anthony Rowley 
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- Asia 
Pakistan, Bangladesh 


£18,182 p.a. 


U.N. 
Representative 
— Geneva 

£18,182 p.a. 


Cost of Living Allowance 
£2,750 p.a. 

Housing Allowance 
SWF14,400 p.a. 


amnesty 


international 





Investment Opportunities 








$SIFIED ADV ER T ISEM E I 








human 
Amnesty International needs a Researcher based in London to 
investigate human rights violations in several countries in South Asia, in 
particular Pakistan and Bangladesh. You will document cases, prepare 
reports, advise on and initiate actions by Amnesty International, 


particularly in relation to prisoners of conscience, trial procedures, 
treatment of prisoners and the death penalty. 


You must have proven research and writing skills, impartiality, sound 
political judgement, the ability to work in and be responsible for the work 
of a team, with specialist knowledge of the above countries, Good 
English is essential and relevant South Asian languages are highly 
desirable, as is a knowledge of relevant political and legal systems. 
Please quote Ref: RD31. 


Amnesty International needs a representative to work in its two-person 
office at the United Nations (UN) in Geneva. S/he represents the 
organisation at the UN, dealing with individual country issues and the 
development and use of international! human rights standards and 
machinery, S/he recommends policy initiatives, and drafts reports and 
campaign material as appropriate. 


The UN representative must have a good knowledge of world politics, 
good political judgement, experience of dealing with the UN and sound 
analytical skills. S/he must have experience of representation, 
preferably for an activist membership organization and at a govemment 
level. S/he must develop an in-depth knowledge of Amnesty Inter- 
national's mandate and concerns and be able to prioritise a wide range 
of issues with minimal supervision. S/he must be able to communicate 
with people from a wide variety of cultural backgrounds. S/he must be 
able to work under pressure, sometimes outside normal working hours, 
and be willing to travel. Candidates must have a high standard of 
written/spoken English and good knowledge of French. A working 
knowledge of Spanish or Arabic is desirable. Please quote Ref: RD26. 


For further information and an application form. please contact: Personnel 
Office. Amnesty international. international Secretariat. 1 Easton Street. 
London WCIX BDU. United Kingdom. Tel: (071) 837 3805 (24hr answerphone}. 
Please quote appropriate reference number. Closing date: 31 October 1991. 


FOR SALE @ 


Australia's Largest Mango Plantation 
van e» 


North Queensland, Australia 


Australia's leading mango plantation, located near Townsville, Queensland, 


is offered for sale, 


Expressions of interest are invited to purchase an outstanding business 
invesument with export potential, 


Key features of the plantation include: 


* 40,000 trees aged from four to nine years 

* current output of five million quality Kensington mangoes 

* major packing house incorporated within plantation 

* within 60 km of an international airport 

* efficient marketing, distribution and management systems 

* immediate cash flow with crop due October - December 1991. 


Further information may be obtained from Mr Sam Doumany - telephone 

. (617) 877 4000, fax (617) 877 4195, Expressions of interest must be received 
by Friday October 11 1991. A detailed information memorandum will then 
be forwarded to interested parties upon signing a confidentiality agreement. 










Ernst & Young Securities Pty Ltd 
Holders of Dealers Licence ACN 003 599 844 
PO Box 7878 Waterfront Place Brisbane Q 4001 Australia 
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BUSINESS ADMINISTRATION 


DEGREE COURSES 


Private non-traditional University offers 
external Bachelor and Master ol Business 
Administration. courses, Also Doctorate 
Ph.D programma. There are no residen- 
tial requirements and the courses may be 
taken op asin in the world. (UK unap- 
proved). Full detais trom: 





Neil Gibson & Company, Dept, FER/, 
PO Box 3, mue Suffolk; Éngland. 
Fax: +44/787-278478. 
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11073, INDONESIA 





















]o place your 
classified ad, fax: 
Hong Kong (852) 
8346051 or call: 


Hong Kong 8328473 
Singapore 2203603 
Tokyo 32700251 
Bangkok 3913275 
Sydney 3639736 
Jakarta 5703123 
Taipei 7775723 
Manila 8161011 
Seoul 7856665 
London 3340008 
New York = 8086618 


Auckland 4130561 
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University of Waikato 
Te Whare Wananga o Waikato 
Hamilton, New Zealand 


|| Visiting Lecturer in Department of Politics 
v Public Administration 

D The University of Waikato invites applications from suitably 
qualified persons for a Visiting Lectureship in Public Administra- 
tion. Àn appointee will be required to teach two undergraduate 
courses in the field of Public Administration (second year and 
third year). The position will be available during the second 
semester of 1992 (July until November). 


The remuneration will be a fixed taxable fee of NZS18,720 and an 
appropriate expenses grant. 





The Politics Department has an undergraduate course enrol- 
ment of 1740, while at the graduate level 35 students are enrolled 
in 1991. The Department encourages an active research pro- 
gramme and at the moment 7 students are enrolled for the D Phil. 
The Department has an academic staff of 13 and two Visiting 
Lectureships. 


Enquiries of an academic nature should be made to Professor D 
Bing, Chairperson of Politics, tel (64) 7 8562889, Fax (64) 7 
8560135. Information on the method of application and condi- 

tions of appointment can be obtained from the Academic Staff 
Unit, University of Waikato, Private Bag 3105, Hamilton, New 
Zealand (tel. (64) 7 8562 889, Fax (64) 7 8560135). Applications 
quoting reference number A91/58 should reach the Academic 
Staff Unit by 31 October 1991. 


Places for appointees children may be available in the creche run 
by the Campus Creche Society (Inc). The University welcomes 
applications from suitable people regardless of race, creed, mari- 
tal status or disability. 








REVIEW CLASSIFIED ADVERTISEMENTS 


Cost: US$ 64 per column centimeter 
Column Width: 
1 column 41mm 
2 columns | 88 mm 
3 columns 133mm 
4 columns 183mm 
Column Depth: minimum 30 mm, maximum 230 mm 
Standard Units: 
1/4(v) page (230x 41 mm) US$ 1472 
1/4 (h) page (120x88 mm) US$ 1536 
1/2 (v) page (230x 88mm) US$ 2944 
... . 1/2 (h) page (120 x 183 mm) US$ 3072 
.  '" . Fulpage  (240x183mm) US$ 6144 
| For more information please contact the classified 
. advertisement manager, Far Eastern Economic Re- 
view, 4th Floor, Centre Point Building, 181 Gloucester 
Road, Hong Kong, Tel: 8328473, Fax: 8346051 
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ASIAN INSTITUTE OF TECHNOLOGY 
Bangkok, Thailand 


NEW FACULTY POSITION 
IN THE SCHOOL OF MANAGEMENT 














The Asian Institute of Technology (AIT), founded in 1959, is an autonomous international 
technological institute located in Bangkok, Thailand. The Institute offers post graduate 
degree and diploma programs in engineering management and related sciences. 








The Institute is seeking faculty to meet the growing needs of its School of Management 
(SOM). The appointee will be expected to teach, conduct research and executive 
development programs and consult on the management of technology. New course 
development in this concentration is also expected. 
















Requirements include a doctorate degree or equivalent, with specialization either in R&D 
Management, Intemational Business or Technological Marketing. Experience in teaching 
and curriculum design is essential. Preference will be given to those whe have also had 
experience in à management position or as consultants. 

















The appointment will be at the rank of Assistant, Associate, or full Professor depending on 
qualifications and professional experience. The initial appointment will be for two years, 
with a possibility of renewal. Base Salary will be commensurate with qualifications and 
experience and will take the following range on a per annum basis: 













Professor Baht 603,068 . 1,139,871* 
Associate Professor Baht 472,521- 872,363 
Assistant Professor Baht  381,426- — 530.224 











Other benefits include a 20% housing allowance, 10%. contribution to an insured savings 
fund, round trip air travel, a settlement grant and an educational allowance for children. 
Any income tax on salary drawn from the Institute is paid by the Institute to the Royal Thai 
Government. 


















Applications with a resume, names of three referees and the approximate date on which the 
applicant would be available to join should be sent before 10 November 1991 to ; The 
Director, School of Management, Asian Institute of Technology, G.P.O. 
Box 2784, Bangkok 10501, Thailand. Fax.(66-20516-2126. 














* Current exchange rate is approximately 25 Baht per 1 US Dollar 
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AN EXTRA HAND 
FOR ONLY US$13.95* 


Yes, that's exactly what Grippa 
is - an extra hand to hold copy at 
a height and position that's 
perfect for you. g " 


+ Reduces back and AK 
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* Reduces eye strain. -f 
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» Non-magnetic 
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Grippa copy holders. Mail them to: 
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Make check payable to Telesis Investment. T 
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PROJECTS /COMMERCIAL DIVISIONS 


PRD SPECIAL 


A superbly positioned 
development site in central 
Surfers Paradise, Gold Coast 


zv; 


AUCTION 7 
a ali 





e Existing approvals: Tourist and recreational facilities, retail area, telecommunication 
centre and restaurants. € Possible use: A 3 to 5 star International Hotel with shopping 
centre € Location: Gold Coast Highway, Surfers Paradise @ Land area: 5713m? 

@ Zoning: "Special Facilities, Tourist and Accommodation" 





Contact John Doak, Special Projects Division, 
er. Phone (075) 88 0088 Facsimile (075) 92 1632 


AUCTION: Tuesday October 1, 1991 at I lam. 
e Ramada Hotel, Surfers Paradise. 
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INNOVATION 


The Pinatubo effect 


ust when everyone had become used 
to the idea of global warming, along 
comes global cooling. For the next 
few years, at any rate. The cause of 


| the cooling is Mt Pinatubo, the volcano that 
, erupted in the Philippines on 15 June. 


Pinatubo spewed vast quantities of ash 
and sulphur-dioxide gas into the atmo- 
sphere. There, 22 km up, the gas combined 
with water vapour to form tiny droplets of 
sulphuric acid. The resultant haze reflects 
sunlight, thus reducing the temperature 


| below. Initially, the dust cloud from the 


volcano covered more than 5.3 million km’, 
about 1% of the earth's surface. Then it was 
caught by westward-blowing stratospheric 
winds. 

Within three weeks of Pinatubo's erup- 
tion, these winds had spread the dust cloud 
into a band that encircled the globe from 
latitudes 25 degrees north to 20 degrees 
south. Over the next three to six months, 
climatologists estimate, the cloud will con- 
tinue diffusing rapidly until it covers both 
hemispheres in a uniform layer. 

The droplets which form the cloud are 
too light to fall rapidly and too high for 
rain to wash them out. The cooling effect 
that they produce is likely to persist for 
several years. 

Scientists reckon that they can predict 
the effect on the climate of particles from 
Pinatubo by making comparisons with El 
Chichon, a Mexican volcano which erupted 
in 1982. El Chichon was situated at about 


| the same latitude as Pinatubo, though its 








eruption was less than half as big. The ef- 
fects of the volcano persisted for about two 
years, during which average surface tem- 
peratures dropped by between 0.1 and 0.3 
of 1°C. 

But cooling from El Chichon was miti- 
gated by the almost simultaneous occur- 
rence of a strong El Nino, the name given 
to a warming which takes place in the east 
Pacific Ocean. It arises when, for unknown 
reasons, the trade winds die down; nor- 
mally, they push warm water from the 
central Pacific westwards. The signs are 
that this year, too, there will be an El Nino. 
But it is not yet clear how strong the phe- 
nomenon will be. 

Thus the questions are, how much 
cooling will be caused by dust from 
Pinatubo, and what will the effects be? 

The calculation that the Pinatubo erup- 
tion was more than twice as big as El 
Chichon is based on measurements made 
by the US' Nimbus-7 satellite. A remote 
sensor on board this satellite looks at sun- 
light through the earth's atmosphere. Sci- 


entists were able to estimate that Pinatubo 
shot around 15 million tons of sulphur-di- 
oxide gas into the stratosphere. 

But the dust cloud that subsequently 
formed is invisible to Nimbus-7. To track 
the movements of this cloud, scientists rely 
on à highly sensitive scanning radiometer 
aboard a weather satellite operated by the 
US National Oceanic and Atmospheric 
Administration (NOAA). 

This instrument works by measuring 
both the sunlight and heat reflected back 
by the particles which make up the cloud. 





Dust cloud above Mt Pinatubo. 


The thicker the cloud, the more radiation it 
bounces back. In theory, if the cloud were 
to stay as thick as it currently is, argues 
Larry Stowe of NOAA's satellite research 
laboratory in Washington, surface tem- 
peratures above the tropics would drop by 
about 2°C. 

In practice, because winds will disperse 
the dust around the globe during the 
coming months, Stowe says, the net effect 
should be an overall decrease in tempera- 
ture of between 0.3 and 0.6°C. 

Vernon Kousky of NOAA's climate 
analysis centre endorses this estimate. “1 
don't think that most people will notice the 
effects of the volcano on the climate," he 
says, "because essentially it's going to be a 
small quantity superimposed on a rather 
large natural variability that occurs within 
the climate system. 

"Just the normal variability that we 
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would ordinarily experience will com 
pletely mask any small change — like hal 
a°C — that will be due to the cloud, 
Kousky believes. "We have other naturall 
occurring phenomena, such as El Ninc 
that really upset the climate system withi: 
the tropics much more than will this clou 
from the volcano." 

Kousky does concede, however, tha 
half a degree of cooling may have unex 
pected effects on overall weather pattern: 
"It may amplify patterns such that one re 
gion will experience more of an impac 
than others," he says. 

And Stowe points out that tropical re 
gions may be susceptible to a greater de 
crease in temperature, since the layer o 
dust particles is thicker over the tropic 
than at higher latitudes. 

Much will depend, he believes, on th 
strength of the El Nino. As yet, thougl 
whether the phenomenon will be of th 
same magnitude as its predecessor of 1982 
83 is not clear. If it is not, then the coolin; 
effect caused by dust from Mt Pinatub 
may be proportionately slightly larger tha: 
that from El Chichon. 

In this case, surface temperatures in th 
tropics could drop by as much as 2*C. | 
they did, what sort of effect would thi 
have on tropical agriculture? "Temperatur 
change alone would have a beneficial et 
fect,” says Keith Ingram, an agronomist a 
the International Rice Research Institute i 
the Philippines. 

The tropics, he says, "tend to have mor 
of a problem from warm temperature 
than from cool ones." The problem o 
cooling would be seen much more ii 
temperate regions such as China, Japai 
and the Korean peninsula. 

Ingram reckons that temperature 
would need to become "quite a bit cooler 
for there to be a detrimental effect oi 
tropical crops. Even a drop of 5°C wouk 
be tolerable, he says, for that would tun 
the tropics into a temperate zone, which ir 
turn should improve agricultural produc 
tivity. 

By contrast, a 2°C change in the tem 
perate zones themselves could have seriou 
consequences. During the last Ice Age 
some 10,000 years ago, global temperature 
were only about 2°C cooler than they an 
now. 

As Ingram points out: "It doesn't taki 
much on a global scale to change weathe 
patterns quite dramatically." In addition 
changes may take place, not so much ii 
temperature, but in patterns of wind anc 
rain. m Bob Johnston 
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Encounters — Always Magic 
With China Airlines. 


Next time you travel, don't leave 


was Miko-san's first trip to 
wangkok when she met a young 
Mai folk dancer. Of course her 
Bends in Japan were skeptical 
(Out her story...until she danced 
r thern. 
ccording to the traditional Chinese 
Hief in Yuan-Fen, all encounters 
mve significance and therefore 
uld be valued. At China Airlines, 
É treasure each encounter as a 
arm renewal of friendship. No 
eter whether it's in-flight or on- 


ground at any of our twenty-six 
international destinations, our 
personalized service is the stuff 
that magic moments are made of. 


service to chance — China Airlines, 
the magic is our reason for flying. 


We treasure each encounter. 


2 CHINA AIRLINES 
TAIPEI, TAIWAN, RO! 


Going Ka: 
ing Fast. 
Staying: West 
tayme- vvesun. 
Breathtaking by day, 
electrifying by night. The view from 


zal 
The Westin Stamford, Singapore, 
the world's tallest hotel. 
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THE WESTIN ST 
Singapore 


* Westin Stamford, Singapore: Tel: (65) 338-8585. Fax: (65 
er Westin Hotels in Asia: Singapore: The Westin Plaza « 


mul: The Westin Chosun * Pusan: The Westin Chosun Beach « 
nghai: The Westin Tai Ping Yang e Manila: The Westin Philippine Plaza e W | 


reservations, call the Westin Hotel in your city or your travel consultant 
HOTELS & RESO: 





